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LETTERS OF TRANSMITTAL

NovemBer 26, 1974.

T'o the members of the Joint Economic Committee:

Transmitted herewith is “Income Security for Americans: Recom-
mendations of the Public Welfare Study.” The report documents the
problems in existing public welfare programs and includes extensive

reform recommendations.
WricaT PATMAN,

Chairman, Joint Economic Committee.

NoveMmeer 25, 1974,
Hon. WricHT PAaTMAN, ,
Chairman, Joint Economic Committee,
U.8. Congress, Washington, D.C.

Dear MRr. CHARMAN: Transmitted herewith is “Income Security
for Americans: Recommendations of the Public Welfare Study.” This
report is based on 3 years of intensive study, 19 preceding volumes of
stafl studies, and 5 additional volumes which will be completed prior
to termination of the public welfare study on December 31, 1974.

The subcommittee’s study has been the most comprehensive ever
undertaken, and has met a major need by providing objective, non-
partisan analysis of a costly complex of programs and the many diffi-
cult policy issues they raise.

The report contains a comprehensive set of recommendations which,
if enacted into law, would provide fairer treatment and higher in-
comes for many low- and moderate-income Americans, greater admin-
istrative control and simplicity, enhanced financial incentives to work
for many current beneficiaries, and a significant measure of tax

reform.
MartHA W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy.
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FOREWORD

Before I close the books on this survey of income maintenance pro-
grams and how they work, I would like to take this last ogportunity
to thank those who have so kindly helped me either to do the work or
to secure the appropriations which made the study possible. The Con-
gressmen are: Wright Patman of Texas, Wilbur D. Mills of Arkansas,
ex-Congressman Johnny Byrnes of Wisconsin, George H. Mahon of
Texas, the late Frank Bow of Ohio, Gerald R. Ford of Michigan; the
Senators are: William Proxmire of Wisconsin, Jacob K. Javits of
New York, Abraham A. Ribicoff of Connecticut, and Ernest F. Hol-
lings of South Carolina. I want expressly to thank the subcommit-
tee members for their encouragement in the effort and the subcommit-
tee staff, both current and formers members, for the excellence of their
work, their patience and their good humor. It was a pleasure to work
with them. )

In addition, this study would never have been possible without the
devoted and untiring efforts of my favorite agency, the General Ac-
counting Office, nor could this study have been completed without the
tremendous help of welfare directors and workers throughout the
country, particularly those who aided us in the survey of benefits in
100 counties, and the work of those researchers who submitted papers.
I want also to acknowledge with gratitude the work of the following
persons and organizations: Robert Haveman, director of the Institute
for Research on Poverty, University of Wisconsin; Irene Lurie, co-
ordinator of a Conference on Coordinating Income Maintenance Pro-
grams, sponsored jointly by the subcommittee and the Institute for
Research on Poverty ; the House Information Systems staff ; the Con-
gressional Research Service, particularly Robert Bostick who pre-
pared charts for the subcommittee, and the Education and Public
Welfare Division ; Donald Craver of the Government Printing Office,
who expertly handled the printing of subcommittee volumes; staffs of
the Departments of Health, Education, and Welfare; Agriculture;
Housing and Urban Development ; and Labor ; Robert Lampman and
Harold Watts of the University of Wisconsin; Robert Harris, Lee
Bawden, and Gary Hendricks of the Urban Institute; Nelson Mec-
Clung. Treasurv Department; David Kershaw, Mathematica; Theo-
dore Marmor, University of Chicago; John Stark, executive director
of the Joint Economic Committee; and James Knowles, former re-
search director of the Joint Economic Committee. My deep apprecia-
tion goes to all of those named and many more who aided me in com-
pleting this historic work.

Perhaps the first question that should be answered is why this is the
first congressional study of welfare and related programs. That ques-
tion I cannot answer. I only know why I believed that one was neces-
sary and why I undertook it.

)



VI

When I became a member of the Ways and Means Committee in
1962, I was first struck by the incredible inequities of social security,
which returned on the same tax payment a greater sum to a man-sup-
gorted family than to a woman-supported family and more to many

amilies where the woman remained at home than to families where
both husband and wife worked, although the latter families might in
fact have paid more tax than one-worker families.
. Years ago I held hearings on private pensions, and retirees drilled
‘into my head the fact that through quirks in the labor contract or
outright dishonesty in the pension setup, they had been deprived of
their pensions. Of course, the Nation had been deprived of the tax
money that should have been paid on those pensions, and now the
Nation maintained these people on welfare.

I watched for whatever else I could find on the law’s strange
workings.

Some years ago, I received a letter from a wonian in my district
who earned $5,300 gross per year. She outlined her taxes, her take-
home pay and her problems. The next day I received a call from a
woman living in a far better area of my district whose home had been
purchased under section 235 and who was drawing, she said, $750 per
month, untaxed, in AFDC money, including $200 per month for a
housekeeper. My “tired lady”, earning $5,300, was paying taxes .to
help support & woman at a $750 rate per month. I seethed. There are
no jobs of which I am aware that increase your pay because you have
children.

Shortly after that day I began to investigate the possibility of
making a complete survey of all income maintenance programs.

When the staff had been assembled T was invited to make a speech
on welfare to a church group in Detroit. I asked my staff to tell me
what a woman with three children could get in welfare, food stamps,
medicaid, and other supplements in my city, Detroit, and in New
York, Chicago, Atlanta, and Los Angeles; then to find the median
earnings of a woman in those cities. We found, of course, that the
woman on welfare did better in every city than the woman who
worked at the median wage.

I will never forget some of those hostile questions in that church:
“But the woman must pay some money for the food stamps.” Answer:

“We have considered that. She is still getting a substantial amount of
free food.” Question: “But she waits all day for a doctor.” Answer:
“Who doesn’t? But the woman who works may give up a day’s pay,
wait all day, pay $15 to the doctor and $50 for prescriptions.” Ques-
tion: “But she has to take three buses to get to the place to get the
food stamps, welfare, etc.” Answer: “The woman who works may
takekt’l,lree buses twice a day, 5 days a week to get back and forth to
work. '

The theory of comparing what is given in welfare with what is
needed is foolish. “What is needed” is a phony standard set up by a
paternalistic middle class. The real standard is what similar people
earn, and how they are treated. Few have ever asked what those who
work need. Those who have bled for people who have nothing have
not demanded that people who work be treated at least as well as
people on welfare.
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In the coming effort to correct the “welfare” injustices there will
be those who say that however much is offered is too little, and those
who say that however little is offered is too much. I urge both groups
to consider the real world and to ask themselves: “Can we afford this
for all in like circumstances, or am I, today, selecting out one small
group#” ‘

Personally, I am for the law applying equally to all, and this is the
pur%ose of the entire investigation of income maintenance programs.

This work began because of the inequity in the law. It is dedicated
to equality in justice.

MarTHA W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy.



CONTENTS

LETTERS OF TRANSMITTAL - - - - o o o oo mmmmmmm e mmme e em
FOREWORD - - e e e em e e e —mmm—m——————————
SUMMARY - - e e e e e e m e mm i m e mm e m————
Chapter I. Pusric WELFARE PRoGrAMS: THEIR S1zE AND GROWTH______

Chapter II. Tre EvoLuTioN oF CURRENT PROGRAMS: CONFLICTS AMONG
COMPETING GOALS_ - e oo

Goals at the Outset. . oo
The Evolving Goals of Social Insurance. _ _ . cooomoao—-—-
Conflicting Goals in Cash Welfare: Adequacy Versus Incentives

Versus Equity - oo o oo oo e
Conflicting Goals in Noncash Aid. . iiaooo
SUMMALY o - e oo

Chapter ITI. DEFECTs OF THE EXISTING SYSTEM_ _ o memeememeeemee

B QUL Y« e e o e oo e e e
Adequacy . _ .ot
A Statistical Picture of Equity and Adequacy__ . _______
Behavioral Incentives_ _ _ _ . e ecee——aem
Administration: Duplication and Error__ __ _____________ s . o___
ConCIUSIONS _ - - - e e m e ——

InTrRODUCTION TO CHAPTERS IV THROUGH VI _ _ . ..

Chapter IV. Tae SuPPORT OF CHILDREN . _ - ___ o mmmmcacca=

Trends From Two-Parent to One-Parent Families_ _ ________._.__.__
Parental Responsibility for Child Support_______________._.._..--
Family Size and Parental Responsibility . _ . _________________
Need for Reform of Family Policy in Income Supplement Programs.

Chapter V. EMPLOYMENT AND INCOME DEFICIENCIES _ o coomeooon

Types of Employment-Income Deficiencies_ - __ . ____ . ________
Chronic Income Deficiencies and Existing Benefit Programs_______._
GoIvemment and Individual Responsibilities for Attaining Adequate

DCOTNES _ - o o e e e e m e e —m e e
Individual Responsibility and Firancial Incentives for Self-Support_.
SUMMATY e eeem—mmm

Chapter VI. DIrFERENT GEOGRAPHIC CoSTs OF LIVING. oo ______

Alternative Policies for Setting Benefit Schedules.______._.___.__.__
Benefit Schedules and the Equity Criterion________ . __..____
Benefit Schedules and the Impact on Migration._ . ____-_______.....
Benefit Schedules and Administrative Efficiency._- - _____...
Conclusions on Setting Benefit Schedules______________ ... ..

(Ix)

104

106

106
104

110
112
119

120

120
122
125
127
128



Page
Chapter VII. REFORM OPTIONS .  _ - oo oo 129
Reform of Public Assistance_ . ________________.________________ 129
Comprehensive Income Supplements__ . _________________________ 132
Demogrants_ __ . _______ e __ 135
Noncash (In-Kind) Programs._ _____________:_ ___________________ 136
Work-Conditioned Income Supplements_________________._________ 140
Summary of Reform Options__.________.________________________ 152
Chapter VIII. THE SUBCOMMITTEE PLAN: Basic FEATURES. - .o __.__ 155
Tax Credits_ .. __ o 155
Allowance for Basic Living Expenses (ABLE) .____ . _______________ 156
Relationship to Other Programs.._______________________________ 160
Costs of the Subcommittee Plan . _____ e e e e 162
Phasing in the Subcommittee Plan_ . _____________________________ 168
Examples of Benefits Under the Subcommittee Proposal and Under
Current Law .. ___ . _____ . . 168
Chapter IX. THE SUBcOMMITTEE PLAN: IsSUES OF BENEFIT ENTITLEMENT . 177
Coverage.__ ... ___.________________ e 177
Recipient Unit Definition and Benefit Structure.._________________ 177
Benefit Levels.. ... ____.______________ oo _______l°T7 180
Reducing Benefits as Earnings Rise_. . __________________________ 185
Reducing Benefits for Nonemployment Income. ... __.__________ 188
Treatment of Work Expenses_ . ________________._____________ 190
Assets Tests_ _____________________ T 195
‘Chapter X. Tue SUBCOMMITTEE‘PLAN: ADMINISTRATIVE IssUBS_ ________ 195
Administering Ageney _..___-______ . 197
Income Accounting Period .. _________________________ """~ 199
System for Reporting and Verifying Income and Other Family
Circumstances_ . __________________________________ T 203
Work Requirements_ . _______________________________"""T"mmmTTT 207
Research, Overview and Oversight Needs._.____________________ 211
Chapter XI. RECOMMENDATIONS FOR PROGRAM COORDINATION.. — - . 213
Coordination With the Federal Income Tax ... . ______ . ____._ 213
State and Local Income Taxes_ _._________________________—""""~" 214
Coordination With the Social Security Tax_______________________ 215
AFDC and State Supplementation..._______________________""°°" 216
Social Services, Emergency Aid, and WIN ______ e 218
Food Stamps._.____________________ L llTTTmm 219
Supplemental Security Income________________________ """ 210
Unemployment Insurance__ _____________________________""""""" 222
Housing Programs..__________________________________"TTTTmmC 226
Child Care Subsidies . ___________________________"""""mTTTmTC 229
Coordination With Health Programs.____________________~ """~~~ 221
Integration With Other Programs and Benefits.________._________. 233
Programs for the Aged, Blind, and Disabled: Future Directions. ... . 235
Appendix A. DESCRIPTION OF PROGRAMS _ _ _ . ____._______ . _______ 238
Appendix B. A MobEeL oF ProagraM DESIGN TRADE-OFFS_ _ ___________. | 247
ADDITIONAL VIEWS OF REPRESENTATIVE BOLLING.. o ____ 252
ADDITIONAL VIEWS OF REPRESENTATIVE CAREY . _ ____________________ 253
ADDITIONAL VIEWS OF REPRESENTATIVE WIDNALL . __ . _______________ 256
ADDITIONAL VIEWS OF REPRESENTATIVE CONABLE - - oo oo _. 257
ADDITIONAL VIEWS OF SENATOR BENTSEN - ._ o oo ____ 258
ADDITIONAL VIEWS OF SENATOR JAVITS o oo 259

f



SUMMARY
What is at Stake

This Nation is undergoing an unparalleled period of rapid inflation
coupled with high levels of unemployment, falling real wages, and
stagnating gross national product. Low- and moderate-income persons
are threatened by two dangers: Recession and declining purchasing
power. Yet our costly income security programs are inadequate to the
task of protecting them. Economic conditions place the necessity for
program overhaul in stark relief. ) ) .

In fiscal year 1975, Federal expenditures on income security pro-
grams are projected to total $142 billion. This total is almost triple
the $50.7 billion spent on income security in fiscal 1968, 7 years be-
fore. Even in the 2-year period from fiscal 1973 to 1975, outlays are
increasing by $34 billion. Outlays for income security far exceed those
for defense. )

In contrast to the defense budget, however, there is no ongoing
mechanism within the Executive or Legislative branch for assuring
that income maintenance programs function properly as a system. It
would be unthinkable to have defense program jurisdictions—for
air, sea, and land readiness—scattered among numerous committees
and Executive agencies. Yet 11 committees of the House of Repre-
sentatives, 10 of the Senate, and 9 Executive departments or agencies
have jurisdiction over the broad set of income security programs.

Such an uncoordinated governance has produced uncoordinated
programs, with gaps, overlaps, cross-purposes, inequities, administra-
tive inefficiencies, work and family support disincentives, and waste of
taxpayers’ money. And, in spite of massive and increasing expendi-
tures, poverty as oﬂicia.ily measured is not falling sharply. Twenty-
three million people, about 1 in every 9, were poor in 1973 ; many are
growing poorer as inflation erodes their already limited purchasing
power.

Federal income security programs fall into three general types—
aid to the needy, social insurance, and deferred compensation. This
report focuses largely on the first of these, which cost the Federal
Government $27 billion in 1973. Such programs include aid to families
with dependent children, supplemental security income, veterans’ pen-
sions, food stamps and other subsidized food programs, and subsidized
housing, health, child care, and other service programs. The report

NotE.—Senator Proxmire states: “This report is the result of the most
thorough and thoughtful analysis of our welfare program which has ever been
undertaken. While,I agree with most of the criticisms of existing programs and
recommendations for the future, their ultimate costs are of such magnitude that
I am not prepared to make a final commitment to them at-this time.” :

Note.—Senator Ribicoff states : “I neither disapprove nor approve of this repo
because I have not had the opportunity to study it in depth.”

(1)
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deals less comprehensively with the second type of program, which
includes social security, unemployment compensation, and black lung
benefits, and which disbursed $65 billion in 1973. The report largely
ignores the third type of program, deferred compensation.® In all, 62
separate programs are involved in aid to the needy and social insur-
ance. This subset of programs amounted to a staggering 36 percent of
the fiscal 1973 Federal budget, totaling $91.4 billion and surpassing
defense expenditures by $15 billion.

How We Got Here: The Original Strategy

At least a forty year period of history must be reviewed to make
sense of these public welfare programs and expenditures; to rise
above the tangle and impute a strategy; to detect the faint outlines
of a system.

The Federal Government entered the field of income maintenance
by adopting the Social Seccurity Act of 1935. This act, patterned
. after European social welfare systems, was based on a threc-fold
strategy of income support: jobs for the able-bodied, social insurance
for those deprived of their breadwinner, and public charity for those
without either breadwinner or insurance—a group expected to dis-
appear in time. The evolution of public welfare programs since that
time has been based on three principal assumptions:

® First, the assumption that all employable people can obtain
adequate incomes from work. It was assumed that general
public education would prepare workers for jobs, for which
adequate pay would be assured by the minimum wage (en-
acted at the Federal level in 1938). In the Employment Act of
1946, Congress proclaimed a goal of “full employment.” Eco-
nomic growth and monetary and fiscal policies—properly ap-
plied—were to assure an ample supply of jobs for the able-
bodied. '

® Second, the assumption that workers and their families should
be publicly (socially) insured against identifiable risks to the
steady flow of earned income—risks such as involuntary un-
employment, old age, death, and disability of the breadwinner.

® Third, the assumption that until social insurance coverage
became effective for all workers, those who lacked such cover-
age should receive cash based on need. This residual program
of public assistance, it was agreed, would provide income to
those who could not or should not work—the aged, the blind,
the disabled, and women raising children alone. It would be
run and largely financed at the local level, continuing the
traditional method of dealing with welfare problems.

On the basis of these assumptions, the Nation adopted social se-
curity for retired workers, and, later, for survivors, dependents, and
disabled workers. Federal law, in effect, mandated unemployment
insurance systems in all the States and offered partial reimbursement

!These programs include cash compensation and health care for veterans
with service-connected disabilities; educational assistance for veterans and
survivors; veterans’ home loans; workmen’s compensation; and Federal civil
gervice, military and other Federal employee retirement and compensation.
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to States for State-option public assistance programs for women and
children, the aged,.and the blind, and later, the disabled and families
headed by unemployed men. ]

In our judgment this was a futile attempt to base aid programs on
mutually exclusive categories—such as those who can work and those
who cannot or should not work. It has proved difficult in the real
world to fit individuals neatly into one of these boxes. With few
exceptions, people are only more or less employable, not employable
or unemployable. As a device for deciding who needs and should receive
cash supplementation, the “categorical” approach has been inaccurate,
unreliable, and in the end, unfair. Our income supplement programs
have omitted many needy people, provided too much to some, and
given not enough to others. ]

The largest gap in coverage has been low- and modest-income
workers, especially men and their families. In 1973, 18 million Ameri-
cans lived in families with cash income below the poverty line.
Over one-fifth of these persons were poor despite year-round,
full-time work by their breadwinners. Others are poor because they
are unable to find full-time, year-round jobs, and do not qualify for
unemployment insurance. It is unfair to deny help to such families
who are trapped in poverty despite their best self-help efforts.

Overlooked by social insurance as well as public assistance are
able-bodied persons of working age who lack children or job skills.
A poor man whose health is breaking down at 59 years of age is not
disabled, blind, or officially old (age 65); yet he is needy. Similarly,
a low-income .58-year-old widow who has never worked fits no pre-
conceived category except needy. But no Federal income security
program except the food stamp program is universally available to
persons whose only qualification is financial need.

Such gaps in program coverage are more than minor deficiencies.
They have far-reaching consequences. When aid is restricted to cer-
tain groups, it can be financially attractive to become a member of
such a group. The subcommittee has found evidence that the exist-
ence of AFDC (aid to families with dependent children) for women
and dependent children appears to have created more female-headed
families with children.? The subcommittee found that in July 1972 a
man with a wife and two children who worked at $2.00 an hour could
increase the income of his family by an average of $2,158 annnally by
deserting them. This family-splitting bonus represents the cash
and food stamp income that would be gained, based on a survey of
benefits in 100 nationally representative counties.® Those families and
individuals who do not change categories can be financially disad-
vantaged relative to those who do. AFDC, for example, pays more

20.8. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
“The Impact of Welfare Payment Levels on Family Stability,” by Marjorie
Honig, The Family, Poverty,; and Welfare Programs: Factors Influencing Fam-
ily Instability, Paper No. 12 (Part I) (Washington, D.C.: Government Printing
Office, 1973).

3This gain in cash income and food benefits is a national average for a
hypothetical family of four. U.S. Congress, Joint Economic Committee, Subcom-
mittee on Fiscal Policy, Welfare in the 70°s: A National Study of Benefits Avail-
able in 100 Local Areas, by James R. Storey, Paper No. 15 (Washington, D.C.:
Government Printing Office, 1974).
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to a woman and children in many States than many fathers earn.
‘When noncash benefits that accompany AFDC status are added in,
the rewards of welfare can quickly exceed the rewards of work. A
working man in Detroit must earn $7,350 gross to have the equivalent
of the cash, food, and average medical benefits available to a woman
and three children on welfare in that city. Some modest-income
workers are paying taxes to support welfare benefits higher than
their own earnings. This is an upside-down reward structure that is
irrational and damaging to social values.

Backdoor “Reform”

These gaps and problems in the strategy for dispensing aid have
been implicitly recognized for some time. But direct challenges to the
categorical approach have been unsuccessful. Instead, attempts to
broaden coverage to everyone in need (including able-bodied men
and their families, single individuals, and childless couples) have re-
sorted to indirect, backdoor strategies.

These backdoor “reforms” have taken one of three approaches.
First, AFDC has been expanded to permit States to help families
of “unemployed” fathers with Federal funds, and several States and
localities have spent their own funds for general assistance (GA) or
home relief programs to aid persons omitted from the Federal public
assistance categories. Although GA and AFDC-unemployed father
programs have expanded coverage, both have serious work disincen-
tive features. '

The second of these backdoor reforms has been to stretch social
insurance programs almost beyond recognition so as to help persons
presumed to be needy. At present, these programs—especially social
security—face long-run financing problems and can no longer afford
to perform welfare functions in addition to wage-replacement func-
tions.

In the third approach, numerous noncash benefit programs—such
as subsidized food, housing, health, higher education, and child care—
have been established to help finance the consumption of many
of the same persons so carefully excluded from need-based cash aid.
However, these benefits have helped cash welfare recipients as well,
and combinations of benefits have rivaled the wages many persons
earn and created severe work disincentives. ‘

Backdoor reforms such as these have reduced poverty and extended
benefits to more of the needy. Indeed, an estimated 35 million separate
individuals—including many who work—receive cash, goods, or serv-
ices based on their need. That is, 35 million persons are welfare re-
cipients in the broadest sense. But the circumventions of the ban on
direct Federal cash aid for certain groups, by subjecting more and
more people to the anti-work, anti-family, and anti-thrift incentives
of our present non-system, have heightened the need for a compre-
hensive and sweeping overhaul of income maintenance programs.

The following sections briefly describe major problems created by
piecemeal and uncoordinated growth of public welfare programs. We

ave overlooked the need for new features to mesh with the old and
have concentrated on incremental revisions instead of exploring the
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range of options available to achieve the desired goals. The resulting
problems are unfair and haphazard benefit distribution ; benefit pack-
ages that penalize and discourage work; administrative error and in-
efficiency ; and distorted social insurance programs.

Problems in the Public Welfare System

IxeQurTIES

Many public welfare programs have resulted in a bizarre reward
system : nonworkers and those who have failed to fulfill their family
responsibilities are often made better off than workers and married
couples with children. It is not just that the former groups are given
larger benefits than the latter groups. Indeed, the inequities are so
great that income positions of some Americans are reversed by bene-
fit payments. Qualities and activities which society values and the
market place rewards sometimes are penalized by our public welfare
programs, for the decisions we make about whom to aid also determine
what behavior to reward.

Need-based benefits vis-a-vis benefits of social insurance also some-
times reverse income positions. Cash benefits available to certain
families with unemployed fathers (AFDC-UF) exceed the maximum
unemployment insurance (UI) benefits in some States. And, since
not every Ul claimant is eligible for maximum benefits, the number
of cases for which welfare is better than UT is significant. But since
male UT .beneficiaries are precluded by law from receiving AFDC-
UF concurrently, some are disadvantaged by UI coverage.

Similarly, several million social security beneficiaries receive a
bonus of only $20 a month for their past social security taxes, because
aged welfare recipients without social security coverage receive only
$20 less per month than dual recipients. Moreover, persons with vastly
different past earnings records and social security taxes can have
identical total incomes as a result of benefits from the supplemental
security income (SSI) and State supplemental programs. In Cali-
fornia, for example, the State program guarantees couples retired o=
social security a total income of $460 monthly. This amount 1s
$150 higher than the national awverage social security award for a
retired worker and his spouse, and $3 more than the mazimum so-
cial security award for such a couple. In California, couples qualifying
for SSI whose social security benefits range from the minimum of
$140.70 up to the maximum will be leveled at $460 total income.

Basic inequities of AFDC and SSI are compounded by their link
with medicaid. Such noncash fringe benefits that come with cash
welfare widen the gap created by cash benefits. Only a dollar a
month in cash income may separate one aged person who is eligible
for welfare and, hence, for full medicaid coverage, from another
who receives only the generally less valuable medicare.

Another major inequity is the distribution of certain noncash
‘benefits. It is inconceivable that a program could be passed that en-
titled persons with income below $4,000 to a cash supplement. yet
aided only the first one million applicants because of limited funds.
However, this is how housing and child care subsidy programs oper-
ate. Moreover, standards for such benefits often are set at higher
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quality levels than the middle class can afford to buy for itself. For
example, programs meeting Federal day care standards required
expenditures of $2,320 per child per year for “desirable” care in
1968. The average medicaid cost per AFDC family in fiscal year
1973 exceeded $1,000 in three States. These benefits create a three-
tier system. Superior services are provided by government free to a
few among the poor, and they are purchased privately by the rich.
Modest services are bought by middle-income taxpayers. The poor
who are left out get nothing.

Finally, there are inequities which arise in the distribution of
Federal matching aid because of the role States and localities have -
in deciding whether to offer programs, to whom to offer benefits,
and how much to give. Poor States usually have to decline to offer
some programs, or to set benefits at low levels. As a result, Federal
funds are distributed very unevenly, and only a few miles may sepa-
rate persons eligible for relatively liberal benefits from those eligible
for little. - i
Work DiSINCENTIVES

Perhaps the major reason for offering cash aid only to certain
groups and excluding so-called “employables” has been the fear of
work reduction. No one wanted to risk creating an army of porch
sitters. Indeed, one reason for the death of the Family Assistance Plan
in the 92d Congress was the concern that beneficiaries would stop
working or cut down hours of work. That debate and subsequent dis-
cussion have obscured three important facts.

~ ® First, many persons in groups once regarded as “unemploy-

able” or as people who should not work (e.g., mothers), and
who therefore were deemed deserving of special help, are in
today’s labor force. Among fatherless families, almost 60 per-
cent of mothers with only preschool children and nearly 70
percent of mothers with only school-age children work, at least
part of the year. Now that work expectations and actual work
- behavior have changed for groups such as wives and women
heading families, programs that benefit them should be reexam-
ined to determine whether they are compatible with the new
situation; that is, whether they encourage rather than discour-
age work, and whether it is fair to exclude other needy groups,
such as two-parent families, merely because they are assumed
to have a breadwinner. '
® Second, benefits for the able-bodied are growing. Millions of
workers and potential workers already are recipients of wel-
fare. They receive food stamps, public housing (when avail-
able), and, in some areas, medicaid, AFDC-unemployed
father benefits, and State and local general assistance checks.
Established one by one, in isolation, these programs were en-
acted with no scrutiny of how large their combined benefits
could be, nor how small a net reward they left for working.
Their combined result often is to penalize work effort.
® Third, the number of benefits related to income is increasing.
Maximum benefits are given to the very poor and reduced as
income rises. This is an efficient device for concentrating bene-
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fits on the needy. But it is not uncommon for low-income fam-
ilies to participate in three, four, five or more such programs,
each of which reduces benefits as earnings climb.* Such families
can receive combined benefits of substantial value and may
suffer sharp benefit losses if private income increases. The com-
bination of food stamps and AFDC alone typically reduces the
value of an extra earned dollar to 23 cents. Those two benefits
for a female-headed family of four can total more than $5,000
annually.

Individual programs often contain severe work disincentives. In
a subcommittee survey of 100 nationally representative counties, 59
counties were found to offer State and locally funded general assist-
ance or home relief benefits to able-bodied men and their families. In
52 of those counties, very limited or no financial work incentives are
offered. That is, earnings tend to offset benefits dollar for dollar.
So, work is unprofitable unless wages are substantially above welfare
levels plus tazes and work expenses. Only bureaucratic sanctions, if
- effective, serve to encourage work. Although these States and locali-
ties have demonstrated their willingness to aid those omitted from
Tederal cash benefits, they cannot afford to give the aid in a way
that.rewards work.

Another program that penalizes full-time work is the AFDC-
unemployed father program, offered by 24 of the wealthier States and
the District of Columbia. While Congress debated whether to extend
benefits to male-headed families under the Family Assistance Plan, it
was an accomplished fact in half the States. But these benefits are pay-
able only if the man works less than 100 hours a month. Thus, totally
or partially unemployed men and their families may have higher in-
comes than fully employed men and their families. For example, a man
working half time at $1.60 per hour has a monthly net income after
taxes and work expenses of $374 for his wife and two children from
wages, welfare, and food stamps in Oakland, Calif. (J uly 1972). If he
works full time at that wage, his net wages plus food stamps fall to
$280 monthly. Not only does this discourage full-time work, but it is
highly inequitable to full-time workers.

A similar anomaly exists in the regular AFDC program. A woman
earning $4,200 may be ineligible for AFDC supplementation, while
her co-worker or neighbor—who was receiving AFDC and ¢hen took
an identical job—receives free day care, medicaid, and AFDC sup-
plementation to her wages. Although these policies defy rationality,
they are direct results of attempting to help only some of the poor,
especially those who are unemployed or “unemployable.”

'

Over-GENEROUS BENEFITS

For some family types, little aid is available and their poverty is
unalleviated. For the aged, blind, and disabled, SSI and/or State
supplementary levels range from $219 monthly per couple living
independently in 28 States to $440 in California (for couples with-

¢ U.S. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
How Public Welfare Benefits Are Distributed in Low-Income Areas, Paper No. 6
(Washington, D.C.: Government Printing Office, 1973).
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out social security income). For women and children, AFDC plus
food stamps ranges from $197 monthly for a family of four in
Mississippi up to $448—$5,376 annually—in tax-free benefits in New
York ® and $463 in Alaska. The median AFDC payment, plus food
stamps, for a family of four is $4,116.° If earned, it would require at
least $7,425 annually before taxes and work expenses to be equivalent
to $5,376, and $5,400 to be equivalent to $4,116.7 In 13 States combined
AFDC and food stamps for a family of four total from $3,900 to
$4,500; in 14 States they total from $4,500 to $5,000; and in 3 States
they are over $5,000. Benefits can grow to much higher levels if medic-
ald, free school lunches, and subsidized housing are added in. While
not lavish, these combined tax-free benefits in several of the largest
States raise a question: Can work incentives survive them ?

Combined benefits grow to high levels in part because noncash
benefits often are not recognized as an addition to a family’s income.
Each benefit is presented as a compelling need, with a separate ra-
tionale such as good nutrition or standard housing, and advocates
often fail to add them together to get a complete picture. Nor does
the Census Bureau count any of the $7 billion in noncash food and -
housing benefits in determining who is poor and by how much. In
many cases, cost to the government of providing these goods or
services is a poor guide to setting their income value to beneficiaries.
This is because the services often could be provided more cheaply
in the private market or because, given a choice, beneficiaries would
not have spent the same amount for the goods or services. But gen-
erally the worth to recipients is significantly above the zero value
now implicitly assigned to benefits by the Census Bureau.

Because earmarking special needs has proven to be a politically
viable way to help the poor and near-poor, including those barred
from cash aid programs, there will be considerable pressure for
further expansion of noncash help. Proposals for housing allowances,
clothing vouchers, transportation coupons, and fuel stamps are all
conceivable.®* However, expansion of old programs or development of
new ones would worsen matters unless they are carefully structured
to mesh with existing programs. Combined benefit levefs and work
disincentives could grow; nothing would assure that the almost hap-
hazard approach to who gets what would improve so as to make dis-
tribution fairer; administrative costs and complexities would increase;
and the costs of fulfilling each recognized need could become pro-
hibitive. One longtime student of government income security efforts
imagines a situation in which a nonworking family of four could re-
ceive the following: “medicaid with an insurance value of $1,000, a
housing allowance worth $1,000, a food stamp bonus worth $1,300, a
college scholarship for one youngster worth $1,400, and a cash income

® Actual payments could be higher or lower, depending upon rental costs.
Assumed here for New York isa monthly allowance of $153 for rent.

°For 50 States and the District of Columbia.

" These calculations assume work expenses equal to 15 percent of gross income,
plus the 5.85 percent social security tax and the applicable Federal income tax.

® Experimentation with housing allowances and transportation vouchers al-
ready is underway.
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of $2,400 (to select the figure offered by Nixon’s Family Assistance
Plan)- This means a combined guarantee of $7,100.°

A reasonable and acceptable statement of goals is urgently needed
for noncash programs in the context of existing cash benefits so that
the public responsibility is clearly articulated. nd a mechanism for -
assessing and controlling combined benefit levels is essential.

ApMINISTRATIVE CHAOS

Administration of need-based cash and noncash programs is in-
efficient and error-ridden. A recent HEW survey of ther AFDC
program disclosed that nearly half of all cases were receiving too
much or too little; some were totally ineligible. Such errors are
likely to carry over into the food stamp and medicaid programs as
well. Not only is the level of program integrity low, but administra-
tive costs are unnecessarily high, especially 1f we count the costs
passed on to recipients in the form of long waiting lines and delays
In processing applications.

Benefits are inaccurate for several reasons. First, benefits such as
ATFDC are based on a detailed examination of family circumstances
and needs in most States. Payments vary not only by family size and
income, but by the amount of rent and utilities paid, by need for a
telephone or special diet, by amount and type of work expenses, and
by many other factors that must be verified. In a program of such
complexity, simple arithmetic errors and errors in judgment are in-
evitable. Tn the food stamp program, the price that a family must
pay for its stamp allotment is related to income, but there is a long
list of expenditures that can be deducted from income, and some
income is ignored altogether. Although this individualized approach
is suitable for families who need emergency or special help, it is
nnrealistic and inappropriate in programs so large as AFDC and
food stamps. '

Another source of administrative error and fraud is the lack of
access of States and counties to Federal records to verify income.
There perhaps is good reason for withholding such information from
non-Federal officials, but if the programs were federally admin-
istered, Federal records could provide certain automatic checks on
Income reporting. :

Federal administration would also provide economies of scale. One
computer system could be developed instead of many. Many States
do not even use twentieth-century technology in running multi-
billion dollar programs. Computers can calculate benefits much more
rapidly and accurately than clerks, and they can be programmed to
perform automatic audits and cross-checks.

_Another problem in program administration is that several agen-
cies at the local level may deal with the same family and not share
any information or administrative ‘burdens. This has implications
for recipients, too, when they must shuttle back and forth from

’Bobert J. Lampman, “What Does It Do for the Poor? A New Test for
National Policy,” The Public Interest (winter 1974), p. 66.
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agency to agency and find their way through a maze of disparate
rules and procedures. ' .

It is possible to streamline program operations, to reduce fraud
- and error, and to reduce ‘administrative costs as well. But to accom-
plish these worthwhile goals, programs must be simplified and con-
solidated where possible, with administrative burdens assumed by the
Federal Government where fruitful.

DisTorTION OF SOCIAL INSURANCE

Social security and unemployment insurance were designed pri-
marily to protect steady workers from severe income loss by replac-
ing a portion of former earnings when they retire, become disabled,
die, or lose their jobs. Because workers and their employers pay
taxes to these programs, benefits are considered to be “earned.” That
is, they are due the worker by right, not bestowed as an act of
charity. ‘ ’

However, the connection between earnings and taxes on the one
hand, and benefits on the other, is somewhat tenuous, and the “earned
Lienefit” notion is a mixture of fact and fiction. Using social security
as a prime example, one can see that the program has become more
social and less insurance in several respects, chiefly because of. liberal-
izations made to fill gaps in public assistance programs. But these
measures have been costly and insufficient and they threaten the
long-run viability of social security as a sound insurance plan.

Social security’s gap-filling features come in several forms. There
is, first, the artificially high minimum social security benefit on the
basis of presumed need. But the majority of newly retired male bene-
ficiaries receiving the minimum have other pensions and are not
among the neediest of the aged.’® A 65-year-old man who retired in
July 1974 and who qualified for the minimum benefit receives $140.70
monthly for himself and his wife. Assuming they both live ten years
and the benefit is increased annually by 5 percent to offset cost-of-
living increases, they will collect a total of over $21,000. For this. the
man could have contributed as little as $11.50 in total (matched by
his employer). Yet this man may be a retired Federal civil servant
with an annual pension of $8,000, also adjusted upward for cost-of-
living increases.

Another welfare aspect of social security is the benefit computation
formula, which provides a replacement rate for low earnings that is
six times that for the highest earnings covered. A third example of
the Insurance-concept weakening has been the broadening of de-
pendents eligible for benefits, who now include adopted children,
grandchildren, stepchildren, and a worker’s parents under . certain
conditions, in addition to spouses and children. Although social se-
curity taxes do not vary by the number of a worker’s dependents,
social security benefits do. :

Some of these “gap-filling” features of social security may be
viewed as simply the “social” elements that make social security

10 U.S. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
Public Income Transfer Programs: The Incidence of Multiple Benefits and the
Issues Raised by Their Receipt, by James R. Storey, Paper No. 1 (Washington,
D.C.: Government Printing Office, 1972), p. 20.
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different from private insurance. But the problem is that such fea-
‘tures, by blanketing all people, whether needy or not, are inefficient
in reaching both welfare and social insurance goals. If the welfare.
‘burden were lifted off social security, the percentage of lost wages
replaced could be increased at given payroll tax rates. This would
make social security a better insurance plan. Moreover, despite costly
.efforts to make them “adequate,” social security benefits for many offer
less money than welfare and must be supplemented by SSI.

To date, social security benefits have far exceeded the payroll
‘taxes paid by most beneficiaries and their employers. This has been
possible because the cost of benefits for each generation of bene-
ficiaries is borne by the current generation of workers, not from the
taxes of ex-workers and their employers. As the work force and
.economy have expanded rapidly, taxes have risen fast enough to
permit retired persons to share fully in the Nation’s economic growth
and productivity gains. Rapid growth in productivity and popula-

‘tion has made it easy to use social security to help many people who
" are presumed to be needy without apparently cutting back on bene-
fits to retired and disabled workers. Even so, the social security tax rate
and wage base have risen precipitously to finance the generous benefits,
-from a combined employer-employee rate of 4.5 percent on the first
$4,200 of wages in 1957 to 9.9 percent (exclusive of medicare) on the
first $13,200 1n 1974.

But the work force is no longer expanding rapidly in relation to
‘the population of ex-workers and their dependents and survivors.
"The changing age make-up of the population will require rethinking
.of the structure and purpose of the prugram. Unless the system is
reoriented to a stricter wage-replacement role in the very near future,
and its ‘welfare functions absorbed by other programs, the next
generation of workers will be required to pay ever increasing taxes.

The Subcommittee’s Recommendations

We have concluded that public welfare programs must be con-
:solidated and simplified. Programs will continue to grow, and this
growth must be controlled rather than haphazard. Small-scale
.changes here and there could right some of the more egregious
wrongs. But the fundamental problems cannot be solved either by
incremental change or a laissez-faire approach. Fair and equitable
‘treatment of all groups must be provided; work, savings, and family
responsibility must be rewarded; poverty must be alleviated; and
“funds must be distributed efficiently.

The objectives of reform are conflicting. Poverty cannot be re-
-duced nor can low-income workers be better rewarded by spending
less money or aiding fewer people. Financial incentives to work
.cannot be retained unless maximum benefits for the penniless are
reduced gradually—rather than by one dollar for each earned dollar.
“This in turn raises the income levels at which earnings supplementa-
tion can be received as well as the number of persons potentially
-eligible. These trade-offs are inevitable and must be confronted with
<candor and understanding. Much public education is necessary.

The subcommittee has reviewed carefully a wide range of basic re-
form approaches (see chapter VII). Many have merit and accomplish
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several reform objectives. But we have concluded that a system of
moderate cash payments based primarily on need and available to all
population groups provides the promise of achieving the best compro-
mise among the competing objectives of reform (see chapter VIII).
The recommended program breaks sharply with the traditional wel-
fare reward structure: It avoids the penalties on work, marriage, and
family responsibility that the old programs perpetuate.

The Federal Government would fund and operate this program.
The proposal would end the practice of letting States decide how
many Federal dollars will flow to the poor in each State. The distri-
bution of income is a national problem and the subcommittee’s pro-
posal approaches it in this way. By establishing Federal administra-
tive responsibility, reliance on variable State welfare operations
would be terminated. The use of Federal income records would assure
a higher level of program integrity at lower cost. )

The recommended program, to begin in 1977, would consist of two
parts: modest cash grants related to income for the poorest, and tax
relief for low- and moderate-income workers. In the tax system, the
deductions from income for personal exemptions are replaced with
rebatable tax credits, which are deducted from tax liability with excess
credits paid to the tax filer(s). Several current welfare programs
(principally AFDC and food stamps) are scrapped in favor of this
comprehensive system of allowances and credits administered in con-
junction with the income tax. .

The result of this reform is that people with little or no private
income will receive full allowances and tax credits and pay no income
tax. Those with very small incomes will still receive full credits but
reduced allowances. Persons in the modest- and middle-income range
will not be eligible for allowances, but they will pay less income tax
than they do now. Some taxpayers in high-income brackets will owe
more taxes than now because the tax credits are less valuable to them
than personal exemptions. : '

By having a universal per capita tax credit upon which to build, the
allowances based on need can be designed so that grants to low-income
families are lower than they otherwise would be. This permits a reduc-
tion in the number of people with whom the administering agency
otherwise would have to deal on a monthly basis, since families with
modest incomes, receiving credits but not allowances, can be reim-
bursed through the regular tax withholding and annual tax return.
Moreover, since the tax credit reduces the tax burden on the middle
class, the subcommittee plan can rationalize existing welfare programs
while aiding inflation-squeezed workers simultaneously. Millions of
modest- an§ middle-income families are pushed into higher tax
brackets simply because their wages are increased to offset inflation.
As a result, their real incomes are falling.

The total value of grants and tax cre(fi'CS would be $3,600 for a penni-
less two-adult family of four, $3,000 for a one-adult family of four.
The benefit amounts are maximums and they would go to the com-
paratively few families without earnings or other private income, since
benefits are reduced gradually as income rises. ’Y‘he benefit schedule
has been carefully constructed to minimize incentives for family
splitting or nonmarriage in low-income families. Per-child benefits
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in the allowance system also are tailored downward as family
size increases so as not to encourage large families. Making two-
parent families eligible for income supplementation will not auto-
matically make them more stable. But supplements to low earnings
will reduce the most severe economic pressures that plague families,
and desertion no longer will be the only means some fathers have to
increase their families’ cash income.

Benefit amounts are not designed to provide “adequate” levels of
living for several reasons. First, comparatively few families have no
income or income-producing opportunities. Even in today’s slack job
market many low-wage jobs are available which, in combination with
benefits, would yield more nearly adequate total incomes. The pro-
gram is designed to build on private efforts, rather than substitute
for them, Thus, the program fits the vast majority of cases rather than
being stretched to cover the worst possible cases of destitution. For
most persons, the program will provide only a minority share of total
income, since most beneficiaries will be low- and modest-income work-
ing families. For example, a one-earner, two-parent family of four
wi%h 7earnings of $4,000 would receive supplementation totaling
$1,717. '

Second, the basic Federal allowances and tax credits will help
those with limited capacity for self-support. Persons with greater
needs will be helped by SSI or other existing programs for disabled
persons, or can be aided by States and localities on a case-by-case basis.

Third, costs and caseloads rise rapidly as levels of allowances and/or
credits are increased (see chapter IX). Costs constrain support levels
on the one hand, while the goal of eliminating food stamps and Federal
financial participation in AFDC necessitates benefits of certain levels
on the other. _ :

Allowances would be reduced by 50 cents for each sarned dollar
net of social security taxes. For certain types of earners the
benefit-loss rate would be even lower and the net gain from work
higher. There are two sets of circumstances that require special con-
sideration : two-earner families and one-parent families headed by a
worker. Many low- and modest-income families have two earners.
The second earner’s wages are a vital contribution to the family’s
income. Work expenses for such families are higher than one-earner
families, and if the second earner is a spouse, the family must forego
the value of his or her home labor as well. These considerations apply
even more strongly to the working mother who is raising children
alone. Hence, special earnings deductions would be given to two-
earner households and to one-parent households in which that parent
works, in lien of complex itemized deductions for work expenses
and the current child care deduction allowed under the income tax.
The moderate initial benefit-loss rate, coupled with the deduction
of social security taxes and the special earnings deductions, would
have three positive effects: It would provide significant supple-
mentation of low earnings; maintain a reasonable income differen-
tiation between workers and nonworkers and between those who work
more or less; and keep work disincentives to a moderate level. The two
tables below illustrate benefits and taxes for one-parent and two-.
parent families. .
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Benefits and tazes for a mother and 3 children at varying earnings levels

" under the subcommittee plan

Federal Net Federal Social
Annual fncome tax Taz income taz security ABLE Net cash
earnings. liability ¢ eredits liability 2 grant incomed
L 1 0 $900 +$900 0 $2, 100 $3, 000
$500___ ... 0 900 -+-900 $29 1,914 3, 285
$1,000_.__._ 0 900 +900 58 1, 729 3, 571
$1,500___.__ 0 900 +900 88 1, 644 3, 956
$2,000______ 0 900 -+900 117 1, 358 4, 141
$2,500. ... 0 900 +900 146 1,173 4, 427
$3,000______ 0 900 -+900 176 988 4,712
$4,000__.... 0 900 -+900 234 617 5, 283
$5,000__.__. 0 900 -+900 292 246 5, 854
$6,000_____. 33124 900 +776 351 0 -6, 425
$7,000.____. 3 495 900 +405 410 0 . 6,995
$8,000-._... 907 900 . 7 468 0 7, 525
$9,000_ ... 1, 073 900 173 526 0 8, 301
$10,000_____ 1, 260 900 360 585 0 9, 055
$15,000_._.. 2, 315 900 1, 415 772 0 12, 813
$20,000__._. 3, 695 900 2,795 772 0 16, 433
'$25,000_-____ 5, 325 900 4,425 772 . 0 19, 803

1 Based on the standard deduction but with no low-income allowance. Personal exemptions are replaced
by $225 per person tax credits.

2 Numbers with plus signs indicate net payments to, rather than from, taxpayers because of tax credits.

3 Tax is a reduced amount from regular schedule because of provision for smooth transition from ABLE
recipient to nonrecipient status.

4+ Assuming no State supplementation.

Benefits and taxes for a father, mother, and 2 children at varying earnings
“levels under the subcommittee plan,

Federal Net Federal Socinl

Annual income lax Tar income tar secrrity ABLE Net cash
earnings tiability t credils lightlity 2 tor grant income
Voo 0 $900 +3$900 0 $2, 700 $3, 600
$500_______ 0 900 +900 $29 2, 464 3, 835
$1,000______ 0 900 -+900 58 2,229 4,071
$1,500______ 0 900 +900 88 1, 994 4, 306
$2,000_____ 0 900 +900 117 1,758 4 541
$2,500______ 0 900 . +900 146 1, 523 4,777
$3,000______ 0 900 ~+900 176 1, 288 5,012
$4,000.____. 0 900 -+900 234 817 5, 483
$5,000__.___ 0 900 +900 292 346 5, 954
$6,000______ 3 $124 900 +776 351 0 6, 425
$7,000__.___ 3595 900 +305 410 0 6, 895
$8,000_._.___ 31, 066 900 166 468 0 7, 366
$9,000..__.__ 1, 314 900 414 526 0 8, 060
$10,000__.__ 1, 490 900 590 585 0 8, 825
$15,000.____ 2, 510 900 1,610 772 0 12, 618
$20,000_____ 3, 820 900 2,920 772 0 16, 308
$25,000__-._ 5, 340 900 4, 400 772 0 19, 788

! Based on the standard deduction but with no low-income allowance. Personal exemptions are replaced

by $223 per person tax credits.

2 Numbers with plus signs indicate net payments to, rather than from, taxpayers because of tax credits.
3 Tax is a reduced amount from regular schedule because of provision for smcoth transition from ABLE

. eecipient to nonrecipient status.

¢ Assuming no State supplementation.



15

In order to achieve a smoothly functioning income maintenance
system and to reduce the problems now created by program overlaps,
considerable change in existing programs is necessary. These changes
are outlined below. Their overall impact is to reduce inequities in
treatment of persons in similar circumstances and to assure that com-
bined benefit levels and benefit-loss rates are reasonable. Benefit
levels could not cascade to unreasonably high levels, nor could the
reward for work plummet.

Coupled with the program coordination recommendations outlined
below, the program would have a net Federal budget cost of $15.4
billion.!* Nearly half this sum would be in the form of tax relief
for low- and moderate-income workers; the rest would be cash grants.
An estimated 11.2 million families or other filing units would be eli-
gible for grants and tax credits for some portion of the year. Many
would receive only small supplemental benefits. For example, the
average grant for an eligible four-person family would be $1,303 a
year plus $900 in tax credits. Another 4.8 million units would receive
no grants but would be eligible for tax relief. The average tax savings
for four-person units in this group would be $368 a year. To put this
in perspective it is essential to remember that an estimated cumula-
tive annual total of 60 million Americans in 18.2 million households
would likely be eligible on income grounds for the food stamp pro-
gram alone sometime during fiscal 1977. The net $15.4 billion cost could
be financed from the normal tax revenues if spending in other areas of
the Federal budget were held in check.

The program would almost halve the income deficit of families in -
poverty in 1976, from a projected $79.3 billion under existing pro-
grams to $10.4 billion. The number of families and individuals in
poverty would fall from 11.9 to 9.4 million. These calculations use a
poverty measure based on disposable (that is, after-tax) income. With
State supplementation of Federal benefits, the income deficit and the
number of poor persons would be further reduced.

The recommendations with respect to other programs follow:

® Federal income tax.—In addition to the conversion of personal
exemptions to rebatable tax credits, and the elimination of the
low-income allowance, the tax code would be amended to
enable the Internal Revenue Service to administer both -grants

. and tax credits. .

® Food stamps.—The program would be terminated.

® AFD(C.—Federal matching of AFDC would be ended. States
would be required to supplement the new Federal cash grants
plus tax credits given to families who received AFDC as of De-

1 These costs were calculated for 1976. The program would not be implemented
until 1977, but this one-year difference would not have much effect on net costs.

For these cost estimates, it was assumed that wages would rise by 5 percent
per year in 1974, 1975, and 1976. Other assumptions would have produced higher
or lower costs. If, as is possible, average wages rise more than 5 percent per
year in 1974-76, costs would be lower at the benefit levels proposed here, or,
benefits could be raised and costs held constant. -

If all eligible persons participated, costs would rise to $17.4 billion. We esti-
mate that about $2 billion of benefits would be unclaimed by persons eligible
for small benefits. Detailed costs analyses are presented in chapter VIIIL
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cember 1976 for a period of at least two years if those families
otherwise would be worse off under the new system. For AFDC
recipients enrolled in the food stamp program, total Federal-
State benefit income would have to equal the old AFDC grant
plus 80 percent of the food stamp bonus. i
States could voluntarily supplement new cases and continue to
supplement old cases beyond 2 years. But they could not impose
a benefit-loss rate on net earnings that, when combined with the
Federal plan, totaled more than 60 percent. ) )
Supplemental security income.—To avoid disruptin, this re-
cently implemented program, it would be left largely intact.
Disabled children would be transferred from SSI to the new
program, dependents’ benefits would be added to SSI, and the
stringent assets test would be liberalized. The SSI program
should eventually be merged with the new system, but this
would be accomplished hest in conjunction with ap overhaul of
social security. .
Social security.—No specific changes are recommended, but this
program must be carefully reviewed so that it more clearly is
a wage-replacement program. The existence of SSI and the
program proposed here should allow social security to be re-
oriented away from welfare functions. Greater candor is
urged about social security and other public retirement pro-
grams and about private provisions for retirement income.
Current social security beneficiaries have not been discouraged
from the belief that every penny of their checks has been
“earned” by their “contributions.” And no effort is' made to
apprise workers automatically (say, every year) of their ac-
cumulated retirement benefits to date and future projections.
We urge that this be done.
Unemployment insurance—The basic recommended program
would be the appropriate vehicle for handling long-term un-
employment problems and for supplementing very low un-
employment insurance benefits. Unemployment ~ insurance
should be revamped to eliminate dependents’ allowances, to
raise replacement rates of after-tax wages for higher-income
workers to at least 50 percent, but not to exceed 60 percent for
any workers, and to reduce duration of benefits to 26 weeks
at most.
Health care—No specific program is proposed, but it is as-
sumed that Congress will act to replace medicaid with national
health insurance.
Day care—Federally aided day care centers would be pro-
hibited from using fee schedules related to income. Instead,
modest, fixed fees should be charged evervone. Special earn-
ings deductions to be allowed under the income tax for a one-
parent working head of household and for two-earner fam-
ilies would help low-income workers pay the modest fee (or a
baby sitter), and would substitute for the current child care
deduction in the tax code.
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® Subsidized housing—In order to provide greater equity be-
tween persons living in subsidized housing and those unable
to find such housing, and to keep a high financial return from
work for persons living in subsidized housing and receiving
income supplements, the cash program would count as income
80 percent of the subsidy received by public housing tenants
or home-purchasers.

® Basic educational opportunity grants.—Grants to students un-
der this higher education program would be offset dollar for
dollar by any cash supplements they received under the new
program.

® /ndian assistance—Cash payments to reservation Indians
would be replaced almost completely by the new grant pro-
gram, although some short-term supplementation might be
needed to protect current recipients from loss of income.

In this inflationary period we do not make recommendations for
increased Federal expenditures lightly. It is important, however, to
note that the full program could not be implemented before 1977 at the
earliest. By then we hope the economy will improve. But in any case,

-the poor and near-poor—especially low-income workers—are hardest
hit by inflation. They already bear a heavy burden, and now they
suffer even more. We believe the distribution of the burden of infla-
tion and the burden of anti-inflation policies should be more even, and
that aid to the working poor should not be extended grudgingly. If
such a program were in operation now we could more easily 1mpose
stringent anti-inflation measures since protection would be available
to the most vulnerable.



Chapter I. PUBLIC WELFARE PROGRAMS: THEIR
SIZE AND GROWTH

Federal expenditures to help citizens meet their daily expenses:
aFe soaring, but the poverty problem remains. How has this come
about ¢ The Federal Government.spent $108 billion for income security
in 1978, up $57 billion from 1968. During the same period, State and.
local expenditures for the same purposes rose $9 billion to total almost
$19 billion.

Had there been a mandate to spend these extra $66 billion to-
eliminate poverty, the job could have been done and the welfare .
system reformed as well. But between 1968 and 1973 the poverty gap-
remained at about $12 billion, and the poverty population measured.
by the Census Bureau dropped only slightly to 28 million persons..

TaeLe 1.—Federal, State, and local expenditures on income security

programs
[In billions of dollars]
Fiscal year 1968  Fiscal yeor 1978 Gainl:

Deferred compensation_______________ 12 25 12
Social insurance_ ___________________. 32 65 ‘ 33
Benefits for the needy._______________ 16 37 21
Cash___ . ___ o ______ (7) (14) (6)
Food and other goods and services_ (9) (23) (14)
Total . _ __ . ___ _ 60 127 66

1 Numbers may not add due to rounding.

The summary below shows why the extra $66 billion had so little-
apparent impact on measured poverty, which ezcludes nonmoney in-
come and benefits such as food stamps:

1. Deferred compensation.—Consisting of veterans’ compensation,.
civil service and military retirement, and workmen’s compensation,.
deferred compensation meets specific obligations of the Federal Gov-
ernment and never was intended to alleviate poverty on a broad basis.

2. Social security, unemployment insurance, and other social insur--
ance programs.—An HEW task force on welfare reform * has reported.

*Michael C. Barth, George J. Carcagno, John L. Palmer, Toward an Effective-
Income Support System: Problems, Prospects, and Choices, Institute for Researchz-
on Poverty (Madison : University of Wisconsin Press, 1974), p. 26.

(18)
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that social security and unemployment insurance checks in 1971 re-
duced by 52 percent the number of poor “families” headed by the
aged, includin%lunrelated elderly individuals. But such social insur-
ance payments had relatively trivial impact on the poverty of families
with children. These checks, according to the HEW task force, re-
duced by 11 percent the number of poor.families with only a mother,
and by 6 percent the number of poor male-headed families with chil-
dren.? A study of unemployment compensation showed that 17 percent
of all benefits in 1970 went to families with incomes below $5,000,
which comprise 28 percent of the population, while 28 percent of
benefits went to families with incomes over $15,000, which comprise 29
percent of the population.®

3. Aid to the meedy.—Cash welfare, plus the bonus value of food
stamps, the HEW task force reported, further reduced the number of
poor families as follows: those headed by the aged, 11 percent ; mother-
headed families with children, 82 percent; and male-headed families
with children, 16 percent. All in all, social insurance, plus cash welfare
and food stamps, failed in 1971 to remove from poverty 43 percent of
aged families, 61 percent of mother-headed families with children, and
79 percent of male-headed families who originally were poor.*

To be sure, another reason why added outlays failed to reduce
measured poverty significantly is that some of them were in the
form of noncash benefits that the Census Bureau does not count as
income in determining who is poor.® Increased benefits to the needy
in 1968-73 included : $6 billion for health, $1 billion for education, $3
billion for food, and $4.5 billion for housing, social services, and
manpower services. Chart 1 shows that among need-based benefits,
outlays for social services, food aid, and housing increased at seven
times the rate of cash aid between 1968 and 1973.

Table 2 shows the increase in Federal outlays for income security
from 1968 to 1973, in 1973 prices, with projections to 1975. An in-
crease of $34 billion, about 30 percent, is projected for the 2 years to
1975. These programs together consumed 42 percent of Federal out-
lays in 1973 and the share is expected to rise to 45 percent in 1975
(see chart 2). T

2 Ibid., p. 26.

® Martin Feldstein, “Unemployment Compensation: Adverse Incentives and
Distributional Anomalies,” Harvard Institute of Economic Research, Discussion
Paper 317, 1973. .

¢ Barth et al., pp. 26, 28. .

% In many cases cost to the government of providing goods and services is an
unreliable guide to setting their income value to beneficiaries. Often the services
could be provided more cheaply in the private market. Also, given a choice,
beneficiaries might have chosen to spend an equivalent amount of cash in dif-
ferent ways. But in most instances, and especially with respect to subsidized
food and housing, the value to recipients is significantly above the zero value the
Census Bureau now implicitly assigns.
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TasLe 2.—Federal outlays for income security
{In millions of dollars—1968 expenditures are expressed in 1973 dollars] !

Fiscal year Fiscal year  Fiscal year 1975
1968 1973

Type of benefis (projected)

Part A. Need-based benefits: 2

CaSho oo o 6, 435 8, 575 10, 614
Food._ e 1,072 3, 855 5, 744
Health_ _ .. 3, 501 6, 558 8, 329
Housing. - - 1, 000 3, 358 4, 189
Education_ - oo e 1, 099 1, 821 2, 412
Jobs, training._ - oo~ 906 923 2, 000
Social services, legal aid - __ .. _._._.__ 496 1, 685 2,072
Total need-based benefits..._._.____ 14, 509 26, 775 35, 360
Part B. Social insurance: 2 .
CaSh_ e 33,857 55,615 72, 314
Health ... 6, 548 9, 039 13, 443
Total social insurance. .- . . -_._. 40,405 64, 654 85, 757
Part C. Deferred compensation:
Cash_ . ... 8, 528 12, 862 16, 891
Health . ___._ o 705 792 926
Education. . 625 2,613 2, 780
Total deferred compensation____.___. 9, 858 16, 267 20, 597
Grand total, income security_______._ 64,772 107,696 141,714

1 See table 3 (following) for detailed listing of income security expenditures, at then current prices, in
fiscal 1968 and 1973, by Federal, State, and local governments. .

2 Pt. A: cash welfare; veterans’ pensions; food stamps; food commodities; school lunch, breakfast and
milk; other feeding programs; medicaid; other health services; public housing; housing loans, grants, and
interest subsidies; manpower, legal, and social services.

1 Pt. B: social security (old-age, survivors’ and disability insurance); unemployment insurance; black
lnngbeneﬁts; trade adjustment allowances; railroad retirement, survivors’ and disability benefits; medicare.

+Pt. C: veterans’ compensation; civil service and military retirement; workmen’s compensation;
veterans’ health care and educational benefits.

NoTE.—Programs have been placed in the catego? of their main purpose. Programs such as social security
and black lung benefits have elements of deferred compensation and income transfer from taxpayer to
recipient (social insurance). In addition, the black lung program offers needs-tested survivor benefits to
certain relatives who were totally dependent on the deceased miner.

Projected Federal spending for fiscal year 1975 will continue the
stress on social insurance. Federal outlays for income security are
expected to rise $34 billion above the 1973 level, but only $8.6 billion,
or one-fourth of the increase, is to be targeted specifically to the poor.
And of this sum, only $2 billion is in the form of cash. Chart 3 shows
the trend. A continuation of this trend—massive spending increases
for social insurance benefits and relatively small expansion in cash
benefits for the needy—cannot bring an appreciable reduction in
measured poverty. Nor, as the next two chapters detail, will it bring
order to the chaos of the public welfare system.
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Chart 1. 1968-197 3 PERCENTAGE INCREASE
IN NEED-BASED FEDERAL BENEFITS

" (BASED ON CONSTANT 1973 DOLLARS)
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Chart 3.

1968-1975 FEDERAL OUTLAYS
FOR INCOME SECURITY
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. TaBLe 3.—Federal, State, and local expenditures for income security, ﬁscal years 1968 and 1978

[All data ars fiscal year unless otherwise indicated; recipients are average monthly caseloads unless otherwise Indicated]

Benefit outlays (millions)
Income security programs, by type Federal Stateflocal Recipients ! (thousands)
1968 1973 1968 1973 1968 1973

Part él;sll’lrogmms (benefits primarily for the needy)

Aid to families with dependent children.._____________... $1, 395 $3, 839 $1, 141 $3,116 5, 349 10, 980
- Supplemental security iNCOME — - c v v oo eemmmem @) B) e (2) ®
Emergency a8siStance - - - oo i e @) 18 ® 18 ) 32
Assistance to Cuban refugees. . ..o oo oo emmeas 26 106 - cmeeeceeee 36 88
General assistance to Indians__ ______ . _____________._. 9 42 o eeeememan 21 69
Pensions for veterans, dependents, and survivors.-.._.._.. 2,051 2,565 o emcccccca—oao 2,219 2, 345
State/local general asSiStANCe. - - o o o e mmm oo mmemem 3406 3838 827 862
Old age ASSISEANCE - « o we 2o oo mmc oo o e e oo eem s 1,137 1,126 563 655 2,055 1,917
Aid to the blird_ e eeeeea 52 60 37 42 82 78
Aid to the permanently and totally disabled_ . _______.____ 367 819 253 628 646 1,164
Cash total . . o e 5, 037 8, 575 2, 490 5,297 e
Food:
Food BbaMPS . - o e 187 2,136 _ o ____ 2, 488 12,151
Food commodities_ - - e 385 b £ S, 29, 000 31, 195
School lunch/school breakfast/special milk____.____________ 321 1,432 oo eeeeee 18, 800 24, 300
Special supplemental feeding programs for mothers and :
children. . oo . ®) ) 1 U Q] 160
Mealsfortheelderly 5. e ceemmeem ® - ® e C———— e ® ®

€3



TapLE 3.—Federal, State, and local expenditures for income security, fiscal years 1968 and 1973—Continued

" Benefit outlays (millions)

IncoH e security programs, by type Federal Stateflocal ) Recipients ! (thousands)
1968 1973 1968 1073 1968 1973
Health: : :
Medicald. oo o oo cmeccenaea 1, 806 4, 783 1, 880 3,931 8,600 1023 500
Veterans' care for norn-service-connected dlsablhty ________ 30717 861 378 _ .. 37481 37813
.Comprehensive health serviees_. ... ____._:___._.__.__. 40 . 175 _.__. PR emmmmmmom 125 -1,-000
‘Dental health of children_____________.________:____.... ) ‘ 0.6 ® 0.2 () 10
‘Other.child and maternal eare______._______ P 178 - 221 181 234 2, 553 3, 500
Heal,thtqtal--_--_---_._-,_-_------_;---; ............ .o 2,741 6, 558 42, 061 14,165 e
Housm : 8 : - ) o ’ oo T o ' i
Low-rentpubhc housing_ - -l ... 302 1,043 ol . . 693 v 1,047
:Section 235 homeownership assistance_ _________.________ (?) 282 i ) 9412
- Seotion :236 rental housing assistance. - __.__._._____._____. ) 170 . ® 9191
Rent su gglements _____________________________________ 1 107 oo 3 9118
-Section 502 rural housingloans. _...... e emcccmcm—————m 469 1,736 ... mmm———— ———- 47 1 109
Section 504 rural housing loans_ .. __________________.__. 5 L S | n3
Section 516 farm labor housing grants_ . ____.____ . _______ 3 2 ... (8 ’:1‘2‘6357)
Sectnon 523 rural self-help housing technical assistance_____ ®) 4 . mmmmmmen - ) o’
- -Indian housing improvement gra.nts _____________________ . 3 10 . 2 ns

Housing 8088l o -« o moosomemer e e erememcerememnee I -




Education:

Basic educational opportunity grants._._________________ ® 8 e ® 230
Supplemental educational opportunity grants._...___..._. 103 21 e 293 297
College work-study ... ... . _____ .. 112 274 __._.._ . 375 545
National direct student loans mmmmrrrer—r e 182 574 o eeeeeae 429 624
Irfterest on insured loans_________ e m e 27 240 _ s __ 515 1, 088
“Nursing education_ ... ___.___ memmmmmmmmeememre—er e 21 45. 5 e 22 30
-Medical education...._____ T S —— 22 51. 5 e 23 30
Head start_ - . oo 393 411 .. 481 379
Vocational education work study.. . __ ... _____._.__ (12) n .. (1) 130
Educatxon total. . o eae 860 Y, 821 e eeeee—eeea
Jobs and training:
'Nelghborhood youth corps _____________________________ 341 412 38 46 884 1, 190
Operation mainstream_ . ... .____________ 30.7 63 3.4 7 19 60
Senior community service employment_.___________.______ ®) O T ®* o .
Jobeorps. .. 319 189 ... 107 78
Work incentive projects.._.. . _ ... ‘9 209 .. 0 238
Sénior companions. __.____ e —————— @) [ ) ®
Fostergrandparents__-_-___-_-______--________---___,- 9.8 25 1.1 3 4 1
Career opportunities PrOGrAM. ool ® 25 e emmeaeean 0] 9
Job-training total_-_-_-----_-------________.- ________ "709. 3 923 42.5 56 o io--
Social services: .
Legal services-for the poor_ __ _____________________..... 36 Y U 250 1,
Bocial services to needy aged, blind and disabled.____._... } 18 347 { ‘344 1116 115 17) 1, 800
‘Social services to needy families._______._______________._ 1,264 __________ 421 (1) 4, 900
Social services total. . . oo ruro o irrmroneianans 383 1, 685 b536 ..

a2



MasLE 3.—Federal, State, and local expenditures for income secuity, fiscal yours 1968 and 1973—Continued

Benefit outlays (millions)

Income security programs, by type Foderal State/local Recipients ! (thousands)
1968 1973 1068 1973 1968 1973
Part B. Social Insurance
Cash:" - :
Old-age INSUrANCe - oo oo ooe e mmem oo 15, 208 30,996 . eao... 16, 047 18, 300
SUrvivors’ inSUrance. . o-coooeoeoamoaaaao- 5,529 11,173 - .. _~"TTomC 5 816 & 500
e hswranoe < IoIIIIIIIIIIIN 2,088 5162 (11 1ITTTTTTTITTTC 2,258 3271
Federal-State unemployment insurance._ - oo oo --av 2, 181 4,796 L TTTTTTTTTTT 4 535 2 209
Black lung disability and survivors benefits. ... (OF 915 e ) ' 302
Trade readjustment allowance. - ocomoonn- )] T (1) 7
Railroad unémployment insurance- - .- ..o o—ocoooaon- 46 45 . 28 19
Railroad retirement, disability and survivor benefits 1,453 2,512 ... 1, 039 975
.:.Cash fotal . - o emmeeccccee——— 26: 505 55: 615 e ‘--
Healtﬁ': . _ .
Hospital insurance (medicare, part A)-'- ----------------- 3,736 6,648 __ ... 3, 900 4, 700
~ Supplementary medical insurance (medicare, part B) 1, 390 2,391 . 7,700 10, 500,
 Health 08l o oo 5,126 9,039 L.
Part C. Deferred Compensation
Cash: ™ < 7 C . .
Compensation for veterans, dependents and survivors 2,471 3,836 . eeceeaeimccaaaaa 2, 369 2, 567
Federal civil service retirement__ . __ - __.__._.. 1, 957 4,295 e 866 1,277
Military retirement_ .- ---o--oooooe-mo- 2,005 4,390 ... .. _______ 624 " 924
Othér Federal employee retirement - - o oo oooo.. 71 121 . 18 20,
Workmen’s compensation. ... ____ 82 220 2,.305 3,818 171,500 (12)
State/local employees retirement._ ..o o eioaaoos 2, 416 4,750 181,029 191 463
© +Cash tobalo oo iooiooiiiemoo 6,676  12,862° ©4,721 B8,568 ______._._________




Health: Veterans’ health care for service-connected disability - - -
Housing: Veterans’ loan insurance. .o —cocououne- - .

Education:

Veterans' educational assistance. ..o oo
War orphans’ and widows’ educational assistance_..-.....

Education total oo e cem e mmmmemeceee

1 581

320 552 20792 _ o eccee—ana 331 208
~ ®) *) *) *) ®)
451 2,513 o eieeaeo—- .31l 2,126
38 100 oo 17 . 68
489 P 3 & S U PP -

1 Bocause s high degree of overlap exists among recipients, totals are not shown.

1 Program did not exist in that year. :

3 Calendar year.

« Does not {nclude State and local health expenditures such as for local charity care in
municipal hospitals.

8 No income test, but in early months of 1974, when program got underway, almost
two-thirds of recipients were poor.

¢ Estimated hospital in- and out-patient costs.

T Recipient count includes only in-patients.

s In addition, the Department of Housing and Urban Develo) ment {nsured home
loans with a face value of $1,008 miltion in 1973 for low- and moderate-income families
(Section 221 (d) (2)).

t Cumulative family units since program inception.

10 Estimated unduplicated total of beneficiaries during the year.

1 During year.

1 Not avallable.

2 Family units.

1 Individual rooms.

18 Indicates insignificant amount. )

18 Combined total, services to families and to nee%y adults. -

17 Estimates based on fragmentary data tabulated by the National Council on Com-
pensation Insurance. This figure is higher than an average monthly caseload would be.

18 June 30, 1967. . :

10 June 30, 1972.

20 Estimates, hospital in- and out-patient costs.

n Recipient count includes only in-patients.

1 In 1973 the Veterans’ Administration insured or guaranteed home loans with a face
value of $7.6 billion.

1 Does not include State and local temporary disability programs.

Source: U.S. Budget and published and unpublistied data supplied by various govern-
mental sources.

Lz
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TaBLE 4.—Income security: Summary of Federal, State, and local
government expenditures, fiscal years 1968 and 1973

[In millfons of dollars]
Federal . State-local
Type of benefit Fiscal year  Fiscal year  Fiscal year  Fiseal year
1968 1973 1968 1973
Part A. Need-based: :
Cash___ . __ . _______ 5,037 8, 575 2, 490 5,297
Food.. .. ... 839 3,855 e
Health_ . _______________ 2, 741 6, 558 2, 061 4,165
Housing._ . __________ 783 3,358 oo
Education _ _ ... _______ 860 1,82 ..
Jobs-training____ ________.____ 709 923 43 - 56
Social serviees. - - oo oo 383 1, 685 116 536
Total need-based .. ________ " 11,852 26, 775 4,710 10, 054
Part, B. Social insurance:
Cash___ . 26, 505 55,615 _ e _-_.
Health___ ... 5, 126 9,039 el
Total social insurance._____._ 31, 631 64,654 ...
Part C. Deferred compensation:
Cash_______ . ___. 6, 676 12, 862 4,721 8, 568
Health_______._____________ 552 792 e
Education. - ___________ 480 « 2,613 . ___________ . _____.
Total deferred compensa- :
tion_ o ___.. 7, 717 16, 267 4,721 8, 568

Tty oo oo - 50,700 107,696 9,431 18, 622




Chapter II. THE EVOLUTION OF CURRENT PROGRAMS:
CONFLICTS AMONG COMPETING GOALS

Government, like individuals, must make choices, but the task is
harder for government because it represents millions of individuals
with varying interests and needs and, sometimes, conflicting goals.
As individuals, we choose among competing family budget items and
among courses of action, for we are aware that we cannot simultane-
ously do or have all that we want. In our personal lives we come to
_recognize that to choose one goal often means to forego or defer or
retreat from another, and we seek the best compromise we can make.

Similarly, any income maintenance program requires making
choices among competing goals. (For a simplified model of program
design trade-offs, see appendix B.) Such choices are embodied in the
array of social insurance and aid to the needy programs which exist
today and which cost taxpayers $102 billion in 1973. To clarify the
“essential choices, let us consider the goals we seek in an income mainte-
nance program:

® Adequacy.—Benefits plus private income sources should be
sufficient to sustain Jife and provide basic amenities.

® [ncentives—Public benefits should not substitute for savings,
private income, and family support obligations. Programs
should maintain- incentives for work, thrift, and- family

. stability. .

® [ quity.—Benefits should be fair and uniform, so that people in
the same circumstances are treated the same way.

® Ffficiency—Programs should be administered at the least cost
commensurate with program integrity.

® Least cost—We want to spend the least amount on benefits
while still achieving our goals. ~

_ Stated at this level of generality, widespréad agreement is likely.
In practice, however, compromise is necessary, for the goals conflict
with one-another and there is no consensus on Aow adequate, equitable,
-incentive-oriented, efficient or costly programs should be.

When Congress enacted a sweeping program of income maintenance
in 1935, for example, there was no attempt to alleviate poverty across
the board. Various strategies were chosen to deal with separate prob-
lems. Choices were made among competing values and goals. But
inconsistencies and ambiguities were already built into the original
programs and these have multiplied over time as old programs were
expanded and new ones added.

The following review of these programs reveals a pattern of past
choices, priorities, and conflicts, and snggests that the goals and the
conflicts among them need to be reappraised.

(29)
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Goals at the Outset

The Social Security Act of 1935 provided income supplements of
three sorts: _

Old-age insurance for retired workers, financed by payroll taxes,
half charged against employees, half against employers;

Unemployment insurance for workers temporarily out of work,
financed by payroll taxes on employers with benefits deter-
mined by States; and _

Federally subsidized cash relief for the needy aged, the needy
blind, and for needy dependent children, at the option of each
State, and in amounts decided by the States under State rules
of eligibility.. o o

Although these were unprecedented and sweeping actions, the
goals were simply to provide more for workers, ex-workers, and se-
lected groups of the poor than they otherwise would have had. The
Depression had shown that many workers and retirees were at the
meércy of overwhelming economic forces, and it was agreed that col-
lective help should go to those thrown out of work or too old to work,
and to children and widowed mothers. .

The standards of adequacy or quality promoted today were lacking
then. “Adequate” income was a concept too expensive and daring for
those troubled times and it conflicted with the doctrine of State
responsibility for most domestic matters. Congress did not require
States to furnish amounts of aid deemed by the States themselves
to be sufficient for “a reasonable subsistence,” a proposal advanced by
drafters of the bill, the Committee on Economic Security. '

The idea of adequacy was not built into social security and unem-
ployment insurance either. Congress designed the old age insurance
program merely to supplement ex-workers’ savings, and the original
draft bill provided more to those who had earned more, rather than
more to those with less adequate retirement incomes.z Thus, social
security sought to reward past work, a principle-that has beeén de-
scribed as “reward-equity.” 3 ‘ ,

In the case of public assistance, equity and administrative efficiency
were overridden by concern for States’ rights. Because States
were given -the right to decide whom to help, and by how much, re-
lief programs have ranged from meager to magnanimous, and admin-
istration has been confused and many-layered. : :

The 1935 design of social security, unemployment insurance, an
welfare neglected work incentives for recipients. Although social
security was built on the principle, “the more- you earn, the more you

*See Edwin E. Witte, Development of the Social Security Act (Madison: Uni-
versity of Wisconsin Press, 1962), p. 144.. : . . .

?Ibid., p. 152. The House Ways and Means Committee retained benefit rates
geared to average payroll taxes of 5 percent during an industrial lifetime, but
before passing the measure, introduced the principle of giving relatively larger
benefits to workers receiving low wages. ' )

®This term was introduced by Arnold H. Packer. U.S. Congress, Joint Eco-
nomic Committee, Subcommittee on Fiscal Policy, “Categorical Public Employ-
ment Guarantees: A Proposed Solution to the Poverty Problem,” by Arnold H.
Packer, Concepts in Welfare Program Design, Paper No. 9 (Washington, D.C.:
Government Printing Office, 1973), p. 77. )
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will get,” a strong work incentive, the program assumed that work
incentives would be irrelevant once a person became a beneficiary, for
benefits were to go only to retirees. The Social Security Act provided:
no relief for “employables™ unless they were temporarily and involun-
tarily out, of work. Moreover, the offering of aid to broken families
was considered a family support,'a means of enabling a mother to
stay home with her children—not an inducement to family breakup.

Paradoxically, although they were not founded on standards of
minimum or adequate income, it was widely assumed that social se-
curity and unemployment insurance eventually.would end need for
large-scale public relief. Congress hoped that by, providing social in-
surance payments to partially offset loss of a bréadwinner’s . pay-
check, it had begun a process that ultimately would reduce public re-
lief to a vestigial role. What went wrong with the theory that publie
assistance would wither away in a world that indemnified its workers
against unavoidable income.cuts? o L

“Essentially, the theory omitted many persons. Furthermore, 1t 12-
nored the condition of chronic low income, or poverty, confining its
payments to those who suffered ‘a reduction in income from their base
level. Specifically, there were two.flaws in the theory.

_ First, only workers in_covered employment were insured, and only
certain Tisks to their earnings were covered; namely, old age, tem-
porary unemployment, death, and, after 1956, disability. The system
failed to insure against other contingencies that could reduce income,
such as family breakup, short work weeks, or declining health. In-
eligible for insurance payments were many needy persons, such as: )

. The maiden woman who spent her life caring for her invalid

mother and never paid social security taxes; :

.. The widow of 55 without school-age children;

. The farm-hand or maid who did not pay enough payroll taxes to

be covered; : . : oo '
The child of an unmarried mother, or of a divorcee; and

. The family of a worker whose wages were low. :

The second defect in the social insurance theory of poverty conquest
was that benefits were based on past earnings. If base earnings were
inadequate, benefits were likely to be inadequate as well.

To illustrate some of the problems of trying to end poverty by
social insurance, let us consider hypothetical families and see how so-
cial security might be devised to help them. Assume a system in which
all wages are subject to the social security tax and in which benefits
equal 40 percent of wages.

Example 1.—Worker A, who earned $100 a month, would receive
$40 in old-age or disability benefits. Worker B, who earned half as
much ($50) would receive $20 in benefits, again half as much as
Worker A. Such a plan is fair, giving equal rewards for equal taxes.
But it presents problems, because low-wage Worker B presumably
would have had less chance to save for his old age and would have
greater need than Worker A. ’

To give relief to Worker B, the formula could be changed to give
larger relative benefits to the low-wage worker—60 percent of wages,
for instance. Then Worker B would receive $30 in benefits. But this
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adjustment causes a new problem: funding. Since all benefits are
pald from payroll taxes, the extra $10 for Worker B and other low-
wage workers reduces the funds available for others. It becomes
necessary, thus, to reduce Worker A’s benefits below 40 percent of his
base wage or to raise the tax rate.* In this situation the principles of
" adequacy and reward-equity collide. )

There is another problem with skewing benefits in favor of Worker
B. Paying relatively higher benefits to a person with low base earn-
ings assumes that he has greater need. But this may not be so, for
there is no sure correlation between past earnings of an individual
and current family income. It is possible for Worker B or his family
to have other sources of retirement income—dividends, rents, a gov-
ernment pension—that far exceed his basic needs.

Fxample 2.—Now suppose that Worker A is a bachelor, but that
Worker B is married. When each reaches retirement age, how will
low-wage Worker B support his wife on his adjusted $30 benefit
(80 percent of base wages) ? To recognize Worker B’s greater need,
the system could pay an additional amount to him as a dependency
allowance, say 50 percent of his primary benefit. Then he would re-
ceive $45 per month, or 90 percent of his base wage. But Worker A
stil} would receive less than 40 percent of his base wage. Would this
be fair? '

These examples illustrate the difficulties that arise when a system
that bases payments on past earnings seeks also to meet presumed
needs related to current income. yet does not measure the latter.

The experience of the last 34 years, since social security checks
first were paid out, has withered our hope that such payments could
eliminate the need for public assistance. We now assume that, despite
the existence of a mature, and vastly broadened, system of social in-
surance, a sizable number of Americans still will be poor. Indeed, in
1973, although some $47 billion was distributed in social security
checks and another $5.8 billion in unemployment insurance checks,
one in nine Americans still was poor, according to Census Bureau
measurements of before-tax money income. '

It remains theoretically possible for social insurance to overcome
poverty ; but the task would require (a) that every household always
have a breadwinner or ex-breadwinner in covered employment, (b)
that the age test for certain dependency benefits be abolished, and
(c) that benefits be paid on the basis of financial need, not merely -
upon the onset of old age, disability. death. orunemplovment. This
would be necessary because some conditions that jeopardize earnings;
such as illegitimate birth, divorce, or family separation, are not “in-
surable.” To insure them would create incentives for behavior that
soclety does not condone. Introduction of an explicit means test.
moreover, would erode the system’s claim to being an “insurance”
system, offering benefits that are held to be one’s earned right. In
January 1973, Robert M. Ball, then Commissioner of Social Security,

‘ Because of growth of the labor force and increares in wages, more payroll
taxes are collected now than when workers A and B themselves were payroll
taxpayers. If this were not so, Worker A’s benefit would have to be cut by the
full $10 that was transferred to Worker B.
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told the Senate Special Committee on Aging, “The genius of the
social security approach is nat to have an income test and to thereby
encourage private pensions and individual savings”® (italic added).

The Evolving Goals of Social Insurance

Since their passage, social insurance programs have heen stretched
and liberalized to fill some of the coverage gaps left by their initial
wage-replacement design and by the categorical and limited nature of
State-operated public relief for the needy. Congress at first based
social security benefits on cumulative lifetime earnings. Retired and
jobless workers weze scheduled to receive a portion of their former °
earnings, regardless of family size and no matter how inadequate
those wages might have been. This design honored the principle of
reward-equity, assuring retirees greater rewards for greater past
work. Initially the full wages of almost 97 percent of all workers in
covered employment were taxed by social security. (In 1972 this
proportion was only 75 percent, but it climbed to about 82 percent
in 1973.)

Famiry BeENEFITS IN SociaL SecuriTy: ApeQuacy VERrsus EqQuiTy

Even before the first old age insurance check was paid in 1940,
the goals of social security were enlarged and its nature transformed.
Tn 1939 the program was converted from a worker-only program into
a family program by addition of benefits for dependents (wives and
children) and survivors (aged widows, young widows with children,
and dependent parents). At the same time, the basis for benefits was
changed from cumulative lifetime earnings to “average monthly
earnings” in covered work. As an official brochure about social se-
curity points out, this change made it possible to pay “reasonably
adequate benefits to many workers approaching retirement age at
that time and to their dependents”® (italic added). Thus, the Fed-
eral Government, which had left in State hands the basic decisions
about federally subsidized cash welfare for those who met State
tests of need, moved to broaden social security so as to help many
persons in presumed need because of loss or reduction of earnings
by their breadwinner. _

Family benefits introduced into social securitv the principle of
greater help for greater presumed need, “need-equity.” an idea closely
associated with that of adequacy. In recognition of their larger fam-
ilv responsibilities. larger benefits per payroll tax dollar were pro-
vided to husbands than to bachelors. and more to the father or mother
of two children than to the parent of one child. However, the program
continued to eschew any income test, and, thus. as family benefits were
expanded, it became a sort of family welfare program based on family

*7].S. Congress. Senate, Special Committee on Aging, Future Directions in
Social Security. 93d Cong.. 1st sess.. 1973. p. 32.

* U.S. Department of Health, Education, and Welfare, Social Security Ad-
ministration. Sncial Security Programs in the U.8. (Washington, D.C.: Govern-
ment Printing Office, 1968), p. 6. .
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gize (up to a maximum limit), payroll taxes paid, and age, rather
ithan directly on need.” : ‘ . o :

Over the years the family-support function of social security has
“been broadened by making additional relatives eligible; by liberalizing
age limits, and by raising dependents’ and survivors’ benefits. Depend-
ent aged husbands of insured workers were added in 1950; widows
aged 62, 1956; children 18-21 who are full-time students, 1965;
divorced aged wives, 1965 ; students up to age 22, 1972; and dependent
grandchildren, in 1972.® Benefit amounts for a surviving, dependent,
and aged parent were raised from 50 percent of the primary amount
to 75 percent in 1950; for a surviving child, from 50 percent to 75 per-
cent in 1960; for an aged widow, from 75 percent to 82.5 percent in
1961 and to 100 percent in 1972, o

Provision of greater help for greater presumed need—that of a
worker with dependents—diluted the program’s reward-equity, yield-
ing two markedly different benefit amounts to two workers who paid
exactly the same payroll taxes. Presumed-need equity has made social
security a much more comprehensive form of income maintenance,
assuring most American families with dependent childfen monthly
checks from the U.S. Treasury if their breadwinner died or, after
1956, became disabled. Indeed, 40 percent of the 30 million Ameri-
cans now on the social security rolls are not retired or disabled work-
ers, but are instead their wives, widows, surviving divorced wives,®
children, parents, even grandchildren. Although social security bene-
fit increases usually are hailed as aid for the aged, this is misleading.
One of three social security checks goes to persons under 65 years old,
including about three million children. ' '

SKEWING OF BENEFIlTS : ApEQuAcY VEersus EqQurry

In addition, benefits have been increased repeatedly, and since 1956
they have climbed faster than living costs and have surpassed even
productivity increases. The minimum benefit paid has geen raised
relative to other benefits, and the benefit schedule has been weighted
more sharply in favor of the low-wage earner. In the last decade Con-
gress multiplied the minimum monthly benefit 214 times, lifting it
from $40.00 to $93.80 (as of July 1974), while general social security
benefits doubled. These z%'la,ins far outpaced a 50-percent rise in the
1(;gst:icéff'r-shvmg index in the period from December 1963 to Decem-

r .

- " However, to qualify for survivors’ benefits, parents and widowers must have
been dependent on the deceased worker. Also, the “retirement test” of social’
security tends to limit benefits to .those who need the supplement of part-time
earnings. This test reduces benefits for those who.earn more than $200 in a
given month by one-half of the excess. ) .

8 Coverage of dependents is éapricious. A divorced wife may receive benefits
drawn on her former husband’s account if they were married 20 years, but not -
if the marriage ended six months sooner. A needy 62-year-old woman can re-
ceive aid on the account of a deceased son who formerly supported .her, but’
her equally needy 62-year-old neighbor cannot receive aid on the account of.
a deceased sister who formerly supported her. . o .

°Somé of the women drawing benefits on their husbands’ accounts also

. are retired or disabled workers, whose own accounts would entitle them to
lower benefits. ’ ) :
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Gains in minimum benefit levels, like expanded coverage of de-
pendents, have been accomplished at the cost of a loss in reward-
. equity. That is, benefits payable to persons who formerly worked at
low and at high wages do not differ so much as they would if based
primarily on long-run wages and taxes. ) A

The social security benefit schedule for new retirees, as of July 1,
1974, shows that benefits replace a progressively higher proportion of -

wages as wages decline:
Portion of average wage replaced ? by

’ Primary benefit! Primary benefit ~ Primary plus wife’s
Average monthly covered wage (monthly (percent) benefit (percent)
$400 8 $259. 00 65 97
$300 214. 40 ' 71 107
$200 171. 40 86 129
$100. - oo 120. 80 121 181

1 For ex-worker with a wife, benefits and wage-replacement rates each are 50 percent higher. 3

1 Average covered wages are lower than those received shortly before retirement; hence benefits replace
a lower proportion of 8 retiree’s most recent wages.

1 Approximately what would be received in July 1974 by a man, age 65, who retired after receiving
median covered earnings of about $600 monthly in 1973.

The most dramatic illustration of the skewing of benefits to those.
with low covered wages is that some workers retire with social secu-
rity checks larger than even their recent earnings. For instance, a per-
son who worked two days a week for 50 weeks a year from 1964-73
at $2.15 an hour—and who never previously worked in a job covered
by social security—would achieve “lifetime” average monthly covered
wages of $143. Such a person could retire after July 1, 1974 at age
65 and collect. a monthly social security check of $147.10, plus $73.60
for his wife, or a total of $220.70, more than 50 percent above his
covered monthly wage. This man could be an ex-government worker
who retired in 1964 at age 55 and began collecting a $6,000 annual
pension while earning social security coverage through his part-
time job.

The law originally provided that the worker who retired after
paying the maxzimum payroll tax over the years was to receive a
benefit 8.5 times larger than that received by the worker who paid
only the qualifying minimum. In 1950 the ratio dropped to four to
one. Today the maximum benefit paid is only 3.2 times the minimum.
To qualify for his $304.90 monthly social security check, the maxi-
mum beneficiary of July 1974 must have paid in old age and sur-
vivors’ insurance payroll taxes a total of $4,446,)° matched by his
employer, and must have foregone interest that could have been
earned on this sum. Yet, for his $93.80 monthly check the minimum
beneficiary need have paid a total of only $11.50 ** in payroll taxes,
matched by his employer, back in early years of the program. And
if the minimum beneficiary has a wife and they both live ten years,
they will collect a total of more than $21,000, provided the benefit is
increased annually by 5 percent to offset cost-of-living increases.

Broadened coverage, more generous benefits for dependents, benefits
as large or larger than low covered wages, all have made social se-

 Figures supplied by the Office of the Actuary of the Social Security Ad-
ministration.
1 Thid.
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curity a more adequate program for some workers, but a relatively less

rewarding one for others with higher wages and few or no dependents.

Furthermore, although the welfare features of social security are
powerless to help poor persons outside the system, they constitute a

windfall gain for some nonneedy persons within it. It has proved
inefficient and anfair to try to use social security as a non-income-tested
. welfare system, and the attempt has reduced the capacity of social
security to pay wage-related benefits.: ,

Conflicting Goals in Cash Welfare: Adequacy Versus
Incentives Versus Equity

AFDC ano AFDC-UF

From 1935 until 1961 Federal law confined welfare dollars to those
‘who society thought could not, or should not, work. These groups
were mothers and children (aid to families with dependent children—
AFDC), the aged (old age assistance), the blind (aid to the blind)
and, after 1956, the disabled (aid to the pérmanently and totally dis-
abled). The policy of zero benefits for all others sought to maximize
work incentives for “employables”—then defined as able-bodied men,
adult couples with or without children, and single individuals with-
out children.'* This policy also reserved for the “unemployables”
whatever funds were available. :

If a welfare mother did work outside the home, generally she was
not allowed to add wages to her welfare grant. That is, in most in-
dustrial States the working mother’s AFDC check was reduced by
the amount -of her earnings, dollar for dollar.'* Considering work ex-

enses and taxes, mothers suffered a loss, not merely broke even,

y. working. Almost all States in the South, and some elsewhere,
paid maximum benefits far below need and permitted wages to fill
some of the income gap without benefit reduction; but even in those
States, once wages plus welfare reached the amount the State deemed
sufficient for the family’s need, any additional wages were subtracted
from the welfare check. Amendments in 1962 required States to use
net rather than gross wages in their computations, thereby reimburs-
ing working recipients for all or some portion of work expenses.

Limiting eligibility for aid to fatherless families created an
incentive for needy families to split up, or appear to do so. to
qualify. Limited eligibility also caused equity problems; persons
‘with equal income were treated unequally depending on whether or

. “The same kind of problem occurs in unemployment insurance (discussed
‘in chapters V and XI).

_ A few States even denied welfare to fatherless families if the mother were
tdeemed able to work.

M Similarly, most State unemployment insurance (UI) programs sharply
limit aid to those who obtain part-time work, deducting most of any earn-
ings from benefit checks. This policy, too, concentrates aid where the need
is considered most urgent. But the price is high work disincentives. Ade-
Ynacy and work incentives, given a fixed sum to spend, are in direct conflict.
If UI benefit levels are pegged at a high percentage of former earnings, bonuses
for part-time work begin to bring total income perilously close to former net
earnings for full-time work.
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not they fit into a category. In 1967 a mother with 3 children whose
income was $1,700 a year could get welfare aid in all States, but
another family .of four (two parents and two children) with $1,700
in full-time wages of the father could not receive any AFDC cash
in any State. The socially “wrong” behavior of family break-up or
nonmarriage was rewarded, but the “ri ht” behavior of family
loyalty was not. In June 1968 the U.S. Supreme Court held that
unless State law obliged a man to support s stepchildren, welfare
authorities could not halt or reduce AFDC payments to them on
the grounds of his income unless there was evidence that he actually
shared it with them. This meant that AFDC aid must continue in
many States no matter how rich the stepfather, yet in all States
AFDC aid must be denied, no matter how poor the natural father,
if he works full time and remains at home.

During the recession of 1961, Congress passed a temporary law,
eventually made permanent, to permit States to offer AFDC for needy
children of unemployed parents (AFDC-UP).* Initially States had
broad latitude to define “unemployment.” In 1966, for example, some
States offered AFDC to men working less than 40 hours a week or
Jess than the number of hours considered full time for the job. Fed-
eral regulations in 1969 reduced the limit to 35 hours of work
weekly,® and in 1971 lowered it further to 100 hours a month. How-
ever, only about half the States have chosen to offer this program,
and AFDC rolls have continued to be overwhelmingly dominated by
families headed by mothers raising children alone.

During the 1960°s American women, including mothers, began join-
ing the labor force in record proportions. At the same time AFDC
rolls climbed at a record-shattering rate. Seeking to reverse the ex-
plosive growth of AFDC caseloads and costs, Congress in late 1967
changed family welfare rules to give all welfare parents a financial
incentive to work outside the home and “get off AFDC rolls.” ¥

Effective in July 1969, those who went to work were offered a bonus
for doing so; namely, the first $30 of monthly earnings, plus one-third
of remaining wages, plus work expenses, was to be ignored by welfare
officials in computing benefits, even if this brought their total income—
earnings plus welfare—above the State’s need standard. The mathe-
matics of this “$30 and 14” incentive formula, however, meant

® Since needy children of jobless families headed by mothers already
were eligible, the new program was meant for fathers, and in 1967. when it
made the program permanent, Congress changed the name to AFDC-UF, for
needy children of unemployed fathers.

1 The regulations specified that States opting to run the program have a
definition of an unemployed father: “(i) which shall include any father who
is employed less than thirty hours a week, or less than three fourths of the
pumber of hours considered by the industry to be full time for the job, which-
ever is less, and (ii) which may include any father who is employed less than
33 hours a week, or less than the number of hours considered by the industry
to be full time for the job, whichever is less.” (45 C.F.R. 233.100).

1 {j.S. Congress, House, Social Security Amendments of 1967. H. Rept. 90-544
to accompany H.R. 12080. 90th Cong., 1st sess., 1967, p. 107. The law also con-
tained requirements for work, but they were lax: and it threatened a freeze
on Federal reimbursement of States for any further rise in the proportion of
illegitimate children on their AFDC rolls. The freeze, twice postponed and
eventually repealed (in 1969), never took effect.
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that a mother’s entitlement for a welfare supplement would not be
wiped out by earnings until her gross income equalled 114 times the
original full AFDC grant, plus $360 a year, plus 114 times her work -
expenses. In high-benefit "States the new rule qualified mothers for
continued aid until earnings reached $7,000 or $8,000 per year, or
even more—far above their usual earning capacity and far above °
what many fathers earned. Thus, the new law made it impossible for
many to work their way off welfare, although it allowed those who
chose to work to gain more financially. But these working welfare
mothers received more than extra cash. So long as they received one
dollar of AFDC, they remained eligible for food stamps (or surplus
food commodities) and medicaid. At the same income level, non-
welfare mothers typically lacked eligibility for these valuable benefits.

In an attempt to restrain costs and caseloads, Congress withheld
the work incentive bonus from non-welfare mothers already at work
unless their total net income fell below their State’s standard of
need, the usual eligibility limit. Thus, if the State standard of need
and payment standard were $3,500 for her family on an annual basis, a
woman earning $5,000 and having taxes and work expenses of $900
could not qualify for aid. However, her co-worker with the same wages
and work expenses would be eligible for $1,305 in AFDC plus medicaid
if she had become a welfare recipient before taking the job. The new
law prohibited the earnings exemption for persons who “deliberately”
reduced their earnings or stopped working without good cause, but
it was impossible to prevent some working women from taking ad-
vantage of the new rules by quitting work, applying for AFDC, and
then resuming the job. )

Acknowledging that it was being unfair to working mothers, the
1967 House Ways and Means Committee report said: “One possible
result of this provision is that one family who started out below
assistance levels, will have some grant payable at certain earnings
levels because of the exemption of later earnings while another family
which already had the same earnings will receive no grant.” 18 How-
ever, said the report, to correct this inequity by giving the work
bonus to those who already earned more than they “needed,” by State
standards, would have increased AFDC numbers and cost another
$160 million annually. The committee chose to tride off equity and
adequacy for low-income working women in order to gain greater
work incentives and greater adequacy of total income for mothers al-
ready on welfare, at lower costs and caseloads.

The 1967 rule imposed a double standard for AFDC eligibility.
For initial eligibility there is one income limit ; but for continued eligi-
bility after enrollment there is a much higher one, sometimes almost
double the. original. : ’ :

In June 1972, James Bennett, Director of the Department of
Family and Children’s Services in Fannin County, Georgia, com-
.plained of the problem caused by this double standard. He told Rep-
resentative Martha W, Griffiths, -chairman of the Subcommittee on
Fiscal Policy, at hearings in Atlanta: “Tt’s very difficult to explain
this $30 and one-third to fellow employees of welfare recipients. A

** House Report 90-544, p. 107.
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mother who comes in and applies for 'a job works right by the side
of a woman who draws public assistance. Welfare recipients do have
the other benefits which you mentioned [medicaid, food stamps, free
school lunches, free milk] and the non-recipient is” well aware of
these benefits. And you just can’t explain to her why she is not eligible
for public assistance.”*® . .
" At subcommittee hearings in Detroit, Mrs. Magnolia Bates, food
stamp certifier for the Wayne County Department of Social Services,
testified that low-income working mothers quit work so as.to get cash
welfare and, with it, food stamps. She said, “This mother, tired of
trying to . . . ‘make it’ in today’s world, resigns herself to the fact
that the program isn’t going to help her and there is only one way
out—ADC [AFDC].”2 Mrs. Marilyn Sanders, of the Depart-
ment’s medical assistance unit, said that when working mothers
found that their income made them ineligible for medicaid “gener-
ally they quit the job” and then went on AFDC to get it.>* Chairman
Griffiths summarized the situation: “If she quits the job, she is eligi-
ble for AFDQC; she is eligible for medicaid; she is eligible for food
stamps . . . If she quits the job and comes down and gets on AFDC,
then goes back to the job, she gets the disregards . . . So, the law is
the thing that is wrong. The law is telling her, ‘Quit work, get on
AFDC first, and then if you want to go to work, go to work.’” 22

By 1969, States that offered AFDC-UF were required to give the
work bonus of “$30 and 1/3” plus expenses not only to their welfare
mothers, but also to “unemployed” welfare fathers who took jobs up
to 35 hours a week. For these fathers, the consequence was to penalize
further full-time work once they obtained it. This can be shown with
an example of two fathers. Father A, who had been unable to find a
job, received $300 monthly from his State in AFDC for himself, his
wife, and their two children. Father B earned $320 a month gross, only
$20 more than Father A received for full-time leisure or job search;
but, after payment of taxes and work expenses, he netted $40 less than
Father A’s leisure income. Assume that Father A managed to get a
job alongside Father B for the same wage, but,.luckily for him, for
only 34 hours a week, within the old AFDC “unemployed” defini-
tion, providing him $272 in gross monthly wages. Before the 1967
work bonus took effect, Father A’s welfare check would have been
cut by his net earnings, keeping his total net income constant at $300.
But after July 1, 1969 he would have received a welfare supplement
of $199.2% As a result, Father A, who worked about 15 percent fewer
hours, would receive almost 60 percent more in net cash income than
Father B. Even though Father B’s net income was below the amount
his State said was needed by his family, he could not qualify for aid

*U.8. Congress, Joint Economic Committee, Problems in the Administration of
Public Welfare Programs, Hearings before the Subcommittee on Fiscal Policy.
92d Cong., 2d Sess., 1972, p. 1059.

“ Ibid., p. 389.

2 Tbid., p. 447.

2 Tbid.

® From Father A’s full $300 welfare check only $101 would be deducted, leav-
ing 2 supplement of $199. Not counted would be the other $171 in wages: the
first $30, plus one-third of remaining wages ($81), plus expenses ($60).

52-726 O - 75 - 4
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because he worked full time. Thus. the new rules encouraged men to
work, but only up to the point of 85 hours a week because eligibility
was defined first by hours of work and then by income need, rather -

than by income need alone.

Father A:
Gross monthly earnings_._.__________ - 0
AFDC-UF grant (family of 4) e $300
Total income—no work ——— 300
Then :
Gross monthly earnings, $2 hourly (34 hours a week) . ___________ 272
Taxes and work expenses —60
. 212
AFDC-UF supplement +199
Total net income 411
Father B:
Gross monthly earnings (40 hours a week at $2 per hour) - _._.__._ 320
Taxes and work expenses. : —60
Net earnings 260

This bizarre phenomenon of earning more yet receiving lower total
income is referred to as a “notch.” When the notch problem in the
AFDC-unemployed father program surfaced during congressional
hearings on the Administration’s Family Assistance Plan, the Ad-
ministration reduced the hours of “unemployed” work, but this did
not eliminate the problem. It merely lowered the notch point from 35
hours weekly to 100 hours monthly. Total income from part-time work
plus welfare supplementation still can exceed by a substantial margin
the earnings of a low-wage, full-time worker. For instance, a man with
a wife and three children who took a full-time job at $1.60 an hour
in July 1972 received after-tax income of $3,034, but lost AFDC-UF
benefits of $3,840 in San Francisco or $3,588 in Portland, Oregon.

Not only does AFDC-UF sometimes reverse income positions of
the employed and unemployed, it can also reverse income positions
among the unemployed. AFDC-UTF benefits available to some fathers
in certain States exceed the maximum unemployment insurance (UT)
benefits. Not every UI claimant is eligible for maximum benefits, so
the number of cases for which welfare is better than Ul is significant.
But since male UI beneficiaries are precluded by law from receiving
AFDC-UF concurrently, some are disadvantaged by UI coverage.
(In October 1974, the Supreme Court agreed to decide whether a
family can receive welfare payments when the unemployed father is
eligible for UT but refuses to accept it because welfare benefits are
higher. :

%he 1967 work incentive formula enabled welfare parents to in-
crease their income significantly. But greater work incentives for
welfare mothers and “unemployed” fathers were achieved at the cost
of larger inequities for working men and women not on welfare. This
situation illustrates a dilemma that is built into the structure of
present welfare. As long as fully employed fathers are barred from
Federal cash welfare, it will remain impossible to make any improve-
ment in the terms of welfare for broken or jobless families who are
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eligible without increasing their advantage dver workers. Thus,
improvements for welfare families will increase further the financial
incentives for family breakup and work reduction. This dilemma
can be resolved only by income supplements for all low- and mod-
erate-income workers on an equal- basis, regardless of their sex, re-
gardless of whether they work more than 100 hours per month, and
regardless of whether they recently were on welfare. The price of
equity and reduced poverty among the working poor 1s higher costs
and higher numbers of persons recelving income supplementation.

SupPLEMENTAL SECURITY INcomE (SSI)

The dilemma of need versus reward is evident in the supplemental
security income program as well. In October 1972 Congress shat-
tered welfare traditions by enacting its first Federal cash income floor
for a broad group of the population, conditioned only upon need.*
As a result, since January 1, 1974, all needy persons at least 65 years
old, plus all needy blind and disabled persons of any age, have been
eligible for supplemental security income checks from the U.S. Treas-

ury.

Although SSI checks are not financed with payroll taxes, the pro-
gram is administered by the Social Security Administration; and in
March it mailed out special gold-colored SSI checks to 315 million
persons.

SSI operates on standard rules about eligible income and resources,
and because its rules generally are more liberal 2* than those of the
old State-operated programs of adult welfare, it is believed to have
nearly doubled the number of persons eligible for cash help.*

SSI guarantees of July 1974 were $146 monthly per person and
$219 per couple; these amounts are supplemented by many States.
The range of supplements continues some payment inequities among
States, but the basic SSI guarantees established a uniform cash floor.>”

#*The only other Federal cash program for the poor is the pension program
for veterans with a non-service-connected disability, plus their dependents and
survivors.

= For the SSI basic income floor, law forbids two practices that were widely
employed by States to restrain welfare costs and caseloads: requiring old-age
relief applicants to give a lien on their house and making relatives contribute
to their support. And even if a State finances a supplement to the SSI floor.
Federal administrators will not enforce State rules about liens or relatives’
responsibility.

% The Social Security Administration, in spring 1974, estimated that almost
6 million persons were eligible for SSI checks from the Federal Government,
as follows: 3.9 million noninstitutional aged: 0.3 million institutional aged;
1.3 million noninstitutional disabled and blind; 0.2 million institutional blind
and disabled; and 0.250 million disabled children. In addition, some others
were eligible for State-administered supplements to SSI. In December 1973,
before the start of SSI, a total of 3.173 million aged, disabled; and blind persons
received aid under State programs of relief. .

7 Although the aged, the blind, and the disabled are not expected to work,
SST rules give them a financial incentive to do so. Ini the SSI program, the first
$85 of monthly earnings -(or the first $65 in earnings plus $20 in “tnearned”
income such as social security) is not “charged” against the welfare payment;
nor is 50 cents of every additional dollar. That is to say, these amounts are
ignored. Above this initial earnings exemption it takes $2 of earnings to offset
81 in benefits. Thus, single recipients are eligible for a supplementary SSI
check until monthly earnings reach $377 (two times the basic benefit of $146,
plus $85 in unconnted initial earnings). The earnings limit for couples is $523.
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" Passage of a Federal cash income guarantee has sharply reduced
inequities in adult cash welfare payments, simplified administration,
and increased maximum payments to the needy aged in 26 States.
The initial (January 1974) SSI monthly cash floor of $140, for in-
stance gave a cash boost of $65 monthly to a destitute aged man in Mis-
sissippi, $55 in' Missouri, $45 in South Carolina, $44 in Maryland, and
$43 in Tennessee. - : ‘ :

Establishment of this explicitly income-~tested supplement to social
security aims not only to make ‘welfare benefits more adequate and
equitable, but also to relieve pressure for ever higher minimum social
security benefits, which have eroded that system’s reward-equity. But
SSI itself also has reduced the relative reward for those aged, blind,
and disabled persons who paid social security taxes. For 72 percent
of the aged recipients and for 25-30 percent of the blind and dis-
abled ‘recipients, the SSI check is a supplement to a regular social
security check. Because all unearned income above $20 monthly
causes a dollar-for-dollar reduction in the SSI check, the value of
social security is sharply limited for the recipient who also is en-
titled to SSI. Under present law, his benefit income cannot exceed
that of an SSI neighbor who never paid payroll taxes by more than
$20 monthly, nor can total income vary among SSI recipiénts who
are entitled to large and small social security checks. SSI rules allow
dual recipients the same total sum monthly—$166 per individual and
$239 per couple. . '

The resulting leveling of dual SSI-social security recipients is
shown in chart 4. C -

chart 4. LEVELING OF DUAL RECIPIENTS OF SOCIAL
SECURITY AND SUPPLEME'NTAL SECURITY INCOME

5 zZ "ssxV 857
/ 2 56 <
Vie20q |

/ 1% . _
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; $146 ./ Social Security $130 $166

. % $93.80 $110

TOTAL INCOME $146 $166 $166 $166 3166

In order to more consistently reward those who paid social security
payroll taxes, it would be necessary to disregard a percentage of
social security benefits, rather than a fixed sum, when computing
SSI checks.

- Ignoring a small portion of social security income, say 15 percent,
would not increase SSI payments significantly, but it would achieve
some differentiation among former workers—slightly higher total
incomes for higher-income individuals and lower ones for lower-
income individuals—and it would raise the SSI income cutoff by $6
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for social security income, If the social security exemption were raised
to 25 percent, the reward for paytoll taxes would rise, but so would
the SgI eligibility level for social security. beneficiaries, and costs
and caseloads. Then it would take $4 in soclal security to. offset $3 in
SST. Thus, the monthly SSI cutoff income. for an individual would
rise to $195 in social security ($146X4/3). S

“The current flat $20 monthly disregard of social security income in
SSI represents a compromise weighted toward maximum help for the
poorest, and least cost. Within a given budget, a clear choice was made..
But as payroll taxes become an even larger burden and more and
more social security beneficiaries have become SSI recipients, this
compromise should be reevaluated with the aim of providing greater

reward for past work and payment of payroll taxes.
GENERAL ASSISTANCE;

Most State and local governments spend their own funds to help
a fraction of the needy persons omitted from help, or needy despite
help, by social security, unemployment insurance, and federally aided
cash welfare. . R

In January 1974, a total of 44 States and the District of Columbia
reported giving to 635,000 needy persons $55.1 million (equal to
$661 million on an annual basis). Fifty-five percent of these general
assistance payments were made in 17 large cities or counties. Al-
though information on these programs tends to be sketchy, a recent
subcommittee staff survey of public welfare benefits in 100 counties
representative of the United States indicated that of 61 counties
offering gencral assistance aid, 53 extended aid to “employable” (or
employed) single individuals, 54 to such childless couples, and 59 to
able-bodied men and their families.?® :

In the bulk of the counties providing such aid, very limited or no
financial work incentives are offered. That is, earnings tend to offset
benefits dollar for dollar (a 100-percent benefit-loss rate),” so that
one dollar more in earnings means one dollar less in aid.* For example,
in Hartford, Connecticut, the general assistance benefit level for a
male-headed family of four was $311 monthly as of July 1972. If the
man worked at a job earning $250 per month after taxes and work
expenses, his payment was $61 ($311-$250). Thus, so long as his dis-
cretionary earnings did not rise above $311, his total monthly discre-
tionary income was $311, whether he earned $10, $100, $250, or $310.

By contrast, as noted earlier, AFDC and SSI ignore some portion
of each earned dollar when computing benefits so that workers always

= Joint Economic Committee, Paper No. 15, see appendix A.

# A benefit-loss rate is the rate at which earnings or other income offset
benefits. With a 50-percent rate, 50 percent of earnings are counted as an offset
to maximum benefit entitlement, and 50 percent are ignored in these computa-
tions. With a 75-percent rate, 75 percent of earnings are charged against bene-
fits and only 25 percent are ignored or “disregarded.”

® gome localities do allow deductions of certain work expenses, such as in-
come and payroll taxes, from income counted in computing benefits. This at
least avoids making people actually worse off if they work. since a tax-free
welfare check of $300 is worth more than a paycheck of $200 plus a welfare
check of $100. ’
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have more income than nonworkers. It would be highly desirable for
more States and localities to adopt.this practice, for it encourages work:
by financial reward and achieves fairer treatment of workers and non-
workers.* However, reducing benefits at a fractional rate of earnings:
is more costly than subtracting all earnings from the maximum bene-
fits. Most States and localities have been unable to afford a work
bonus for their working poor. In these States help for the poorest,
equity of covered groups, and least-cost goals are maximized at the-
expense of incentives to work and reward for work.

Conflicting Goals in Noneash Aid

Two years after Congress passed the Social Security Act, it initi-
ated a major program of noncash aid for the poor ; namely, low-rent:
public housing. The program offered grants and loans to local public
housing authorities to help them finance construction, acquisition,.
and subsidized operation of housing units.

Within the last decade there has been an.explosion of.other aon-
cash benefit programs to provide help for needy persons outside the
Federal welfare categories and to enhance adequacy, as well, for
recipients of cash welfare:

® Medicaid—Enacted in 1965 to provide comprehensive and gen-
erally free medical services for certain groups.

® Food stamps—Revived on a pilot basis, primarily. to sell sur-
plus foods, in 1961; % given uniform national standards and
transformed in 1971 into an income guarantee for all the
needy in participating counties; and in July 1974, extended to
all counties.’s

® Services, free or subsidized (day care, legal aid, job training,
etc.).—Vastly expanded by the anti-poverty war.

@ New forms of subsidized housing to supplement the public
housing programs.—Enacted in 1968 were interest subsidies for
low-income home buyers and renters, and rent supplements.

® Basic educational opportunity gramts—FEnacted in 1972 to
entitle all needy youths to a basic stipend to help pay college
costs. » :

Two kinds of restrictions limit the ability of the poor to gain these
noncash benefits: categorical eligibility rules and closed-end appro-
priations. Medicaid, for example, generally is available only to those
who fit into a category eligible for cash welfare; this is true of some
day care programs also. Limited appropriations have prevented public
housing and basic educational opportunity grants from reaching all
who qualify for them on an income basis.

® New Jersey and Rhode Island have done this. New Jersey pays $216 a month
to a two-parent family of four with no other income, and reduces this maximum
payment by 67¢ for each earned dollar above $60. Thus, a family with %333 of
monthly earnings would receive a supplemental welfare check of $34. This
may be the first State-run negative income tax. and it is very much like the
Family Assistance Plan (FAP) originally proposed by the Administration in
1969.

* An earlier version of this program ran from 1939 until 1943,

® A few counties required additional months to prepare for program imple-
mentation.
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Of these benefits, only food stamps are universally available on the
basis of income and resources. This program has greatly increased
adequacy of Federal income maintenance, for it entitles all:needy
households to an allotmient of food-stamps equal to b}}e minimum cest
of an adequate diet, adjusted semi-annually for price increases ($1,800
annually per family of four as of July 1, 1974). In an effort to main-
tain the work efforts of recipients, the food stamp program employs
both financial inducement ang a formal work requirement. The induce-
ment is a generous benefit-loss rate, which permits recipients to keep at
least 70 cents of every “net” earned dollar (very liberally defined).
The penniless receive the stamp allotment free, and those with income
pay for the same allotment on a gradually rising scale. A family of
four with $3,200 in “net” earnings pays $852 for $1,800 worth of
stamps annually ; thus, the family may save $948 on its food budget.
The latter sum is its food stamp “bonus.” At about $7,200 in annual
gross earnings, the price of the food stamps rises close to $1,800, and:
the family becomes ineligible. .

This program illustrates the high cost—in the number of eligibles
and dollars—of providing even modest help to all needy groups on
the basis of relatively generous rewards for work. The cost of liberal
work incentives is to extend eligibility up the income scale. Unpub-
lished studies indicate that at some time during the year ending July
1, 1977 a total of 60 million Americans might be eligible for food
stamps on an income basis (compared with an expected peak of 50
million eligible at some time in fiscal year 1974) and that the cost
in the Nation’s bicentennial year could rise to $10 billion if all eligi-
ble persons were to obtain stamps. .

To confine food stamps to the poorest and to limit costs, one would
have to impose a steeper purchase-price schedule for the stamps,
such as 80 cents for each dollar of “net” earnings. If that were done
today, it would reduce the cutoff for eligibility to about $2,700 in
gross income. This would cause a new problem: a reduced incentive
for a low-wage person to work. At zero earnings one could receive
$1.800 in free food stamps. At net earnings of $1,800, however, the
bonus would sink to $360 because one would have to payv $1.440 for
the same stamp allotment (compared with a bonus of $1,308 under
today’s rules). Thus, the price of lower costs and caseloads would be
less reward for work and lower benefits for all but the penniless.

Public housing is in short supply, available only to a few of the
persons eligible for it because of limited appropriations. However.
those who obtain it have enjoyed a low benefit-loss rate since 19705
their rent goes up at most 25 cents per extra dollar earned until they
earn enough to be required or enabled to move out. This benefit
schedule should not impede work incentives. But the supply shortage
causes. discrimination against those on the waiting lists. Applying the:
concept of equity to public housing and othér subsidized rent and
homeownership programs is a vexing matter. Theoretically, since
so few benefit, the program is highly unfair. Even though the supplv
of apartments is being expanded by the leasing of private units. it
seems unreasonable to expect the number of public housing units to
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equal demand in the short term.** Because of this problem, some have
advocated direct subsidies to individuals, not housing units, in the
form of housing allowances or housing vouchers. T
The cost and potential coverage of such proposals illustrate the enor-
mity of the jump from subsidies for a few eligibles to fair benefits
for all eligiblés, especially undér a formula which rewards work. To.
ive all households with zero “available résources” * a basic housing
%eneﬁt between $1,600 and $2,100 for a family of four, depending on
where they live, and to charge: all other households one-fourth of
available resources for the same benefit, it has been estimated, would
haye cost at, least $12 billion under 1974 conditions.®® If housing prices
were.to rise 10 percent in response to the housing allowance? the num-
ber of eligible units would rise, boosting costs above $15 billion. Re-.
stricting the housing allowance to families with chjldien would lower
egtir)nated costs to $6.6 billion ($8.5 billion assuming a 10-percent price
rise). : :
Medicaid may be offered by States to near-poor families who fit the
categories of AFDC, but only half the States do so.®” In the
majority of States medicaid benefits are cut off abruptly when
counted income exceeds welfare eligibility limits. In these States, the.
marginal benefit-loss rate can far exceed 100 percent; a small in-
créase in earnings, such as $10, can cause the “sudden death” of bene-
fits valued at hundreds of dollars. Restricting coverage to only cer-
tain types of families and imposing rigid income limits on them
saves money and concentrates benefits on some among the very poor,
but creates inequities and discourages work for those at the eligibil-
ity margin,38 . : . i
To eliminate these wrinkles in our health care programs for low-
and ‘moderate-income people will not be easy. Providing in every
State the most generous medical benefits available in any State would
be costly, even if benefits were confined to only those groups now
eligible, and even a universal health insurance plan could re-
quire some contributions in the form of premiums, deductibles, or
co-payments from some who have been receiving completely free
care. Yet the prospect of cutting back the most generous benefits in
order to extend coverage to excluded groups faces serious obstacles.
Day care benefits, like public housing and medicaid, have been too
expensive and too scarce to be provided on an equal basis to all. HEW

* Construction of additional low-rent units might lower rents for nonrecipients
by increasing the supply. ) ’

® Available resources equal money income, plus one-fourth of assets in excess
of $10,000 a year ($5,000 for households with aged head), less $300 for each
household member working at least 20 hours a week, less social security taxes.

*REdward R. Fried, Alice M. Rivlin, Charles L. Schultze, and Nancy H.
Teeters, Setting National Priorities, the 1974 Budget (Washington, D.C.: Brook-
ings Institution, 1974), p. 142. :

¥ States also may offer federally aided medical services to needy children of
employed fathers, although they are ineligible for ecash help. However, only 14
States and the District of Columbia do so.

® However, it does not discourage work for those well below the eligibility
cutoff, since benefits are substantially free. Unlike the food stamp program,
medicaid has no income-related fee schedule for persons below the eligibility
limit. :
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estimates that governmental child care expenditures in fiscal year
1973 (Federal and State) exceeded half a billion doNars and averaged

-about $1,090 * per child, as follows:

B LI

Child

Ausplees Outlays ?iiv:’ffa" Cost pcrv child
Social services funded care.. ._..... $482, 133, 000 408, 000 $1, 182
Work incentive project (WIN) .

CAT - - - ecommeemeemcemmmm e 49, 687, 000 80, 100 1 620
Child welfare funded care__..___. 21, 800, 000 18, 000 - 1,111

1 This per child figure is relatively low because much of the WIN-funded care is provided in homes. ¢

In.addition, AFDC reimbursed welfare mothers for an estimated
$80,100,000 spent on child care. . : =
The Brookings Institution has estimated annual costs, under fiscal
1974 conditions, of providing day care for pre-school children of work-
ing mothers. A plan that provided free day care vouchers valued at
$1;§750 per child to all such children in families with income under
$3,000 and that charged a sliding scale for those with higher income
would cost from $4.7 billion to $5.9 billion, depending on the fee sched-
ule. The minimum cost plan would impose a fee of 22 cents i)er_—dollar
above $3,000, cutting off eligibility at $10,800; the high cost plan would
reduce benefits by 14 percent of income, ending eligibility at $15,200.4°
Because costs preclude giving the same range and quality of serv-
ices to all, comprehensive benefits such as medicaid and devéelop-
mental day care are provided free for some, but denied to others of
equal-or greater need. Since moderate benefit-loss rates (to financially
encourage and reward work) like that of the food stamp program
would 11ft eligibility limits well into the middle class, noncash bene-
fits often are given, and given free, only to those already qualified as
“needy” by certification for cash welfare. - _ Lo

: S_umm_éry o

The current “crisis” in welfare is in large measure due to the mush-
rooming growth of an array of programs that were inaugurated: at
different times to meet specific problems by means of different strat-
egies. A series of piecemeal efforts have created a system built on con-
flicting principles. : AR A

(1) The evolution of most of our major income maintenance pro-
grams shows an unending struggle among competing goals valued by
society: (a) benefit adequacy versus work incentives; and (&) equal
help for equal need versus differential rewards for past work and
saving. In general, adequacy and need-equity have won greater ac-
ceptance than work incentives and reward-equity. :

_ (2) With economic growth and rising tax revenues, much of .the
increase in welfare expenditures has been made on a basis of “now we
can afford to do such-and-such.” Expenditures for social insurance

» Bstimated spending on-day care of $1,090 :per child in 1973 exceeded by
more than $300 the median States cash sum given per child to penniless mothers
Oif three children for, all other needs of the child, Such.an imbalance is hard to
defend. . o . . .

“ Fried et al., p. 167.
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and aid to the needy were $102 billion in 1973. In 1940 they were $2.5
billion, plus another $2.4 billion for work-relief programs. Since 1935
there has been no effective revision of an overall national strategy for
'income maintenance.

(3) Social security originally was devised as a wage-replacement
‘scheme, but benefit schedules have been continuously revised in the
direction of stressing need at the expense of reward-equity. Benefits
for dependents have been liberalized, and minimum benefits have been
raised proportionately more than average ones, so that while avoiding
‘an explicit means test the program has come to fill more of a welfare
and less of a wage-replacement function. A favorable demographic
situation and rising productivity have enabled the program to bear a
heavy welfare burden in recent years, but continued low birth rates
i,nd stagnating real wages are likely to cause a funding crisis in the
Tuture. '

(4) The supplemental security income rogram implemented in
1974 has further reduced the work-reward function of social security
for recipients at the lower end of the QASDI payment scale by pro-
viding a nationwide income floor for all of the aged, blind, and
disabled.

(5) The maintenance of State options in federally financed welfare -
programs like AFDC has resulted in a great range of benefits paid to
families, creating large regional inequities and incentives to migrate.
On the other hand, SST and the food stamp programs have established
uniform nationwide benefit floors.

(6) AFDC was historically an attempt to administer welfare relief
on a categorical basis, that is, to mother-headed families only. Many
observers feel that it has failed, both by establishing incentives for
families to split up or never to form, and by inequitable treatment
Tor equally poor two-parent families. :

(7) The AFDC-unemployed father program was a partial attempt
to extend the program to male-headed families. However, only about -
half the States have chosen to offer this program. .

(8) The old dichotomy between work and welfare is obsolete, since
- Inany persons it was once thought should not work now are working,
including 50 percent of mothers with only pre-schoolers and almost
60 pefeent of these with only schoolage children.®! On the other hand,
national concern with poverty has focused increasing attention on the
needs of the working poor, traditionally excluded from most welfare
programs,

(9) The idea of providing aid to workers on terms that allow some
reward for work has won increasing acceptance in recent, years. It has
been adopted for AFDC mothers and AFDC unemployed fathers, for
food stamp recipients, for public housing tenants, for SST recipients
and for social security beneficiaries. But failure to coordinate these
programs often leads to a cumulation of benefit-loss rates that dilutes
work incentives. In some cases, a flat ceiling on permissible earn-

< Of mothers raising only schoolage children by themselves, 70 percent worked

in 1972. See U.S8. Department of Commerce, Bureau of the Censur, “Charadter-

istics of the Low-Income Population, 1972,” Current Population Report, Series .

. P80, No. 91 (Washington, D.C.: Government Printing Office), pp. 104-105,
table 34. L
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ings creates a “notch”—a situation where an extra dollar earned may
cost the recipient hundreds of dollars in benefits.

(10) An array of noncash programs has blossomed to fill some of
the gaps in coverage of existing programs and enhance benefit ade-
quacy for those already on welfare. They have raised a host of new
problems. An incentive has been established for families to remain
‘on cash welfare in order to retain eligibility for benefits in kind.

(11) The opportunity for some families to obtain benefits from
many programs simultaneously has made it possible for a few welfare
families to acquire relatively high real incomes. On the other hand,
limited availability of in-kind benefits like housing, medicaid, and
child care has meant that other needy families coulg receive no help
at all. So in-kind benefits have established new inequities.

(12) In-kind benefits have also raised accounting problems, as the
Census Bureau has been unable as yet to include the dollar benefit
of these values in measuring family income. A new element of un-
certainty has been introduced in the measurement of poverty.

(13) Improvements in the separate design of programs cannot
remedy the basic inequity of the system. Indeed, as long as working
fathers and nonaged persons without children are barred from feder-
ally aided cash welfare, they will be penalized by measures that liber-
alize such aid. :



Chapter III. DEFECTS OF THE EXISTING SYSTEM :

Instead of forming a coordinated network in pursuit of well-de-
fined goals, our Federal, State, and local income maintenance pro-
grams are an assortment of fragmented efforts that distribute income
to various persons for various purposes, sometimes on conflicting
terms and with unforeseen effects. . :

To know how well this non-system treats a needy person, one has
to know many things besides his income and family size. How' old
is he? Where does he live? Is he a veteran? Is he an Indian living .
on a reservation? Where did he last work? What rent does he pay?
Is he disabled ? How much has he saved ¢ What is his auto worth ?

Two primary factors have inhibited a uniform system of equitable
aid: a heritage of local responsibility, and a habit of approaching

“social problems in isolation. i :

Only with passage of the 1970 food stamp amendments and enact-
ment of supplemental security income in 1972 did the Federal Gov-
ernment set national eligibility rules and benefit levels for welfare aid
to groups other than veterans. States still decide how large an AFDC
check will go to a penniless family, and, within bounds, who shall be
eligible for it. State decisions also govern who is covered by medicaid,
who gets into free day care, and, to a lesser degree, who gets food
stamps.* Local authorities control admission to public housing and
cash aid for persons not helped by AFDC or SSI.

The habit of approaching problems in isolation has led to frag-
mented and inconsistent legislation and administration. Qur income
security programs are shaped by at least 21 committees of Con-
gress ® and by 50 State legislatures, by six Cabinet departments and

! Eligibility for AFDC, a State decision, confers automatic eligibility for food
stamps under Agriculture Department regulations.

*House Ways and Means Committee and Senate Finance Committee—AFDC,
supplemental security income, social security, unemployment insurance, medi-.
care; Veterans’ Affairs committees—veterans’ pensions, compensation, and
educational benefits; House Agriculture Committee—food stamps; Senate Agri-
culture and Xorestry Committee—food stamps, school meals; House Edu-
cation and Labor Committee—black lung benefits for miners, school meals,
Federal employees’ compensation; Senate Labor and Public Welfare Com-
mittee—Federal employees’ compensation, black lung benefits for miners,
railroad retirement and unemployment insurance; House J udiciary and Senate
Foreign Relations committees—Cuban refugee assistance; Appropriations com-
mittees—Indian assistance and appropriations for all programs; Post Office and
Civil Service committees—civil service retirement ; Armed Services committees—
military retirement ; House Commerce and Health—railroad retirement and rail-
road unemployment insurance, medicaid; Interior and Imsular Affairs com-
mittees—Indian health; House Banking and Currency Committee and Senate
Banking, Housing and Urban Affairs Committee—housing ; Senate Finance Com-
mittee—medicaid. This list shows jurisdictions effective in the 94th Congress.

60,
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three Federal agencies,® by 54 State and territorial welfare agencies ¢
and by more than 1,500 county welfare departinents, by the U.S.
Supreme Court and many lesser courts. o T

Each of the congressional committees typically deals only with its
own subject area, although changes in one benefit program, such as
cash welfare or social security, commonly affect another, such as food
stamps or veterans’ pensions. Because of the categorical nature of
the “system” and the restricted viewpoint of the Executive -agencies
and congressional committees, attempts to remedy one problem tend to
create another. - o o :

For instance, the Agriculture Department, by regulation, decreed
that all recipients of cash welfare should be eligible for food stamps
regardless of their income, marring the design for uniformity that
Congress thought it was adopting in 1970. ' o

None of the committees with legislative jurisdiction over income
maintenance programs has the duty to appraise the total effect of the
decisions of all. The omission is serious. As a result, persons can be
cnrolled in several programs, the terms of which discourage work
and provide income that far exceeds their earning potential. If such
multi-beneficiaries reduce work, their lost wages are largely offset by
higher benefits; if they increase work, they suffer heavy benefit losses.
Even relatively liberal work incentive rules of individual benefit pro-
grams are diluted when added together. ... -. . '
. So the real issue which demands consideration is the equity, ade-
quacy, incentive effects and administrative simplicity not of each sepa-
rate program, but of the system as a whole as it applies to each family
or individual in need .of help. o o

Equity

1. “A caste system for thé poor?”.—“The root of the problem . . .
lies right. in the Social Security Act, which crédtes a caste system for
the. poor,” Robert J. Friel, director of assistance payments, Georgia
State Department of Family and Children Services, told the subcom-
mittee in Atlanta in June 1972. He added: “We put people in little
boxes and we say, ‘if you happén to be 65 or ‘over you can get help: If
you happen to-be permanently and totally disabled you can get help.
If you hagpen.to be blind, you can get help.” You can be literally starv-

* Department of Health, Education, and Welfare—AFDC, supplemental se-
curity income, social security, medicaid, most pre-1974 black lung benefits-for
¢oal - miners, medicare, Indian health,: Cuban-refugee. assistance; Labor Depart-
ment—unemployment insurance, Federal employees’ compensation, -food: stamp
work registration, AFDC work registration, new black lung benefit claims;
Agriculture Department—food stamps, school meals, rural housing, school milk;
Interior Department—Indian assistance; Housing and Urban Development—
housing programs; Defense Department—military retirement; Veterans’ Ad-
ministration—veterans’ pensions, compensation, and educational and housing
benefits; Railroad Retirement Board—railroad retirement and unemployment
insurance; and Civil Service Commission—civil service retirement.

. ;In(;:luding the District of Columbia, Guam, Puerto Rico, and the Virgin
slands.
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ing on the street and if you don’t meet one of these technical eligibility
requirements, you can’t be helped.” s . 4

At issue here is the tradition of maintaining cat,eiorical programs
of aid for the poor. Data from a 1971 survey by the University of
Michigan Survey Research Center, presented in table 5, summarize the
inequity of the existing system of income maintenance. Admittedly,
the data are only roughly related to the prohlem of categorical
eligibility for welfare per se, because they measure.the effect of all
forms of transfer payments on people’s income—private pensions,
public employee retirement pensions, social security, veterans’ pen-
sions and compensation, unemployment insurance, cash welfare, and
the cash value of food stamps. But they do give a rough notion of the
extent to which the existing system of income maintenance helps cer-
tain sectors of the population and ignores certain others. '

The categorically eligible—the aged, the blind, the disabled and
female-headed families—receive the lion’s share of all transfer pay-
ments. Relatively little goes to childless units with nondisabled and
nonaged heads and to families with children headed by a nondisabled
and nonaged male. Together; these two groups constitute 38 percent of
the poverty population after transfers but received only 13 percent of
transfer payments, according to the Michigan survey. So one central
issue of equity in the present system is the relative neglect of this 38
percent, as compared with the help given to the other 62 percent.

" 2. Variations in State and local benefit levels.—These constitute the
second major inequity of the present system of income maintenance.
In general, AFDC, SSI, State supplements, general assistance,
medicaid, and public housing benefits are lowest in the South, and in
areas likely to be poorer, more rural and more black than average.

Data on:the regional imbalance in AFDC aid relative to the dis-
tribution of the poverty population aré shown in table 6. The cumu-
lative effect of markedly varying payment rates and eligibility levels
is that the Northern and North Central States are giving away about
three times as many dollars as the Southern States relative to their
populations of poor female-headed families with children. In the West,
twice as many dollars per poor family are being spent as in the South.
Put otherwise, about 37 percent of poor female-headed families with
related children under 18 were in the South in 1973, but only 17 per-
cent of AFDC funds were being spent there in 1974, By contrast, the
Northeast contained 22 percent of stich poor families but spent 34
percent of such funds.

¢ Joint Economic Committee, Problems in Administretion of Public Welfare
Programs, p. 1280.



TaBLE 5.—Overall effect of transfer payments® on poverty status of American famalies, 1971

Annual Value of
Units with incomes below pov- . Units remalning poor value of transfers transfers
) erty standard. before trausfers Pretransfer-  Percentage after transfers to units with to units
Total e poor  pretransfer- —————————————— incomes below with incomes
units - Individ- Porcent of  units made poor Individ- poverty standards above poverty
United Per- uals pretransfor- nonpoor by  units made uals before transfers standards
) Btates Units ‘oent in units?  poor units receipt  nonpoor by Units  in ynits? — : befors
Families and yn- {thou- (thou- of total (thous- “receiving  of transfers receipt (thou- thou-  Average Aggregate transfers
related inalvlglxl\_ala sands) sands)  imits ands) transfers (thousands)  of transfers sands) sands)  per unit (ﬁljlons) (billions)
Units with aged
heads.._._..... 12,974 6,977 54 11,800 97 4, 006 57 2,971 5,100 $1,789 $12. 48 $9. 53
Units with non-
aged, disabled
head........2.. =~ 3,567 2,041 57 6,100 89 745 3 1,206 4,000 2, 107 4. 30 1.35
Units with non- .
aged, nondis- .
abled head
without
children..._.__. 24,129 2,356 10 3,100 43 536 23 1,80 2,400 619 1. 46 2. 38
Units with non- - .
a,ge_d pondis--
8 leémale
head with - .
children_.____.. 28, 671 1, 659 6 9,600 49 355 21 1, 304 7, 100 1, 126 1. 87 3.19
Units with non- .
sged, pondis-
sbled female'
head with
¢hildren........ 4,706 2,027 43 8,700 83 790 30 1,237 5,300 2,387 4 84 1.77
Allunit__._._... 72,046 15,059 . 21 39, 200 80 8, 627 23,900 1,656 24.94 18. 21

6, 432 - 43

3 ;rllans!qr payments here Inciude Pﬂvate nsions, public employee retirement bene-
fits, saclal security; veterans’ penslons and compensation, unemployment Insurance,
welfare, and ti cash value of bonus food stamps.* '

! Bs
hungdred thoyspnd;y

of thshumber of individuals in egch grou}) hgve been rounded to the nearest

Note.—Detail may not add to totals due to rounding.

Source: Barth et. al., tables 4-8. Based on data gathered for 1971 by the Uuniversity of
Michigan Survey Research Center. Values in last 3 columns were obtalned from un-
published tabulations by the U.S. Department of Health, Education, and Welfare,
Office of the Becretary. i s

€g -
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TABLE 6..-‘—-Regional drstribution of AFDC payments and poor female-
headed families with children, 1973 _

1973 poor female-headed
families with related Families recelving AFDC in Jan-
. children under 18 1 uary 19742 Ratios

~ Number Number Monthly Percentof (3) (CY) @

. (thous- Percent of (thou-  benefits total - + =

Region sands) total sands) (millions) benefits (1) 3) (1)

63} (2) 3) (¢ (5) ®) @ 8)
Northeést_ - 444 22.3 807 $216 344 1.82 §$268 $486
North Central. 417 2L 0 817 177 28.2 1.96 217 424
South________ 731 36. 8 892 105 16.7 1.22 118 144
Westoeo oo - 395 19. 9 609 129 2006 1.54 212 327

Total__. 1,987 100.0 3,123 627 100.0 1.57 201 315

1 Number of female-headed families in poverty with related children under 18 taken from 1970 census for
each region, then adjusted to 1973 CPS data to take account of the change in the total number of female-
headed familles in poverty by region and the change in the overall national ratio of such
families with children to the total number of such families, U.S. Bureau of the Census,
Census of Population, 1970, General Social and Economic Characteristics, United States
Summary (Washington, D.C.: U.S. Government Printing Office, 1972); and unpublished

tabulations from the 1973 CPS. L L
2 U.S. Department of Health, Education, and Welfare, ““Advance Copy of Public Assistance Statistics,

January 1974,” issued May 14, 1974.
NoTe,~—Detail may not add to totals due to rounding.

Moreover, within each State, inequities in welfare payments arise
simply due to the enormous discretion of caseworkers. Thus Carol
Robinson, caseworker aide in the Fulton, Ga., County Department of
Family and Children Services, told the subcommittee: “. . . there is
an inequity in.the rules. A great deal of the rules are enforced on
individual levels so far as the caseworkers and casework aides are
concerned. It’s more or less up to the individual’s interpretation as to
how he carries out these rules. . . . Because there are so many cases,
it is impossible to follow through each one to the absolute letter of
the rule.” ¢ .

An extreme instance of State-to-State variation is the medicaid
program, as illustrated by the data in table 7. Although many of the
poor in each State are ineligible for medicaid, medicaid vendor pay-
ments divided by State poverty populations yield convenient
measures of benefit variation. One-quarter of all medicaid expendi-
tures are made in one State, New York, which contained about
7.3 percent of the Nation’s poor people in 1969. Vendor pay-
ments per.poor person in New York are more than 12 times what they
average in the 16 States with the lowest vendor payments. The New
York payments are actually 25 times greater than payments per poor
person in South- Carolina, the lowest State. Taken together, the seven
States with highest medicaid payments provide 57 percent of pay-
ments while containing one-quarter of the poverty population, whereas
the 25 States at the bottom of the medicaid ladder contain half of the
poverty population but disburse only 19 percent of medicaid pay-
ments.’ To: be sure, there:is -great régionalpvariation in the cost of
medical. services, -but- it is:hardly comparable.to the range in vendor

ayments. . Chart-5 specifiés State- variations in the services covered

y medicaid and: in-help provided:for the-“medically indigent.”.

* Ibid., p. 829.
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 TabLE 7.—Medicaid vendor payments by State, ranked in order of August 1973 per capita payments to States’ 1969
poverty population ~

Per capita : ' : Cumulative

payments August, 1973 ’ Cumulative 1960 poverty Percent of percent

to poverty payments Percent of percent of  population poverty poverty

States ! population (millions)? payments? payments?® (thousands)¢ population population &

New York_ - .ol . $103. 8 $206. 2 25.5 25.5 1, 986 7.3 7.3
Massachusetts, California, Connecticut, Vermont, Michi-

gan, Nlinois_ - _________ . __. 53.2 256. 6 3.7 57.2 4, 821 17.8 25. 1

Next 16 States .. ... e e 31.9 185. 1 22. 8 80.0 5, 811 215 46. 6

Next 9 States. .o ooo.____.. e mm——— 15. 8 79. 1 9.8 89. 8 5,019 20. 5 65. 1

Bottom 16 States_ - . .. - 8 2 73. 2 9.1 98.9 8, 935 32.9 98.0

Total for 48 States_ . . ... o ._._. 30.1 800. 3 98. 9 98.9 26, 572 98.0 98. 0

1 Includes District of Columbia. Excludes Colorado and Alaska because medicaid
data unavailable; excludes Arizona which did not have medicaid program in 1973. Also
;sxc‘l&udes Glm;ran, Virgin Tslands, and Puerto Rico with $9 miliion in medicaid payments
n August 1973, .

2 Data from U.S. Department of Health, Education, and Welfare, National Center
for Social Statistics, ‘“Medical Assistance (Medicaid) Financed Under Title XIX of the
Social Security Act, August 1973,” May 7, 1974,

3 As percent of total medicaid payments of $809,304,486. Does not add to 100 percent
because of exclusions noted in footnote 1, .

¢ Census of Population, 1970, General Social and Economic Characleristics, United Stafes
.?u?mctz’;yl,)table 182. This total excludes the poor in Alaska, Colorado, and Arizona (see
00tno! . .o .
§ As percent of the total 1969 poverty population (27,124,985) of 50 States and the Dis-
trict of Columbia. Does not add to 100 percent because Colorado, Alaska, and Arizona
were excluded (ses footnote 1). .

NoOTE.—Detail may not add to totals_due to rounding.
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3. Variations in neediness of recipients.—The combined effect of
categorical eligibility, State benefit variation, caseworker discretion,
and the stigma that attaches to welfare creates a situation in which
public assistance is unevenly distributed relative to families’ income.
(Public assistance here includes AFDC and the programs of cash
aid to the aged, blind, and disabled that were superseded by SSI.)
Instead of going first to families and individuals at the very bot-
tom of the income scale, public assistance goes to many household
units above the poverty threshold, while the majority of families
and individuals below that level receive none at all. The 1972 Cur-
rent Population Survey indicated that out of $7.7 billion in reported
public assistance income in that year, $3.6 billion went to nonpoor
families and individuals. Meanwhile, only 36 percent of poor families
and 18 percent of poor unrelated individuals. received any public
assistance cash at all. .

A more detailed breakdown of the distribution of public assistance
by ratio of 1972 income to the poverty threshold is shown in table 8.
It appears that large numbers of families, especially male-headed
families, received public assistance even though their income was more
than 1.5 times the poverty level. Table 9 shows data on the receipt of

ublic assistance from the 1970 Census, indicating that only a minor-
1ty of those families and individuals with incomes above the poverty
level and receiving public assistance would drop below the threshold
if they did not receive assistance.

The same pattern is repeated in the food stamp program, where
it is estimateg that only 30 to 40 percent of eligible persons actually
make use of the program. A study by the Census Bureau indicated
that only 53 percent of poor families in 1972 actually purchased food
stamps between June 1, 1972 and May 31, 1973. Meanwhile, fully 47
percent of the families reporting food stamp purchases during the
period were nonpoor. Also, only 31 percent of poor unrelated indi-
viduals bought stamps, while at the same time 31 percent of all indi-
viduals buying stamps had 1972 incomes above the poverty level.”

*John F. Coder, “Results of a Survey on Household Participation in the Food
Stamp Program: Data from the June 1973 Current Population Survey,” paper
presented at the August 1974 American Statistical Association meeting.



TaBLE 8.—Receipt of public assistance by ratio of income’ to poverty threshold and sex of head, 1972

{In thousands of families and individuals] 2

Families Unrelated individuals
Ratio of income to poverty threshold Ratio of income to poverty threshold
1to 1.25to 1.50 All 1to 1.25 to 1.50 All
Units by receipt of public assistance (PA): Under 1 1.4 149 andup = families Underl 1.24 149  andup individuals
Male heads and individuals: -~ . : ’
Receive PA__ . . ____ ... 539 214 173 701 1,627 259 66 37 37 399
Share of PA in income: : : .
0.01-0.49 .. __ - 278 160 142 670 1,250 92 20 16 25 153
0.50-0.99 e 197 40 25 .27 239 34 22 11 11 78
1.00_ e 113 13 6 6 138 133 24 ( 10 1 168
ReceivenoPA___ __ . __ 2,377 1,478 1,904 40,379 46,139 1,151 383 405 4,335 6, 274
All units_ _ oo~ 2,917 1,692 2,077 41,080 47,766 1,410 449 442 4,372 6, 673
Female heads and mdlvxduals
Receive PA_. . . ___ - 1,278 259 152 311 2,000 637 181 85 53 956
Share of PA in income: : L
0.01-049 ..o 266 129 105 286 786 244 81 46 38 409
0.50-0.99 . ___ - 408 74 35 20 537 95 48 29 10 182
100 .o 604 56 - 13 4 677 298 52 11 4 365
Receiveno PA___ . _______________. 881 320 301 3,107 4,607 2,836 931 745 4,670 9, 182
All units_ - oo 2,159 579 453 3,418 6,607 3,473 1,112 830 4,723 10,138
1 Inoome is total, post-transfer income. NortE.—Detail may not add to totals due to rounding.

8 Data {ncludes ail families and individuals, regardless of age of tamily head or individual Source: “Characteristies of the Low-Income Population: 1972,” and U.S. Bureau
or presence of children, of the Census, Supplementary Report on the Low-Income Populalum series P-60, No. 95.

(oA
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TaBLE 9.—Nonpoor families and individuals receiving public assistance,
by sex and age, 1969 .

Nonpoor units which
Nonpoor units would be podr Units which
receiving P.A. without P.A. would remain
Famlily type by age and sex of head nonpoor
Thou- Mean Thou- Mean  without P.A.
sands of income  sands of i th ds
units surplus? units surplus of units)
Families: :
Male-headed: .
Under 65 . ______. 801 $6, 282 114 $1, 039 687
65and over___._______ 269 3, 572 90 684 179
Female-headed
Under 65_____________ 367 3, 186 143 808 224
65 and over._________. 102 3, 460 31 627 71
Unrelated individuals: : .
ales:
Under 65 ____._ 62 2,112 29 522 33
65andover.__.___.___ 63 1, 274 43 481 20
Females: :
Under 65.____.______ . 91 1, 312 59 455 32
65andover__._____.._ 159 972 124 427 25

1 Income surplus is the amount of annual income which exceeds the poverty level. Becauss public assist-
ance programs examine income need and pay benefits on a monthly basis, persons who are nonpoor on an
annual basis may receive public assistance in months during which their income falls. Moreover, the Census
definition of families includes households in which more than one parent-children family or single individual
or childless couple resides. . .

Norte.—According to the Census, aggregate public assistance receipts by nonpoor families in 1969 were
81,8&000,000. Poor families got $1,540,000,000. Nonpoor individuals got $470,000,000 and poor ones got $550,-

Source: U.S. Bureau of the Census, Census of the Population: 1970, Subject Report 94, Low-income
Population, 1978. :

Adequacy

The customary approach to assessing benefit adequacy has been to
compare the maximum payment of a given cash benefit program with
the cost of some minimum basket of goods and services or some thresh-
old level of private income. Ultimately, however, the question of
adequacy is a political one, raising the issue of the level of living at
which society as a_whole wishes to maintain its poorest members. In
large part, it is simply a matter of the ability and willingness of
soctety to pay for income maintenance.

Furthermore, under the existing system, there is an inherent con-
flict between adequacy and equity. The more “adequate” the benefits
for some, the more inequitable 1s the system to those categorically
ineligible to receive any benefits at all. There is yet another reason
for avoiding absolute notions of adequacy. Ultimately, society may.
have to choose between providing “adequate” benefits to some poor
persons, or “inadequate” benefits toall. - - :

Nevertheless, statistically determined “poverty thresholds” are use-
ful tools of analysis. The arbitrariness of any poverty threshold can be
overcome by simply using it as a base for a scale relating income to
“needs.” The threshold is then the point at which the income-needs
ratio equals 1.0. It may be that the Nation can only afford to support
an income floor below the so-called poverty threshold—say, 0.7. The
threshold remains a useful tool of analysis because it attempts to estab-
lish comparability between the living levels of various families and
individuals. .
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On the other hand, the poverty thresholds themselves may or may
‘not reflect an accurate measure of how much income is required for
families of various sizes to be equally well off. The thresholds are based
on extrapolations of food consumption studies. They do not take -
account of the economies of scale that may be greater in nonfood con-
sumption. A study by Lee Rainwater, based on a survey of public
opinion in Boston, suggested that “the man on the strest” thinks a
family of seven persons needs 1.5 times as much income as a family of
two to “be at an equal living level” at the poverty threshold.® By con-
trast, the Social Security Administration’s poverty index gives a seven-
member family about 2.5 times as much income as a two-member one.
So there is considerable disagreement about conversion rates between
families of varying sizes.

“Adequecy” concerns a relationship between actual benefits and a
given standard. Taking the existing official poverty standards as given
for the moment, let us consider the benefit side of the comparison.?
There is a tendency to assess benefit adequacy in terms of their maxi-
xélum payments to penniless persons. This procedure has three major

aws: 4 : o

(1) It ignores the fact that most needy households have some private

income (see table 10). They are not totally dependent upon the public

8U.8. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
“Poverty, Living Standards, and Family Well-Being,” by Lee Rainwater, The
Family, Poverty, and Welfare Programs: Household Patterns and Government
Polices, Paper No. 12 (Part I1I) (Washington, D. C.: Government Printing Office,
1973), p. 207.

" A given year’s poverty index reflects price change since the preceding year.
.Since it is based on a fixed food plan, the index measures absolute poverty and
takes no notice of the rising standard of living. In 1960 the poverty threshold for
a family of four amounted to 54 percent of median family income, but by 1973 it
had shrunk to 37 percent of the median. In the same interval the absolute number
of persons and families in poverty, as measured by the Census Burean index, fell
42 percent, from 39.9 million to about 238.0 million. However, the distribution of
income among quintiles was relatively unchanged. )

‘For a discussion of absolute and relative measures of poverty, see Robert W.
Kilpatrick, “The Income Elasticity of the Poverty Line,” The Review of Eco-
nomics and Statistics, LV, No. 3, August 1973, pp. 327-32. Kilpatrick advances
the thesis that growth in average income increases the poverty line, but by a
lesser proportion. He says that the income elasticity of the poverty line in recent
years seems “much better estimated as about 0.6 than as zero or one.” This as-
sumption implies that the proportion of the U.S. population in poverty declined
from 22 percent in 1959 to 18 percent in 1971 (whereas under the absolute index
of the Census Bureau it fell to 12 percent, and under the relative standard it
stayed at 22 percent).

The poverty thresholds used—actual for 1973 and estimated by subcommittee
staff for 1974 (based on an increase of 11.42 percent in the cost of living)—
follow: - . ’ . .

July
Type of famiiy 1978 1974
Nonfarm:
1 person: :
Under 65____ . _____. $2,307 - $2, 570
65andover_________________________.__ 2, 130 2,373
2 persons: .
Headunder 65_ ____________________ F—_— 2,084 3, 322
Head 65 and over. __ __________________ 2, 688 2, 994
4-person family____________________________ 4, 540 5, 058
Farm: : ' ) .
2-person, aged____. __.____________.___..____ 2, 285 -2, 545

4-person family_ .. ___ ____________________. 3, R71 . 4,312
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for “adequate” support. In 1972, only 17 percent of the Nation’s fami-
lies who were classified as poor by the Census Bureau had zero money
income other-than public aid, including 6 percent of the families
headed by men and 32 percent of the poor families headed by women.
Only 14 percent of all families; 10-percent of poor white families and
24 percent of poor black families, were totally dependent on cash wel-
fare. Another 3 percent of all families had zero money income.® It is,
therefore, necessary to ask how an income maintenance system treats
the poor with private income, not just how much it gives to the
penniless. : A

(2) It ignores the existence of multiple benefits, many of which are
in kind rather than cash. Chart 6, for example, based on a survey made
in January 1973, shows the proportion of AFDC families who re-
ceived other selected benefits, Thus, to measure only cash bénefits, as
the Census Bureau does, is to obtain a misleading and incomplete
picture.

TasBLE 10.—Proportions of poor families with specified kinds of income in
1972

[In percent]
Rents, Public Private
Poor {amilies by race and sex - . Social dividends, assist- Other!  pensions,
of head Earnings security interest ance transfers alimony
All poor families 2 __ ... 63 25 13 36 9 9
Male-headed __________ 72 30 17 . 18 12 5
White._____________ 70 31 20 17 12 5
Black .- 79 28 6 25 12 4
Female-headed_ ... ____ 51 19 ~ 8 59 5 14
White_.______ cmmem 51 - 19 12 50 6 19
Black ... ____._..__ 51 17 1 71 3 9
All white families________ 64 27 17 28 10° a 9

All black families..__.__ - 61 21 3 55 . 6.

1 Other transfer payments consist of unemployment and workmen'’s compensation, government employee
pensions, and veterans’ pensions.

2 Census Bureau defines a family asa dgro;l[r of 2 or more persons related by blood, marriage, or adoption,
.and living together. These data include poor male- and female-headed families, including those over
65 and those without related children.

lggource: “Characteristics of the Low-Income Population : 1972,” tables 41-42, pp. 124—

(3) It ignores the fact that benefit levels are not comparable to
ordinary private incomes. Since benefits involve no work expenses or
taxes, a benefit dollar is simply worth more than a wage dollar.
For example, it required $619 in gross earnings (after taxes and work
expenses of 15 percent.of gross earnings) in New York in July 1974
to equal the net of $448 available in foocgi stamps and cash to an AFDC
family of four.

The previous discussion has stressed the relativity of all concepts of
adequacy. Bearing this in mind, we now turn to a more detailed quan-
titative survey o% the equity and adequacy of the existing welfare
system relative to the needs of the low-income population. This re-
quires a close look at the amount of help received by favored poor
groups, as well as an examination of the private income sources of poor
groups largely excluded from the present income maintenance system.

® “Characteristics of the Low-Income Population: 1972,” tables 40, 42.
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Chart 6.
PERCENTAGE OF AFDC FAMILIES WHO ALSO RECEIVE
PERCENT OTHER BENEF'T
100 ——2 - S
75—

50

25

Medicaid Food _ Public. Surplus. = Social  Veterans'

‘Stamps  Housing ‘Commodities Security Benefits

Data for all but Medicaid participation from 1973 AFDC Survey, U.S. Department of Health, Education, & Weifare.
A Statistical Picture of Equity and Adequacy

1. Adequacy and equity werall —A gross measure of the adequacy
of the existing welfare system in 1971 was calculated by the University
of Michigan “Sur vey Research Center on the basis of its survey of
5,000 American families. The center constructed a set of poverty
thresholds which differ somewhat from the official Census ones, and
computed for every survey household a ratio of income to “needs,” de-
fined as their poverty threshold. An analysis was then undertaken of
the extent to which families with varying nonwelfare income-to-needs
" ratios received welfare (defined as AFDC or other public assistance).
Statistical procedures were used to “control” for locational and famlly :
characteristics. The results indicate that welfare is much more “ade-
quate” in meeting the needs of those without any private income than
it is in helping those with some small level of private mcome One con-
clusion of the study was that:

Families with no other income have an estimated welfare-needs
ratio of 0.74, indicating that the government will give families,
on the average, about three-quarters of thelr need standard if
they have no other income.

On the other hand, families with some small amount of prlvabe income
‘did not do so well.

A very large inequity exists for those families who have very

low but positive income. The welfare system leaves them less well

u Eive Thousand American Families—Patterns of Economic Progress, vol. 1, an
analysis of the first § years of the panel study of income dynamics. Institute of
Social Research (Ann Arbor: University of Michigan, 1974), p. 256.
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off than those with no other income at all ... A family on welfare
with an other-income/needs ratio of 0.30 will receive an additional
58% of its needs from the government so its total income will be
88% of its needs. But even at this low income only 55% of the
families receive any welfare at all. The rest are left with very in-
adequate income-needs ratios of 0.30.*?

A small but significant proportion of units with income-needs ratios
greater than 1.0 did receive substantial amounts of welfare too, al-
though the proportion of units receiving welfare declined systemati-
cally as other income rose.

The study found that adequacy of cash welfare depends on several
factors in addition to the amount of private income, including region,
age, and number of children. Welfare families in the South recelved
about 40 percent less than those in the Northeast, even after adjust-
ment for differences in the cost of living. Adequacy of welfare pay-
ments increased with age for all groups. It also increased with the
first child, but declined consistently with each additional child.

' Ibid., pp. 256-257.

TasLE 11.—Demographic characteristics of the poverty population, 1973,
by age and sex of family head or unrelated ndividual

[In thousands]
Families
Age and sex of family head or Unrelated Persons in Total
unrelated individual individuals Families Chbildren families persons
The aged:
Male . _________.__ 391 638 155 1, 544 1,935
Female. _________ 1, 624 191 108 502 2,126
Total . ____._____ 2,014 829 263 2, 046 4, 061
Nenaged families with
children: :
Male. e 1, 460 4,127 7, 433 7,433
Female. ___________________ 1, 930 5, 063 7, 520 7, 520
Total . - o o _______ 3, 490 9, 190 14, 953 14, 953
Nonaged childless units: ’
Male . __.__..____ 1, 104 537 ceeeeeeea 1, 144 2,248
Female. ___._.____ 1, 555 72 . 156 1,710
Total _____._____ 2,660 - 609 - _________ 1, 300 3, 958
All units
Male. ... _.__.____ 1,495 2, 635 4, 282 10, 121 11, 616
Female. _________ 3,179 2, 193 5,171 8, 178 11, 357

Total .. ... 4, 674 4, 828 9, 453 18, 299 22, 972
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2. The target polpulatio'n versus the available programs.—The prin-
cipal target population for any comprehensive income maintenance
program is naturally the poverty population. In examining the ad-
equacy and equity of existing programs it is useful to examine a
demographic breakdown of people in poverty, along lines that par-
allel as closely as possible the categorical eligibility rules of existing
programs, Table 11 divides the 1973 poverty population into three
groups: families with aged heads and aged unrelated individuals,
nonaged families with children, and nonaged unrelated individuals
and childless couples. Each group is subdivided in turn into male-
head_eksg. and female-headed units. No breakout of disabled persons was
possible. _

To compare the target population with the coverage of existing pro-
grams, a summary listing of the principal existing income maintenance
programs is shown in table 12, together with a brief description of
their target beneficiaries. =

‘Tables 5 and 12 show that the most generous income maintenance
help goes to the aged and their dependents, who represent about 18
percent of the poverty population. In addition to social security, SSI,
and veterans’ pensions, they are eligible for nearly complete medical
coverage through medicare and medicaid, which in 1973 was paying
about 35 percent of its benefits to the aged.

Another favored group is female-headed families with children who
receive 75 percent of AFDC payments. Persons with certified dis-
abilities are also helped by a wide variety of programs, according to
table 12. If they had long previous work histories, they are helped
by social security or workmen’s compensation. Veterans who were dis-
abled while in service also receive compensation payments, and SSI
has established a set of national standards for aid to the permanently
and totally disabled. - ‘

Source: U.S. Department of Commerce, Bureau of the Census, Current Population
Reports, series P-60, No. 94, “Characteristics of the Low-Income Population: 1973 (Ad-
vance Report),” (Washington, D.C.: Government Printilng Office, 1974). Breakdown of
children and persons into family types made with ratios derived from the poverty popula-
tion in the 1970 census.

NoTE.—Detail may not add to totals due to rounding.
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TaBLE 12.— Target populations of selected income maintenance programs

Programs Tn.rgét. population

A. Benefits primarily for the needy:
AFDC. - About 75 percent of AFDC families
in 1973 were female-headed.!

SSI:
Aged .. The needy aged.
Blind and disabled . ... ________ The needy blind and disabled.
General assistance_____________ Needy persons on a case-by-case
basis.
Food stamps_ - o oo ____ Available to all low- and moderate-in-
come units.
Medicaid. . __ - _______.__. Needy ‘‘categorical eligibles.”
Public housing. _________._____ Low-income families and persons.
Veterans pensions__.____.__.__. Over 65 or totally disabled, and de-

pendents, and survivers, if needy. 31
percent of recipients are under 65.2
B. Social insurance:

OASDHI 3
Old age insurance__. ...________ . Retired workers and dependents.
Survivors’ insurance__.._._._____ Survivors of deceased workers.
Disability insurance Disabled persons under 65 and
dependents. ’
Medicare. ... oo The aged and disabled. )
Unemployment insurance._______ Steady workers in covered jobs.

C. Deferred compensation:
Compensation for veterans, dependents, Veterans with service-connected disa-
and survivors. bility, no income test.
Workmen’s compensation_._______ In 1970, 64 percent of benefits were
compensation payments; the re-
mainder went for medical costs.4

1 U.S. Department of Health, Education, and Welfare, National Center for Social Sta-
tistics, Findings of the 19738 AFDC Study, Part 1, Demographw and Program Character-
wttcs (Washington, 1974).

2L. A. Townsend, Deputy Director, Compensation and Pension Service, Veterans’ Ad-
ministration, in testimony before the subcommlttee, Problems in Administration of Public
Welfare Pro ograma, p. 1222, Data are for 1971

3 Of 30,100,000 OASDI beneficlaries in May 1974 10,600,000 were under age 65, including
1,600, 000 refired workers, 2,100,000 disabled, 4800 000 childrén, nnd 2,100, 000 other
survivors and dependents. "Social Securlty Bulletln September 1974,

¢ U.S. Congress, Joint Economic Committee, Subcommittee on Flscal Poncv Handbook
Of Income Tran.sfer Programs, compiled by Trene Cox, Paper No. (Washington D.C.:
Government Printing Office, 1972), p. 319.

Note.—For further information on costs and caseloads of these programs see table 3.



66

Under medicaid, an enormous amount of money is being spent on
the medical bills of needy persons. In 24 States the program is re-
stricted to persons receiving federally financed cash assistance. In
another 25 States, the District of Columbia, Puerto Rico, the Virgin
Islands, and Guam, the program also covers “categorical eligibles”
whose incomes are too high to qualify for cash assistance, but whose
heavy medical bills make them “medically needy.” Table 13 shows
a breakdown of how medicaid funds were being spent in August 1973.
Only 7.5 percent of funds went for persons other than categorical
eligibles. , '

TABLE 13.—Medicaid payments by eligibility groups, August 1973

[In millions of dollars]

Cash welfare status of beneficiaries

Benefici-

aries also “Medically

Total getting needy"’
vendor Percent of cash Percent of bene- Percent of
Basis of eligibility payments total welfare total ficiaries total
@) ) (&) ) (5) 6)
Age 65 orover_ _________ $283. 8 35.1 $84.0 19.2 $199.8 53. 6
.Blindness__.____________ 6.9 .8 4.9 1.1 2.0 .5

Permanent and total
disability. ____________ 187.5 23.2 1259 28.9 61. 6 16. 5
In families with de- )

pendent children. . ____ 270.1 33.4 221.5 50. 8 48. 6 13.0
Others__ ______________._ 61. 0 TS . 61.0 16. 4
Total .. .. ___...__ 809.3 100.0 436.3 100.0 373.0 100. 0

Source: U.S. Department of Health, Education, and Welfare, National Center for
Soclal Statistics. ‘“Medical Assistance (Medicaid) Financed Under Tjtle XIX of the So-
cial Security Act, August 1973.”

The least-favored sectors of the poverty population in table 11 are
clearly male-headed families with children and nonaged unrelated
individuals and childless couples. Unless disabled, this half of the
poor population could expect to get only a small share of the income
maintenance pie. :

Unemployment insurance is available in principle to all poor
persons, but the program is intended neither to help the chronically
unemployed nor to supplement low earnings. Basically, it provides
benefits to persons with regular work histories who suffer temporary
spells of joblessness.

Food stamps are available to almost all low-income persons, with
the exception of those in transient status, unable to afford living
quarters with cooking facilities, or holding assets in excess of certain
Iimits. But participation in the program is estimated at 30 to 40 per-
cent of potential eligibles, presumably due to ignorance about the pro-
gram, the deterrence of a complex application process, and possible
stigma attached to even this form of relief. Furthermore, data suggest
that participation is lower for poor families who do not receive cash
assistance than it is for those who do, a fact which restricts the
usefulness of the program for poor persons outside the traditional
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welfare eligibility categories. In May 1974, about 54 percent ot tood
stamp recipients were on public assistance.*®

Public housing is available to low-income families of all types, but it
provides only a small proportion of their housing needs. Table 14
shows the 1972 income distribution of households served by housing
aid. It appears that only about 5 percent of the poverty population gets
help from public housing.

TaBLE 14.—Distribution of households served by rent supplement, low
rent public housing, sec. 235, 236, 502 interest credit, and 504, by
income class, as of Dec. 31, 1972

Households
served as
Households Total percent of
served households total
Gross income . (in thousands) (in thousands) housshold s
0t0 8999 e 29 - 1,800 2
$1,000 t0 $1,999.____________________ 320 3, 800 8
$2,000 to $2,999 __ ... 293 4, 300 -7
$3,000t0 83,999 ____ ... 244 4,000 6
$4,000 to $4,999.________ e mmemam= 230 3, 800 6
$5,000 to $5,999 ... __ e mmmm——ee 230 3, 800 6
$6,000 to $6,999 .- 198 3, 600 5
$7.000 to $9,999 _ __ . _.o_____. 227 11, 200 2
$10,000 OF TOTe_ ___ - ocomoeeeemo 25 32, 300 0]
Total . - e 1,795 68, 500 i

W

1 Less than 0.5 percent.

Source : U.S. Congress, Houge Committee on Banking and Currency, Housing and Com-
munity Development Legislation—1973 ‘‘Housing in the Seventies,” report of the Depart-
ment of Housing and Urban Development before the Subcommittee on ousing, 93d Cong.,
1st sess., p. 2147. .

NoTE.—Detall may not add to totals because of rounding.

3. Adequacy and equity for the aged.—Since 1970 there has been a
steady decline in the number of poor aged persons, attributable mainly
to increased transfer payments. Census data for 1969 show why this
was so. In that year, all but 16 percent of poor families with aged heads
and all but 21 percent of poor aged unrelated individuals received social
security. At the same time, 21 percent of such families and .16 percent
of such individuals received public assistance, principally from the
old-age assistance’ (OAA) program, the precursor of SSI. A 1970
survey of OAA recipients showed that 39 percent of them received no
social security income. So the two systems operating together pro-
fideld near-universal assistance to the needy aged, albeit often at low
evels.

The inauguration of SSI in January 1974 has altered this situa-
tion substantially. The minimum SSI monthly benefit for a penniless
aged couple is $219. When a food stamp bonus of $26 is added, monthl y
income reaches $245, or 98 percent of the poverty line in July 1974. A
monthly check for $146 plus $16 in food stamps bonus guarantees p::n-
niless individuals a monthly income of $162, 82 percent of the
poverty line. If any amount of social security is due, SSI disre-

»U.S. Department of Agriculture, Food and Nutrition Service.
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gards the first $20 of such income, so that total income is larger by $20.
In several States supplements to SSI raise benefits per couple well
above the poverty line: California, above the poverty line by 76 per-
cent; Massachusetts, 64 percent; Wisconsin, 32 percent. Statistics for
July 1974 show that State supplementation of SST for the aged was
running at a monthly rate of $51 million, equivalent to 34 percent of
Federal SSI payments.

SSI should go a long way toward eliminating the “income deficit”—
the amount by which income falls short of the poverty threshold—of
the poor aged. The Census measured the deficit of this group at $3.47
billion in 1969, 25 percent of the deficit of all persons in poverty. A
large share of this deficit was attributable to units with extremely low
incomes. Among poor families with heads aged 65 and over, 391,000
had incomes below 50 percent of their poverty threshold ; 428,000 were
between 50 and 74 percent; and only 535,000 were between 75 and
99 percent. Similarly, 1,013,000 unrelated individuals had incomes
below the 50 percent level; 1,018,000 were between 50 and 74 per-
cent; and only 847,000 were between 75 and 99 percent, it If all
«eligible families and individuals were to apply for gSI, the bulk of
this deficit would disappear. However, the aged are not yet participat-
ing fully in SSI, for whatever reasons. ’

Medicare and medicaid. give nearly universal health protection for
the needy aged. ’ o

In sum, benefits are more adequate and equitable for the aged poor
than for any other demographic group of the poor.

4. Adeguacy and eguz'tfy for female-headed families with children.—
. It is well known that female-headed families constitute a growing
proportion of the poor. Of the 9,453,000 related children in poor
amilies in 1973, a majority numbering 5,171,000 were in female-
headed families.

The heavy dependence of poor female-headed families with children
on AFDC is indicated by data from the 1972 Current Population Sur-
vey, which show that 51 percent of the income-of all female-headed
families was from public assistance.

Table 15. —Income of poor female-headed families, 1972 1

Amount Percent Percent Thousands

Type of income (billions) of income of families of families

- receiving receiving

Wage and salary income._________ $1. 43 28 51 1,092

Social security ______________ """ . 62 12 19 410

Public assistance________________ 2. 58 51 59 1,270

Other transfer income____________ .09 2 ) 110

Private pensions, alimony, ete.____ .37 7 14 300

Dividends, interest and rent_ _____ .04 1 8 170

Total . _ _______________.___ 5. 09 100 . _____. 22,069
(Income deficit) ___________ 3. 49

1 “Characteristics of the Low Income Population : 1972."”

2 There were a total of 2,158,000 poor female-headed families in 1972, of whom 89,000
received no money income from any source. Since families often receive income from more
than one source, families in this column do not add to 2,069,000.

Note.—Detall may not add to totals due to rounding,

—

“ 1970 Census of Population, Sudbject Report 94, Low-Income Population.
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It should be recognized that the data embrace all female-headed
families, including 193,000 over age 65 and 233,000 without related
children. Altogether, 89 percent of the families in the above table
had related children under age 18. '

In a study for the subcommittee, it was estimated that 91 percent
of mothers eligible for AFDC in 1970 were already participating in
the program.'s Of course, eligibility criteria differ greatly from State
to State. -

The relative adequacy of AFDC help among States is illustrated in .
table 16, in which States have been ranked by the maximum AFDC
support levels for a penniless mother with three children. The range
between the top State (New York) and the bottom State (Mississipp1)
was nearly 7 to 1. About 23 percent of the AFDC caseload receives
maximum cash support equivalent to less than 40 percent of the poverty
level, and 37 percent of the caseload receives maximum support under
60 percent of the poverty level. A privileged 53 percent of the case-
load receives support above 70 percent of the poverty level. If the
figures were weighted by the population of poor female-headed fami-
lies with children in each State, instead of the AFDC caseload, the
picture would further emphasize the widespread extent of low-benefit
levels. : .

Medicaid exacerbates the situation because high levels of medicaid
support for AFDC families are closely associated with high pay-
ment levels and. vice versa. This situation also is shown in table 16.

On the other hand, food stamps tend to even out benefit differences,
as table 16 also indicates. When potential food stamp bonus values
- are added to maximum AFDC payments for families of four, the
range in support levels between the lowest States and the highest
is reduced by about half, and 74 -percent of the AFDC caseload re-
ceives potential income support equal to at least 70 percent of the pov-
erty level in July 1974. Hence, through a combination of cash and food
stamps, three States offered to remove broken, needy families from
poverty—New York, Alaska, and Wisconsin. Another 12 States took
welfare families to within 10 percent of the poverty line—Connecti-
cut, Kansas, Massachusetts, Michigan, Minnesota, New Hampshire,
New Jersey, Oregon, Pennsylvania, South Dakota, Vermont, and
Washington. (To receive the maximum AFDC payment in most
States, families had to pay at least the maximum amount of rent eligi-
ble for AFDC reimbursement in their area.) ' -

In theory, all AFDC participants are eligible at the present time for
food stamps now that the program has become practically universal.
A January 1973 survef depicted in chart 6 indicated that about 60
percent of AFDC families already were using food stamps, while nine
percent were receiving surplus commodities. At that time 840 counties
still had commodity distribution programs, and commodities were
given to 2.1 million persons in the United States, as compared with
12.4 million persons who received food stamps.*®

» Joint Economic Committee, “Participation in the Aid to Families with De-
i)enden;gChildren Program (AFDC),” by Barbara Boland, Paper No. 12 (Part

). p. 139.

18 7.8. Department of Agriculture, Food and Nutrition Service.



TaBLE 16.—State variations in AFDC mazimum support levels d[or a penniless mother with three children, with and without

food stamp bonus, weighted by AFDC caseload, 1974; an

medicard payments to families with dependent children,

August 1978

July 1974 maximum AFDC payments alone

August 1973 medicaid pay
ments for families with
dependent - children, by

July 1974 mazimum AFDC payment plus allowable
. States ranked in col. 1

food stamp bonus ¢

Medicaid

Families Families vendor pay-

receiving receiving ments divided

AFDC, . AFDC, Medicald by February

Februar Cumulative February Cumulative vendor 1974 AFDC

Ratio of sugport level to Number of 1974 Percent of rcent of  Number of 1974 Percent of reant of payments caseload (col.
poverty threshold t States 2 (thousands)?  all families all families States  (thousands) all families all families (millions) & 9+col. 2) ¢

[¢V) 2) @3) [€)) (5) ()] Y] ) ()] (10)

0.10t00.19__________ 1 55 .7 L7 e eedcccccecccca-a $1. 4 $25. 4
020t0029_ . ________ 3 153 4.8 6. 5 e cetemcm—m——ea 4.2 27. 4
-0.30t00.39_ . ._.____ 8 520 16. 3 22. 8 o mcccaamema—al 22. 5 43. 3
0.40t0 0.49. ________. ) 255 8.0 30.8 1 55 1.7 1.7 . 22,9 89. 8
0.50t00.59__________ 8 190 6.0 36. 8 6 282 8.9 10. 6 10. 1 53.1
0.60t00.69__________ 6 331 10. 4 47. 2 7 480 15.1 25.7 28. 0 93.0
0.70t0 0.79_ ____.___. 11 762 23.9 71. 1 13 394 12. 4 38. 1 65. 2 85.5
080to0.89_________._ 10 576 18. 1 89. 2 11 822 25. 8 63. 9 44. 5 77. 8
0.90t00.99__ .. _._ 1 344 10. 8 100. 0 12 760 23.9 87. 8 71. 5 207. 8
1.00 t0 109 _ o et em—mm—mm———m——a————e 3 . 393 12. 3 1000 ...
Total .________. 53 3, 186 100. 0 100. 0 53 3, 186 100. 0 100. 0 270. 1 85.8

1 Based on a poverty threshold of $5,018 annually, which is the Census Bureau non-
farm figure for 8 mother with 3 children in 1973, inflated by a cost of living increase of
11.4 percent from the 1973 average price level to the level in July 1974.

8 Unpublished data supplied by U.S. Department of Health, Education, and Welfare.
To receive the maximum AFDC payments in most States, families had to pay at least
the maximum amount of rent eligible for AFDC reimbursement in their area. In ex-
ceptional cases, actual maximum payments may exceed the figures used here. In the case
of Michigan, the State maximum of $400 applies only in Ann Arbor, so the next highest
level of $354 for Wayne County was used. In the case of New York City, rent payments
can go as high as $300 or more, giving an AFDC monthly support level of $658 and above,
so the Albany maximum rent of $153 was used, giving a monthly total of $411. The District
of Columbia, Puerto Rico and the Virgin Islands are included in the tabulations.

$ Data from U.8, Department of Health, Education, and Welfare, National Center for
Social Statistics, “Reclpients of Public Assistance Money Payments and Amounts of
Such Payments by Program, State, and County, February 1974,”” Washington, 1974.

4 Computed from food stamp schedules applicable starting July 1974.

$ Data from ‘‘Medical Assistance (Medicald) Financed under Title XIX of the Social
Security Act, August 1973.” Data for Colorado and Alaska were not avallable, and
Arizona had no program.

¢ Adjustments were made to the AFDC caseload data to remove the caseloads of
Colorado and Alaska, for which medicald program data were unavailable.

NoTE.—Detall may not add to totals due to rounding.

0L
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Of course, the real value of food stamps to their purchasers may be
less than the cost to the Government. The constraint on their use
alone makes them less valuable than money. Particularly when food
stamp benefits rise to levels of 50 to 70 percent of total real income,
their actual value to recipients may fall. :

In considering the income deficit data in the Current Population
Survey (CPS), it is important to remember that Census does not
measure benefits in kind, such as food stamps. Table 17 presents a
hypothetical exercise in which July 1974 food stamp bonus values are
attributed to poor families with children in the 1973 CPS. It pur-

orts to measure how much the income deficit of such families would
reduced if all of them took full advantage of their food stamp
opportunities. Actually food stamp distribution is far below the po-
tential figure suggested in table 17. Furthermore, even if all these
families received food stamps, some of the value of the stamps would
lift some families out of poverty; thus, the actual reduction in the
poverty income deficit would be less than the value of food stamps
distributed to such families. So table 17 shows the potential of food
stamps in reducing poverty among families with children. It also
shows that their poverty deficit lies somewhere in between Census cal-
culations and those in table 17.

TaBLE 17.—1978 income deficit and potential 1974 food stamp bonuses
for poor families with related children under 18, by number of children
and sex of head

Averago Agpregate Revised real

Number of Average available income {ncome deficit
Sex of head families income food stamp deficit with 1974 food
and number Average in 1973 deficit bonus in in Census stamp bonus
of children family size  (thousands) per family July 1974 (millions) (millions)
Q) @2 @) (O] ®) ()] [y
Male heads with:
) R, . 13 373 $1, 482 $912 3553 $213
b S 4. 20 383 1, 620 1, 008 620 234
> S 5. 25 321 1, 815 1, 200 583 197
4 6. 08 190 2,017 1, 308 383 135
L PO 7.15 140 2, 323 1,632 . 325 97
6 or more _- 8. 90 126 2, 386 1, 896 301 62
Al .- 1,533 oo eeeem 2, 764 938
Female heads with: i
1. .. 2.19 572 1, 272 624 728 371
2 e 3. 09 489 1, 486 900 727 287
2 SN 4 24 377 1, 529 1, 104 727 311
4 . ___ 5. 20 267 2, 343 1, 332 626 270
[ J . 6. 16 155 2, 448 1, 536 379 141
6 or more _ 8. 02 127 2, 615 1,776 332 106
FN) 1,987 - 3,517 1, 486
.SOURCES

(2, 3, 4) Unpublished data provided by the Bureau of the Census on the basis of the
1973 current population survey.

(5) Calculated at the mean famllﬂncome. using food stamp tables for the continental
United States in effect July 1974. e appropriate mean family income was calculated
from Census Bureau poverty thresholds for 1973. Since the mean amily sizes are noninteg-
ral, a weighted average was taken of the bonuses available to the families with the next
gmallest and next largest integral number of persons.

(6; (3) X (4).

(7) (3) X [(4)—(5)1.

Nors.—Detail may not add to totals due to rounding.

52-726 O - 75 - 6
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The analysis so far has stressed the inequities of low and “inade-
quate” benefits in certain States. It is also possible to examine the
possibility that benefits in some States are too high, giving rise to.
Inequities vis-a-vis working women and working men. This point is
shown by data in table 18. In July 1974, the combination of tax- and
expense-free food stamps and AFDC translated into a gross taxable
earning equivalent * in half the States of at least $450 a month, $5,400
per year, per welfare family of four persons. This was $600 above the
median earnings of women workers who worked primarily full time
in 1973. And it was $382 above the 1974 poverty line for such a family.
In principle, the poverty threshold is computed in terms of disposable
income, but Census Bureau calculations of the low-income population
use pretax income in determining a family’s poverty status.

In contrast, 20 percent of 16.7 million women who worked full time,
year round in 19?2 had earnings of less than $4,000, and 35 percent
had earnings of less than $5,000. Even allowing for an advance in
money wages of as much as 15 percent over the intervening 2-year
period, it is evident that women receiving maximum AFDC payments
in large areas of the country have higher teal incomes than miliions of
fulltime working women. B -

TasLE 18.—July 1974 AFDC plus food stamp. benefits for a family of
Jour in selected States, and their gross earned income equivalent

AFDC plus bonus Gross earned

State food stamps income equivalent i

New York_________ ... 2 85, 376 $7, 425
Minnesota___.________________________ .7 4, 992 . 6, 800
Michigan.________________________________°" 3 4,908 6, 675
Massachusetts . _ .. __________________ """ 4, 848 6, 550
Pennsylvania_____________________________°° 4, 668 6, 250
California_ . ... ____________________.____"°°" 4, 464 © 5,950
Winois._______________________________ ..~ 4, 332 5, 750
Maryland . .. _____.___________________ "7 3, 804 4, 925
West Virginia ____________________________"°" 3, 696 4, 750
Ohio______________ . __TTT 3, 576 4, 575
Mississippi--_...___ e e e 2, 364 2, 985
Median State, United States____________ 4,116 s 5, 400

! This column assumes Work expenses equal to 15 percent of gross income, plus the 5.85 percent social
security tax and the applicable Federal income tax.

2 The New York AFDC payment shown includes a monthly allowance of $153 for rent. Benefits could be
higher or lower, depending on rental costs.
3 25‘401' Wayne County, Mich. In Ann Arbor, Mich., AFDC plus bonus food stamps per family of four total

i

5. Adequacy and equity for male-headed families with children.—
From the viewpoint of a general scheme of income maintenance, the
greatest inequity in the present welfare system is its neglect of male-
headed families with dependent children. Only a small proportion of
such families in America are poor by the Census definition. Thus, in
1973, only 7.6 percent of the children of such families were 00r, as
compared with 52.1 percent of the children of female-headed families.

7 See notes, table 18.
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The claim of the latter group to prior consideration on categorical
grounds is manifest. In absolute terms, however, there are almost as
many poor children in male-headed as in female-headed families. In
1973, there were about 4.3 million children in male-headed families
living below Census-designated poverty thresholds and another 2.6
million children in families living between 100 and 125 percent of the
thresholds.

The amount of cash welfare assistance available for such families is
severely limited. About one-quarter of AFDC families, roughly 710,-
000, were male-headed in January 1973. Of these, 339,000 were step-
fathers or other male relatives and non-relatives and 204,000 were
fathers incapacitated for employment. In January 1974 only 95,000
families were receiving AFDC-UF. They were given $28 million in
that month, equivalent to an annual rate of $336 million. State and
locally funded general assistance also provided limited aid to this
group. Fewer than one-sixth of male-headed poor families reported
that public assistance accounted for more than 25 percent of total in-
come in 1972. )

Food stamps are the only type of assistance universally available
to alleviate income deficiencies among poor male-headed families.
Table 17 shows that such stamps could potentially diminish their in-
come deficit by two-thirds, but for the same reasons discussed above,
the estimate exaggerates the actual contribution of food stamps, and
far more than it does in the case of female-headed families. The Census
Bureau study cited above estimated that whereas 74 percent of poor
female family heads under 65 purchased food stamps in 1972, only
42 percent of poor male heads under 65 did so.®

Earnings constitute a large share of the income of poor male-
headed families with children. The 1970 Census reported income
sources by age of head, and shows that earnings constituted about 90
percent of the income of poor families with male heads aged 44 or less.
These families contained two-thirds of the children of male-headed
poor families at that time. Data on the 1969 work experience of poor
111%11e-headed families, including those without children, are shown in
table 19.

Data from the 1972 CPS show that there were 4.6 million own
children under 18 in poor families with male heads. Of these, fully
2.0 million were in families with heads who worked full time 50 to 52
weeks of the year. Large families and low wages are the problems in
such cases. In the case of another 1.7 million children, the father
worked 1 to 49 weeks, unemployment being the reason for working
part of the year in the case of 1.0 million children. The fathers of only
about 730,000 childven did not work at all during 1972; in the case of
510,000 of these children, illness or disability was the main reason for
the father’s not working.

So insufficient earnings are the chief cause of poverty among male-
headed families with children, due to low wage rates, short working
hours, and frequent spells of unemployment. The problem of how to
alleviate poverty among these families is mainly one of how to help the
“working poor,” for whom few programs currently exist.

 Coder, “Results of a Survey.”



TaBLE 19.—Characteristics of male-headed families in poverty by age of head, 1969

Age of head -
Characteristics of male-headed families All families Under 25 25 to 34 35to 44 45t0 54 55to 64 All under 65 65 and over
Families (thousands) _ . __ ... ___.___.______ 3, 670 357 547 588 492 574 2, 558 1,112
With related children under 18__________ 1, 983 237 506 548 362 201 1, 856 127
Number of children_ ... ... .. _.__. 6, 093 449 1,613 2,114 1, 148 499 5, 823 270
Mean income. .- _ .. $2, 052 $1, 870 $2, 596 $2, 792 $2, 282 $1, 667 $2, 275 81, 542
Percent of income from: )
Earnings____ . .. _._. 66. 3 89.9 90. 8 88.0 68. 8 82. 5 13. 2
Social security . .. oo 21. 6 1.7 1.9 3.5 15. 9 6.9 70.0
Public assistance. ... ____ . _______.___._ 6.7 4.7 5.0 5.3 8.1 6.1 8.7
All other sources___ .. ________.__._.__._ 53 3.8 2.5 3.1 7.2 4.5 8.1
Work experience of head in 1969 (percent):
Worked:
50 to 52 weeks___ ________________. 29.8 29,7 50. 3 51.9 42,5 25. 4 40.7 4.6
40to 49 weeks.________ . __.__. 10.0 14. 3 17.0 15. 6 13. 2 8.4 13. 6 1.8
27 to 39 weekS._ . oo 6. 2 1.5 91 7.7 7.5 6.3 8.1 1.9
14 t0 26 weeks___ .o ocnoo.. 55 13. 2 6. 4 5.6 59 5.6 6.9 2.3
13 weeksorless.__________________ 7.0 14. 3 59 5 4 6.5 8.0 7.5 8.7
Didnot work._ . _ . ___ ... ____.. 41. 5 17. 1 11. 3 13.9 24. 4 46. 5 23.1 83. 6
Heads 64 or under with work disability (in
thousands) . .o 650 29 65 114 160 281 650 __ ... _..
Mean earnings of head, if worked:
50 to 52 weeksS.. . __ oo -~ $2,076 $2, 042 $2, 511 $2, 509 $1, 820 $1, 241 $2, 145 $669
40to 49 weeks. . .. 2, 16 1, 922 2, 561 2,613 2, 062 1, 449 2,236 905
27 to 39 weeks___ .o ___. 1, 842 1, 678 2, 309 2, 358 1, 854 1, 351 1, 950 771
14 to 26 weeks._ . __ __ . ___..___.._ . 1, 452 1, 401 1, 864 1, 898 1, 537 1, 154 1, 563 697
13 weeks or less_________... oo 695 771 - 946 999 755 648 804 360
All who worked .. _______ . ___________. 1, 843 1, 651 2, 350 2, 380 1, 750 1, 189 1, 958 603

Source: Census of Population, 1970, Subject Reports, Low-Income Population, tables 9, 10, 23, 31,

Nore.—Detail may not add to totals due to rounding.

bL
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6. Adequacy and equity for nonaged childless couples and unrelated
individuals.—In 1973 there were about 2.7 million nonaged unrelated
individuals in poverty. There were also about 0.6 million nonaged poor
families without children, containing about 1.3 million persons. Data
from the 1970 census show that about half of these families have heads
between ages 55 and 64. Most of the remainder have heads either under
age 25 or between age 45 and 54. The census data do not make it possi-
ble to distinguish the income sources of such families from the income
sources of all male-headed families.

Census data on the work experience of nonaged unrelated individ-
uals are shown in table 20. Half of poor unrelated men were between
ages 14 and 24. Thirty-nine percent of poor nonaged men did not work
at all in 1969; only 12 percent worked 50 to 52 weeks of the year.
Among unrelated females, 35 percent were under age 25 and another
35 percent were between ages 55 and 64. Over half of them did not
work at all during 1969, and only 10 percent worked 50 to 52 weeks. A
major reason for their nonwork was disability. .

TanLE 20.—Work experience of poor unrelated individuals under 65,
by age and sex, 1969

Age of individual . To;al
Work experience by sex 141024 25t034 35to44 45t054¢ 551064 un S;
Males (thousands).___.___ e m————— e 617 127 94 145 248 1,232
Percent who worked in 1969:
0 to 52 weeks_ - _________._ 9.5 157 17.4 15,9 11.5 1L9
40to 49 weeks_. . ______.__..._ 6.6 86 91 7.6 51 6.9
27 1039 weeks_ ... _________ 86 7.8 7.1 6.9 56 7.6
14 10 26 weeks _ - _____.__.___ 18.0 1.0 9.3 7.6 6.0 13.0
13 weeksorless._ ._____._____ 30.3 184 13.8 131 10.1 217
Percent who did not work________ 26.7 386 43.6 49.0 61.7 389
Individuals with work disability
(thousands) - .. oo coceoeo 43 19 30 65 138 294
Females (thousands)________ ... ... 618 .. 141 141 267 -619 1,785
Percent who worked in 1969:
%50 to 52 weeks_..._____...._ 7.3 1.3 142 142 99 101
40 to 49 weeks______________ 7.0 106 9.9 7.9 52 6.9
27t039 weeks______________ 9.2 85 68 60 45 6.9
14 t0 26 weeks______________ 17272 9.9 7.8 6.4 45 9.9
13 weeksorless____.______.__ 25.4. 149 1.0 103 7.3 149
Percent who-did not work. _______ 34.1 447 50.4 55.1 68.6 51:4
Individuals with work disability

(thousands) - e ommooao 22 14 30 88 246 398

Source: Census of Population: 1970, Subject Reports, Low Incoms Population, tables 21, 23.
NoTe.—Detail may not add to totals due to rounding. : :

Insufficient hours of work, rather than low wages per se, appears
therefore to be the chief cause of poverty among unrelated individuals.
Data from table 21 show that earnings alone constitute a much smaller
proportion of the income of poor unrelated individuals than of male-
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headed families. Public assistance is much more important for un-
related individuals, accounting for 16 to 18 percent of the income of all
such individuals between ages 45 and 64, as is seen in table 21.

In sum, nonaged childless couples and unrelated individuals con-
stitute a small minority of the poor—about 17 percent in 1973. The bulk
of them are either under 25 or over 54, and subsist on low incomes be-
cause they do not have full-time, year-round jobs and are largely ex-
cluded from current aid programs.

TABLE 21.—Type of income of poor unrelated individuals under age 65,
by sezx and age, 1969

Age of individual

Total
Under 25— 35~ 45— 55— under
Income by sex 25 34 44 54 64 65
Males:
Percent of income from:
Earnings. . ___________ 80.4 76.1 67.1 41.0 69. 7
Social security________ 21 . 33 9.4 27.1 11. 4
Public assistance. _____ 1.8 7.9 13.3 18.0 89
Other sources_ ________ 12.7  10.2 13.9 10. 0
Mean incomes __._________ 8770 $768 $760 $841  $886 $800
Number of individuals
(thousands) _____________ 617 127 95 145 248 1,232
Percent with public assist-
ance.________.__________ 2.0 6.8 122 18. 1 85
Percent with social security. 2.5 2.9 7.4 23. 8 9.7
Females:
Percent of income from: . )
Earnings. . ___________ 8.3 785 688 35. 5 55. 8
Social security____.____ 3.5 4.6 6. 4 3.9 19. 8
Public assistance.______ -3.7 9.9 17.6 16.0 12. 0
Other sources_ ________ 6.5 7.0 7.2 16. 6 12. 2
Mean income._ ____________ $580 $620 $629 $714 $823 $691
Number - of individuals :
(thousands)_____________ 618 141 141 267 619 1,785
Percent with public assist-
ance._ - . ______________._ 3.2 7.4 12.0 15.0 10. 1
Percent with social security. 3.3 3.4 5.0 28.7 .16, 1

Source: Census of Population: 1970, Subject Reports, Lotw-Income Population, tables 31, 33.
Behavioral Incentives

1. Perverse incentives: Anti-work.—Since any aid given to the
poor reduces the need for work, a benefit program must be- carefully
constructed if it is not to crush efforts at self-%xelp and independence.
The two primary ways of encouraging recipients to help themselves
are offering only “moderate” levels of benefit income and permitting
the recipient to expand total income by personal efforts. By definition,
an income-tested program must reduce benefits as income rises, but the

-rate of reduction is crucial. If benefits are withdrawn at the rate of
§1 for each $1 in wages or unearned income, financial incentive for
work or thrift is eliminated. The rate of benefit retention as income
rises measures the size of the incentive. '
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Recipients of current income maintenance programs are subject to
a wide range of benefit-loss rates. In individual programs rates range
from zero to more than 100 percent, over particular ranges of income.
For example, in 24 States the last dollar that removes a family from
eligibility for cash welfare also terminates the right to medicaid,
valued at several hundred dollars per family.

Barbara Ann Brady, Fulton County, Georgia caseworker, told the
Subcommittee on Fiscal Policy at hearings in Atlanta in June, 1972
that she often tried to help a client figure out how to get “just a
dollar” of welfare because the family needed medicaid. “The only
way a recipient can get medicaid,” she testified, “is to be eligible for
a check also, and it does not depend on the amount of the check. It
can be as small as a dollar.” *®

Work disincentives are increased when a recipient participates in
more than one benefit program, as most do. There are two reasons:
first, the higher level of combined benefits makes wages less competi-
tive; and, second, a rise in earnings commonly causes a reduction in
each benefit. For example, when an AFDC recipient earns extra dol-
lars, she can expect a net gain of at least 33 cents per dollar. But if
she receives other benefits, they, too, will be cut; the food stamp
program, taking note of her 33-cent per dollar net cash gain, will
raise stamp prices 10 cents per extra dollar (30 percent of the extra
net income) ; public housing will raise rent by eight cents per extra
dollar. Thus, the cumulative take-back rate could climb to 85 per-
cent, It does not seem reasonable to expect persons to work for a net
gain of only 15 cents per extra dollar, especially at possibly unpleas-
ant work. :

The subcommittee study of public welfare benefits available in
100 counties 2° computed benefit-loss, tax, and probable work expense
rates for different types of families. This study found that even
though AFDC income exemptions are relatively generous and the
food stamp benefit-loss rate low, récipients of combined benefits gen-
erally cannot expect to het much from going to work, or from in-
creasing work. For instance, working welfare mothers, on the aver-
age, could expect a net gain of only 20 to 36 cents per wage dollar
if they were enrolled in the food stamp program (4-11 cents less if
in public housing); and AFDC-UF fathers, if in the food stamp
program, could expect a net gain of 33 cents per wage dollar. Poten-
tial rates of return varied widely, depending on family size, wage
rate, and hours of work. : '

The University of Michigan panel study of 5,000 families found
that the level of AFDC payments affected the work rates of women
raising children alone. To judge the adequacy of “alternatives to
working” in various regions, the study measured average AFDC
payments per recipient and the wark effort of all single women with
children. It found that overall about 70 percent of such mothers

® Joint Economic Committee, Problems in Administration of Public Welfare
Programs, p. 960.
® Joint Economic Committee, Paper No. 15.
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worked, averaging 1,030 hours a year (half time). However, in re-
gions where monthly AFDC payments were below $35 per recipient,
82 percent worked; and where welfare payments exceeded $55, only
60 pércent worked.? .

2. Perverse incentives: Anti-family—Denial of Federal welfare
cash—and many related noncash benefits—to fathers with a full-
time job may be a more powerful incentive for family splitting, and
for nonmarriage, than for work, at least when wages are insufficient
for the number of persons who must live on them.

A succinct statement of the problem was provided by Doretha
Spencer, intake caseworker of the Fulton County, Ga., Department of
Family and Children Services, at. subcommittee hearings in June 1972
in Atlanta. “My first criticism is that we run the able-bodied . . .
fathers out of the home ... They are underemployed . . . under-
paid, and in order for the family to survive the father has to leave
home. And now we are spending just about 50 percent of our time
trying to find these fathers whom we have run out of the homes. . ..
On the other hand, if the father is a stepparent, the children can
receive assistance. I fail to see the difference.” 22 )

Studies published by the subcommittee have shown that (a) higher
welfare payments have helped to enable a rising proportion of al-
ready-broken families to set up their own households 2* and that (b)
higher welfare payments are associated with a rise in the proportion
of mothers raising children alone.?*

In addition, the subcommittee has calculated U.S. average finan-
cial incentives provided by AFDC for family splitting. Data col-
lected by the subcommittee from 100 local areas indicate that the
financial incentives for family breakup averaged $3,000 a year in
July 1972.25 A hypothetical family of five gained that much in net
income if the father “deserted” and the family then surreptitiously
added welfare cash and food benefits to his wages, assumed to be at
the median level for the area.

Chart 7 shows how the family-splitting incentive is calculated.
Assume a father with a wife and three children who earns $2.00 an
hour in North Dakota. His family was eligible in July 1974 for $100
monthly in bonus food stamps to add to $278 net wages, but if he left
the household, the mother and children would qualify for $437 in bene-
fits. If the family then secretly pooled income, it would gain $337 a
month, more than enough to pay for the second household. Or if the
father left and refused to make support payments, both units would
be better off financially. :

# Five Thousand American Families, pp. 233 and 235. .

2 Joint Economic Committee, Problems in Administration of Public Welfare
Programs, p. 8317. )

#® Joint Economic Cemmittee, “The Impact of Welfare Payment Levels on
Family Stability,” Paper No. 12 (Part I), p. 37. . .

2 Ibid.

= Joint Economic Committee, Paper No. 15.
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Chart 7 . | |
FATHERLESS FAMILY INCENTIVES

Working father at home - North Dakota
. Two-parent family, 3 children

Net earnings,” $2 per hour job $278
Food stamp bonus (July 1974) 100
Medicaid ' __Q

TOTAL $378

Father absent - North Dakota
Broken family, mother and 3 children

Maximum AFDC benefit . $300
Food StampBonus .67
Medicaid 70

TOTAL | $437

If father “deserted,” family could pool $437 in welfare
benefits and $278 in net wages for total of $715.

* Assumes $35 in bus fare and other expenses plus $20 payroll tax
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3. Childbearing incentives—Because AFDC rules require that an
otherwise eligible family include at least one dependent child, and
because AFDC benefits generally rise with increases in family size.
it often has been alleged that the welfare system encourages women
to have children. ' ' '

After analyzing the data on this issue, the subcommittee study of
benefits in 100 counties ?¢ concluded that there was an apparent siz-
able financial gain for a single woman to have her first child. On
the average, it found that as a mother with child she could expect
to receive $863 more per year in cash relief and food stamps, plus-an
extra $292 in housing benefits, if available, than she could receive
from general assistance, food stamps, and public housing as a needv
individual. In all, she could expect the baby to boost cash, food, and
housing benefits by 57 percent, and to bring eligibility for medicaid
as well. The study found that AFDC-UF offered income gains for
the married couple that had its first child, too. An unemployed hus-
band who became a father could expect to increase family income—
through eligibility for AFDC cash and the right to extra food
stamps—by an average of $1,174. This would be a boost of 52 per-
cent above average benefits that the same couple could expect before
parenthood from general assistance and food stamps. The data were
inconclusive on the issue of whether welfare programs offered finan-
cial’inducements to have additional children beyond the first, but in
all the cases studied it was clear that welfare tended to neutralize
those childbearing decisions that are influenced by casts.

Administration: Duplication and Error

Fragmented and inconsistent programs cause duplication and com-

plexity. The duplication is wasteful and the complexity leads to
error, and both confuse the recipient. '
. Although it is charged with operation of AFDC, food stamps, med-
icaid, and, in some States, supplements to SSI, the local welfare
agency does not set the rules. It is expected to digest, interpret, and
enforce a continuous stream of regulations from Washington and
from State capitals that incorporate new law, new administrative
policies, new court decisions. James Bennett, director of the Fannin
County Department of Family and Children Services, told the sub-
committee at hearings in Atlanta in June 1972 that standards and
procedures for determining eligibility were changed “almost every
month in the year” and that regulations became so complicated that
they became “the cause of numerous errors.” 27 :

The local welfare agency’s work is supervised by many offices:

HEW and the State welfare agency supervise AFDC.

HEW supervises SSI.

HE“(;, often with the State health department, regulates medi-
caid. -

The Agriculture Department and the State welfare agency super-
vise the food stamp and food commodity programs.

The Labor Department regulates the State employment service.
which participates in enforcing work rules of AFDC and the
food stamp program. :

* Ibid.

" Joint Econmic Committee, Problems in Administration of Public Welfare
Programs, p. 1024.
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The Department of Housing and Urban Development oversees
welfare operations like model cities, homemaker services, and
housing aid to the aged. ) .

State and local governments control general assistance, which

- they finance. o

State civil service regulations govern agency personnel policies.

Eligibility rules for need-based programs are complex and diffi-
cult to enforce ; benefit computation almost invites mistakes. Intricate
payment policies confuse applicants and caseworkers, prevent ngedy
persons from knowing their eligibility, cause some to drop out of the
application process in frustration and waste the time of others, and
flood caseworkers with paperwork. .

1. -Definition of income.—The administrative complexities can be
shown by considering a question basic to all the programs—the defi-
nition of income. Just as the size of Federal income tax that one must
pay is determined not by actual gross income, but by “taxable in-
come” after exemptions, deductions, and special exclusions, so the
size of benefits that one receives is determined not by actual income,
but by “counted” income.?® Further, in both tax and benefit systems,
sources of income affect how the money is counted. The income tax
counts only half of long-term capital gains, none of the earnings of
a taxpayer’s children, and no social security payments. Some welfare
programs count only one-half, some two-thirds, of the earnings of
the family breadwinner, and many exclude children’s earnings, pro-
vided they are students. The veterans’ pension program excludes a
percentage of social security payments and SSI excludes a fixed
sum, but most welfare programs count all social security income.

Because each welfare program has its own list of income that does
not count, or that counts only fractionally, each requires separate

. arithmetic for each family or individual enrolled. Thus, even though
AFDC families automatically are eligible for food stamps, their
income must be measured anew, by food stamp rules, to calculate
their food stamp bonus. -

_At subcommittee hearings in Atlanta in June 1972, Robert J. Friel,
director of assistance payments in the Georgia State Department of
Family and Children Services, testified to the administrative confu-
sion caused by “incompatible” eligibility criteria for cash assistance
programs and the food stamp and commodity programs: _

The eligibility requirements for the two programs are different
and this means that. the eligibility worker at the local level must
apply different criteria in determining eligibility for the two
programs. Furthermore, eligibility standards for the food pro-
grams are more complex than they are for public assistance and
the food programs generate higher proportions of work for the
eligibility workers. The net result of these differences is that both
programs suffer. We believe that the high incidence of error iden-
tified by our quality control section in the public assistance pro-

= AFDC and SSI law and food stamp regulations express benefit-loss rates in-
directly, and through the device of stipulating what income is not to be counted
when calculating a person’s entitlement to aid. For instance, AFDC disregards
the first $30 earned plus 1/3 of the rest, plus work expenses. All the rest, in-
clunding all unearned income. it “taxes” away by benefit reduction.
- In contrast, the income tax excludes snme income and then applies tax rates,
based on the taxpayer’s bracket. to the balance.
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grams is directly related to.the complexities of and the man-hours
required by the food programs.?*- . i o
The rules of the food stamp program show the process of counting
income. Assume a family whose resources qualify it for food stamps. -
The Johnsons, mother, father, and two children, receive $400 a
month from the father’s gross wages. To decide what they must pay
for their standard monthly allotment of stamps ($150 in stamps as
of July 1974) their income must be converted into counted income.

Gross income per month $400

A. Initial deductions: .
Mandatory payroll deductions (payroll taxes, income taxes, union

dues, ete.) —46
10% of gross income up to a maximum of $30 a month_____.________ —30
All medical costs if more than $10 (zero if under $10) o ____ —20
School lab fee -5

—101
299

B. Shelter deduction: .

: Shelter costs in excess of 30 percent of income left after initial deduc-
tions (A) ; in this case, shelter costs above $90 (30 percent of $299).
Rent, phone, electricity, cooking gas, water and sewer charges total
$156. Deductible, $66 ($156—$90) —_—— —66

Countablé income . 233

Thus, $233 of the Johnson’s wages are left as “counted” income.
At this level they are entitled to receive their $150 stamp allotment
by paying $65. Their bonus is $85 monthly.

In other programs, the same $400 in monthly gross wages for a
family of four would translate into other amounts of countable in-
come: :

AFDC—$141.
Public housing—$330.
SSI—$157 (less if blind with consequent work expenses).

2. Uncoordinated rules—In no area are the consequences of unco-
ordinated programs more apparent than in programs for the aged.
Most congressional offices are uncomfortably aware that an increase in
social security benefits can arouse complaints from persons who benefit
from other programs as well and see little if any gain in their total
income.

Gilbert Dulaney, director of the Fulton County Department of
Family and Children Services, told the Subcommittee on Fiscal Pol-
icy at hearings in Atlanta in Juhe 1972 of the resulting problems:
 “Every time we get an increase in social security we go through this
maze of explaining to the local population, pastors of churches, and
Congressmen and Congresswomen why we had to close certain cases.”
-Dulaney urged closer coordination and merging of several programs
with the same purposes.®® :

To illustrate, let us examine what happened to the incomes of two
needy couples and an individual veteran when Congress raised so-
cial security benefits by 11 percent, from January to July 1974:

——

ﬁa.Joint Economic Committee, Problems in Administration of Public Welfare
Programs, pp. 1238-9. - : : '
* Ibid., p. 1068. :
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A. Aged couple with no private income in Ohio.—This couple re-
ceived three cash benefits totaling $238 in January 1974: social se-
curity ($220), supplemental security. income ($10), and Ohio’s State
supplement to SSI ($8); plus $20 in bonus food stamps, and med-
icaid. In July their social security check rose to $244.20. At this
income level they remain eligible for $20 in bonus food stamps, but
they are disqualified from SSI and its supplement, and consequently,
medicaid, too. The $24.20 monthly boost in social security thus yields
them only $6.20 in extra cash and may cost them hundreds of dollars
worth of free hospital care.

B. Aged veteran and wife with no private income (any State).—
This couple receives the minimum social security benefit plus a vet-
erans’ pension. In January 1974 its benefits totaled $257.75 (includ-
ing $131 from the Veterans’ Administration). Their social security
check rose almost $9 in April and another $5 in July but the veterans’ .
pension will 7ot be adjusted to reflect this change until January 1975.
As a result, the couple’s income will zig-zag, from roughly $258 in
January 1974 to $267 in April and $272 in July, and then, in January
1975, back down to $267. After receiving six checks for $272, it can
expect a cut of $5. : .

This couple’s VA countable income falls in the income bracket of
the pension schedule—$800 to $2600 annually ($67 to $217 on a
monthly basis)—that “taxes” back 36 percent of counted income
by subtraction from the pension. If its veterans’ pension were
reduced. at the same time that its social security was increased, the
couple’s total income would rise gradually, but steadily, from $258
in January 1974 to $261 in April and $267 in July and thereafter.
Since both benefits are federally administered, this should be a rela-
‘tively simple simultaneous adjustment to make, and would be more
readily understandable to beneficiaries. Instead, the veterans’ pension
remains the same from January 1974 until January 1975, when a
“belated reduction takes account of ninety percent of the new social
security income. o

C. Aged single veteran without private income (any State) —In
January 1974 this veteran received a total of almost $267 ($217 from
social security). In July his social security check rose to $241, but,
effective next January, his entitlement to a veterans’ pension will
disappear (because his counted income from social security will ex-
ceed VA limits). For this veteran an 11-percent boost in social secu-
rity translates, 6 months later, into a 10-percent drop in total income.
This income loss is caused by the failure of the veterans’ pension
schledu-le to be smoothly tapered off at the top of the eligible income
scale.

As chart 8 shows, uncoordinated benefit programs cannot be dis-
missed as irrelevant, for their effect is to injure some recipients and
multiply confusion.

3. Work requirements and penalties.—Poor program coordination
extends even to the.operation of formal work registration require-
ments of the food stamp and AFDC programs. Since work rules of
AFDC and the food stamp program treat the same family differently,
they compound administrative headaches and can even contradict
each other. AFDC rules require a mother to work when the youngest
child reaches 6, whereas under food stamps she is exempt until the
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youngest child is 18. As a result, it is possible for the work penaity
imposed against an AFDC family to be reduced or wiped out by a
resulting increase in the food stamp bonus. - F S

Consider this example (chart 9) of how higher benefits of the food
stamp and public housing programs cut the work penalty of the
AFDC program. An AFDC mother and 8 children, aged 5, 7, and 9,
are eligible for a maximum cash payment of $168 in Maine. Once the
youngest child becomes 6, the mother must register for work. Chart
9 shows the consequences to the family’s total income that program
rules prescribe in case the mother refuses to register for work.

B Chart 8. |
EFFECT OF 11% BOOST IN SOCIAL
SECURITY (JANUARY-JUNE 1974)
- ON COMBINED CASH BENEFIT
| INCOMEOF.

Ohio couple on S.S.I.- - +3%
(with $220in Social Security, Jan., 1974) . Medicaid

Veteran and wife - +3%
(with minimum Social Security)

u | | *
Single veteran -10%
(with $217 in Social Security, Jan., 1974)

* Effective at start of 1975
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Chart 9. '

WORK REFUSAL PENALTY CAN BE OFFSET BY
ANOTHER PROGRAM'S HIGHER BENEFIT?

Mother and 3 school-age children eligible for a maximum AFDC check in Maine.

MONTHLY BENEFITS (Dollars)

: £399
" BENEFIT BEFORE AFOC
] WORK-REFUSAL PENALTY

300 _—_m BENEFIT AFTER

PENALTY

200

$109

AFDC Food Stamps’  Public Housing:  Total Benefits
Subsidy .

Total income is cut only 6 percent. The AFDC decline of $49 is cut in half by the
increases in food stamps ($13) and housing benefits ($12).

Chart 9 makes it apparent that if single benefit programs are to
accomplish the aims intended by Congress, they must be coordinated
with other programs that affect the same population.

4. Quality control—Because the clients of programs for the needy
overlap, error in computing benefits of one program will carry over
into others. This is a severe problem with respect to AFDC and
allied programs since, as shown in chart 6, AFDC recipients typically
participate in the food stamp and medicaid programs as well.

Because of the nature of current eligibility and budget criteria,
accurate application procedures in AFDC are not feasible. Eligibility
reviews are cursory and infrequent, and a substantial number of in-
eligibles receive payments. HEW reported that from April through
September 1973, one of ten AFDC recipients was not eligible for
payments (in New York, more than one in six; in Maryland, one in
seven). On the other hand, an estimated 8.1 percent of U.S. recipients
were underpaid and 22.8 percent were overpaid. Overpayments in
New York were estimated at almost one in three, underpayments,
one in nine.

In the case of public housing, tenants are legally required to report
changes in income as they occur, but there is evidence that few do so.
At subcommittee hearings in Atlanta, Lamar Seals, Area Director
of the U.S. Department of Housing and Urban Development, said:
“I think if the truth were known, probably 95 percent don’t report
changes until they are checked on a year or 2 year basis. I find that
to be human nature. They get away with as much as they can.” 3

Responding to Seals, subcommittee Chairman Martha Griffiths
added that a General Accounting Office study of Sec. 221 low-rent

“ Ibid., p. 1214,
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projects in 1968 showed that “one-half of the families in the. projects
they studied may have had higher incomes than they reported. Neither
the family nor the project owner had any real incentive to report
higher income,” 22

As long as “income-tested programs” continue to use sloppy methods
to test the true income of recipients, there is an inequitable distribu-
tion of public money. Furthermore, programs which ought to be
helping the truly needy get a bad image in the public mind when
they allow widespread cheating to occur. : : .

The “system” frustrates systematic detection of error, and agencies
discover mistakes and fraud mostly by chance.?® There is little to deter
cheating because administrative recoupment of overpayments is dif-
ficult and prosecution for welfare fraud rare. Theoretically, welfare
recipients are expected to repay any excess aid that they receive, but
in practice they cannot repay money that they lack. Nor may agencies
dock a recipient’s welfare check to recover overpayments if the sur-
plus has been spent and the recipient needs his next check for food
and rent, unless the overpayment results from “willful withholding”
of information * by the recipient.

Conclusions

As long as income maintenance programs are fragmented, incon-
sistent, and available only to some of the needy, they will be unfair,
they will be inadequate for many and overadequate for some, they will
induce undesirable behavior, and they will be impossible to administer
efficiently. Ad hoc adjustments of individual programs can provide
no solution to the basic structural problem. _ »

‘Rather than continue to maintain—and expand—a diversity of
programs with rationales that no longer apply, it is necessary to
develop an income maintenance system. This system must serve
clear-cut goals appropriate to today’s situation. Its achievement will
require an end to Federal matching funds for AFDC, replacement
of certain noncash benefits with cash, and elimination of some other
current programs. ‘

Unless programs are simplified and rationalized into a universal
system, the troublesome problems of benefit inequities, inadequacies,
work disincentives, program overlaps, and administrative complexity
will continue to grow worse.

# Ibid., p. 1214.

# U.8. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
Issues in Welfare Administration: Welfare—An Administrative Nightmare, by
Sharon Galm, Paper No. 5 (Part 1) (Washington, D.C.: Government Printing
Office, 1972). .

“ Federal regulations define this to include misstatements about income or
family circumstances, failure to report changes in income or family circum-
stances, and failure to report receiving a welfare check that is too big (that
js_, one that exceeds a prior check by an amount that the welfare agency pre-
viously told the recipient would constitute an overpayment; or one known by
the recipient to be an erroneous overpayment).



INTRODUCTION TO CHAPTERS IV THROUGH VI
Public Versus Private Responsibility : Sharing the Burden

All societies make arrangements, formal and informal, that cushion
the impact of random events and economic irregularities on the less
fortunate. But no society has promised subsistence without expecting
or exacting a quid pro quo. Like other societies, ours is based on the
principle that individuals should pull a share of the load.

Much of the debate about income maintenance programs focuses
on fundamental questions of public versus private responsibility.
Provision of public aid for part of the population implies that most
of the rest must pay the cost. Thus, it is natural for policymakers
and the public to be uneasy about the potential impact of expanded
welfare on work and other private choices. As a consequence, cash
aid has been systematically withheld from certain groups—such as
many of the able-bodied. But this has distorted recipients’ choices
about work, family structure, and other behavior, and penalized or
failed to reward socially desirable behavior. L o

Chapters IV through VI examine basic issues in:the debate about
how to divide responsibility for basic income maintenance. between
the individual and society, that is; other ihdividuals. These chapters
assume that individuals make choices for which they should be held
responsible, at least in part. Some of their choices greatly affect their
economic well-being : employment, place of residence, family size, fam-
ily structure, and parental support of children. ST

"At the same time, this report assumes that much poverty is caused,
by random events, thé structure of the economy, changes in and poor
functioning of the economy, disérimination by age, race, sex,.and
national origin, and human weaknesses, and that the public should
help to cushion their impact. The public should help not only out of
humanitarian concern or the fear of economic and social harm, but
also because of the .realization that it possesses the ultimate respon-
sibility for income distribution. For although the market is an efficient
allocative mechanism, it is essentially a technical process and cannot
make ethical judgments. Individually we may get what we technically
“deserve” from the market; but social choices determine—and should
determine—how large a role the market plays in the distribution of
the total product of society.

(87)
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Chapter IV. THE SUPPORT OF CHILDREN

In our society the family has the primary responsibility for' rear-
ing children. Put most simply, parents are expected to support their
young. However, public programs help some parents with this duty
in recognition of the limits to their independence and because of the
public’s interest in protecting children.* The issue, therefore, is not
whether there should be public responsibility for children’s support,
but what form it should take and what its Iimits should be.

The 1issue is made more difficult by the relative decline of the two-
parent family in recent years. Since 1959 the proportion of families
without a father present has risen more than 50 percent, and such fam-
ilies now constitute the majority of poor families with children. This
rapid change in family structure raises questions about public policy
toward the family. Have family support programs kept pace with
social trends? Do they encourage or deter the exercise of parental
duty ? To what extent does the financial support of AFDC contribute
to the increase in female-headed families? Does AFDC perpetuate de-
pendency of families headed by mothers? .

Trends From Two-Parent to One-Parent Families

During the latter half of the 1960’s, the anti-poverty war focused
attention on groups with a high incidence of poverty. Marked in-
creases occurred in this decade in the number of fatherless families,
in the proportion of poor families who were female-headed, and in
the proportion of fatherless families who received AFDC.

~ Between 1959 and 1972, the number of female-headed families with

children increased by 70 percent, but male-headed families edged up
by only 8 percent (see table 22). By 1972, one out of every seven
families with children was headed by a woman.?

1 Previous chapters have discussed the proliferation of programs that assist
some families with cash, food, housing, medical service, and other aids. Public
responsibility also is expressed in measures which promote economic enterprise
and provide employment opportunity, such as fiscal and monetary policies. to
stimulate the demand for workers, equal rights enforcement, basic education,
manpower training, minimum wage legislation, and employment services.

? Among white families with children, the proportion with female heads in-
creased from 7 to 10 percent from 1959 to 1972. For nonwhite families the
increase was from 25 to 39 percent. In 1970, 83 percent of children under age
18 lived with both parents—87 percent of white children, and 58 percent of
black children; 9 percent of white and 30 perceant of black children lived with
the mother only; 3 percent of white and 9 percent of black children lived with
neither parent. A small proportion, less than 2 percent of white children and
3 percent of black children, lived with the father only. U.S. Bureau of the
Census, Census of the Population: 1970, Subject Reports, Final Report PC (2)-
4B, Persons by Family Characteristics (Washington, D.C.: Government Printing
Office, 1973).

(88)
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Nonpoor female-headed families with children more than doubled,
climbing five times as fast as their poor counterparts. Thus, raising
children alone is not an economic catastrophe for all women. But
because mother-headed families are seven times more likely than two-
parent families to be poor, the decline of the intact family is cause
for concern.

From 1959 to 1972, poverty declined dramatically. Poor families
headed by fathers decreased by 45 percent from 1959 to 1967 and by
another 22 percent from 1967 to 1972. Poor families headed by
mothers decreased 7 percent from 1959 to 1967, but increased 36 per-
cent from 1967 to 1972. Consequently, more than half (53 pércent)
of all poor families with children in 1972 were headed by women
(see table 23). The rate of increase was great for both white and non-
white families. ' The proportion of poor nonwhite families headed by a
woman doubled—from 35 percent to 69 percent; among poor white
families the proportion headed by a woman increased from 25 to 43
percent by 1972.

TasLE 22.—Rate of change in number of families Mth children be-
tween 1969 and 1978

Family type Porcent

All families with children . —+14
Female-headed +70
Male-headed . +8
Nonwhite families with children +42
Female-headed +122
Male-headed . +16
White families with children +11
Female-headed +50
Male-headed +8
Poor families with children —33
Female-headed +-26
Male-beaded . ~57
Nonpoor families with children +26
Female-headed ~+135
Male-headed +21

Source: ‘“‘Characteristics of the Low-Income Population: 1972.” This report provides
L{arch 1960 and March 1973 data on family composition and income data for the pre-
vious years.

Table 23.—Number and percentage of female-headed families among
various population groups, 1959 and 1972

1859 number 1859 1972 number 1972

of female- percentage of famale- pement.:fe

headed of female- headed of female-

families (in headed families (in headed

Population group thousands) families thousands) families

All families with children.._..._._ 2, 544 9 4, 322 14
Nonwhite.. ... ___._____. 708 25 1, 572 39
White______________________ 1, 836 7 2,748 10
Nonpoor families with children____ 1, 019 5 2, 396 9
onwhite. _ _______._.___.... 131 11 617 23
White___ .. 888 4 1,778 7
Poor families with children. _. ... 1, 525 28 1, 925 53
Nonwhite. .. oo _____ 577 35 955 69
White. oo oo 948 25 970 43

Source: * Characteristics of the Low-Income Population: 1972.”
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Factors 1y THE GROWTH oF Famrries Heapep By WoMEN

Studies of the explosion in the number of female-headed families
with children have identified five major factors that account for this
growth.® These are increases in: population, family breakup, mother-
hood, illegitimate births, and independent living arrangements.

Growth of the general population alone would account for some
of the increase. Moreover, the maturing of the post-war “baby boom”
has resulted in a disproportionate increase in the number of young
people of childbearing age. Between 1960 and 1971 the general popu-
lation increased by 15 percent but the number of young women be-
tween the ages of 15 and 30 rose three times faster, by 46 percent.
The sharp boost in the number of women meant there would be more
families headed by women, even if the chances of a woman’s heading
a family remained the same. ) ’ } »

With more young people of marriageable age, marriage rates in--
creased by 28 percent during the 1960’s; but divorce rates increased
much more sharply. The divorce rate in 1972 was 82 percent higher
than in 1960.¢. - . . o - A L

Not only are marriages more likely to end in divorce, but more and
more divorcees are mothers. This, in turn, increases..the ;number of
female-headed households with children, since .mothers normally
retain custody of the children. Between 1960 and 1969 (latest awail-
able data), the divorce rate for couples with children rose!62 peréent.
- INlegitimacy also helps account for the rise in female-headed fam-
ilies. Between 1960 and 1969, illegitimacy rates (the number.of il-
legitimate births per 1,000 unmarried women) rose by. 15 percent, and:
illegitimacy-ra¢ios (the number of illegitimate -births per:1,000+live
births) almost doubled:* Overall illegitimacy rates-fell'among: black
women but continued to increase among white Wwomen. Illegitimacy
rates among young women climbed upward for all races.. Thus;. with
more young women in the population, and-with more having-an: il~
légitimate child; the number of illegitimate births increaséd sharply.
By 1969, one out of ten children born during the yéar was illegitimate.

‘Another cause of the surge in female-headed. families is the grow-
ing tendency for women raising children alone to set up their own
households rather than share with friends or relatives. A divorced,
separated, or unmarried mother is more likely today than in 1960

3U.8. Congress, Joint Economic Committee, “Income Supplements and the
American Family,” by Phillips Cutright and John Scanzoni; and “Illegitimacy
and Income Supplements,” by Phillips Cutright, Paper No. 12 (Part I), pp. 54-89;
90-138. :

Heather L. Ross, “Poverty : Women and Children Last,” The Urban Institute,
Working Paper No. 971-08-02, Washington, D.C., 1978.

*U.S. Department of Health, Education, and Welfare, National Center for
Health Services, “Marriage, Divorces and Annulments and Rates per 1,000
Population, United States, 1940-1973,” (mimeo).

S U.8. Department of Health, Education, and Welfare, Public Health Service,
Vital and Health Biatistics, Series 21—No. 15, “Trends in Illegitimacy, United
States—1940-1965" (Washington, D.C., February 1968) ; and U.S. Department of
Health, Eduction, and@ Welfare, Public Health Service, “Summary Report,
Final Natality Statistics,” Volume 22, No. 7 (Washington, D.C., October 1973)."
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to maintain her own home, both because of greater economic ability
to afford independence and the general trend away from the pattern
of extended family living.® Higher welfare payment levels, for exam-
ple, have enabled more poor mothers to buy independence and pri-
vacy. This “creates” families that are poor but might not be if they
were sharing expenses and living quarters with parents, other rela-
tives, or friends. ‘ ' '

Ross’s analysis found that population growth alone accounted for
25 percent of the increase in white female-headed families and 16
percent in nonwhite families. The trend toward independent living
arrangements accounted for about 10 percent of the increase in both
groups. The combination of marital dissolution and presencé of chil-
dren in such broken families accounted for 43 percent of the growth
of white female-headed families and 39 percent in nonwhite families.
The effects of illegitimate births accounted for 9 percent of the in-
crease in white and 21 percent in nonwhite female-headed families,
even though overall illegitimacy rates declined among nonwhite
women. (Apparently, this is due to the increase in illegitimate first
births among nonwhite women, and because nonwhite women are
more likely to keep illegitimate children rather than place them for
adoption.) Interaction among all factors explains the remainder of
the increase in female-headed families with children—13 percent for
white women and 17 percent for nonwhite 7 (see chart 10).

Chart 10.
COMPONENTS OF GROWTH
IN FEMALE-HEADED FAMILIES WITH CHILDREN
1960-1970
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709,300 LUCREASE 392,006 1HCREASE*

SOURCE: Ross
* Percentages are rounded numbers, accounting for 1017 total,

® An extended family may include more than one parent-children unit, or may
include other related children, in addition to the household head’s own children.
" Ross, pp. 1-2, and table 4.
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Facrors 1N TaE GrowTE oF AFDC

The number of families receiving AFDC more than tripled from
1961 to 1973, outpacing the growti in fatherless families, and the
number of AFDC families whose father lived away from home in-
creased at a greater rate than the total caseload.®* Why did the rolls
increase? Did the program itself contribute to family breakup?

A recently published analysis attempted to answer these questions
by comparing AFDC program data to census data on families in the
population who met AFDC eligibility rules.? Boland found that two
factors.accounted for most of the doubling of AFDC rolls between
1967 and 1970: an increased number of eligible families and a higher
participation rate of eligible families. The eligible population in-
creased by 25 percent, and the proportion of the potentially eligible
population who received AFDC benefits increased from 56 to 78
percent. For female-headed AFDC families, participation rates in-
creased from 63 to 91 percent.°

Some of the increase in the pool of eligibles was due to the in-
creasing number of female-headed families in the population, but
most of it was due to an increase in State eligibility levels. Between
1967 and 1971, the median income eligibility level increased by 32
percent. Also, as was discussed in chapter II, an expansion of earn-
ings deductions in 1969 raised the eligibility level for working re-

" cipients of AFDC.

Reasons for increased participation of the eligible population are
not easily analyzed, but it appears that more people learned about
the program and found it worthwhile to apply. Also, changes in
administrative practices made welfare easier to obtain and enactment
of medicaid made cash welfare much more valuable. The war on
poverty spotlighted entitlement to benefits; community action groups
and welfare rights organizations recruited applicants and helped
reduce the stigma of receiving welfare. Another possible reason for
some of the AFDC growth was an increase in the number of in-
eligible families who obtained payments by fraud or administrative
error. The increased rate of ineligible families receiving payments, as
indicated by reviews of the AFDC caseload in 1962 and 1973, would
have accounted for about 13 percent of the caseload growth during
this period.

Certain court rulings forced administrative changes that also in-
creased participation. For example, prior to the Supreme Court’s
ruling in 1969, most States required one year’s residence in the State

® Derived from: U.S. Department of Health, Education, and Welfare, Welfare
Administration, Characteristics of Families Receiving Aid To Families With
Dependent Children, November—December 1961, April 1963 ; and U.S. Department
of Health, Education, and Welfare, Social and Rehabilitation Service, Findings
of the 1978 AFDC Study: Part I, Demographic and Program Characteristics,
DHEW Publication No. (SRS) 74-03764, June 1974.

® See Joint Economic Committee, “Participation in the Aid to Families with
Dependent Children Program (AFDC),” Paper No. 12 (Part I), p. 139.

1f most of the eligible population were receiving AFDC benefits in 1970,
and the eligible population failed to grow as much as previously, growth of the
AFDC rolls would be expected to level off. This, in fact, has happened. The
annual caseload growth rate was 36 percent in 1970; it dropped to 14 percent
in 1971; to 7 percent in 1972; and to 1 percent in 1973.
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as a condition of eligibility. By.1971, about 9 percent of newly ap-
proved families had lived in the State less than a year, compared to
3.5 percent in 1967. The increase in the number of families with less
than one year’s residence accounted for 5 percent of the caseload
increase between 1967 and 1971. ’ ‘ o

Under “suitable home” provisions, AFDC was denied to children
if their home was deemed unsuitable, and the birth of illegitimate
children often disqualified the home. A ruling in 1961 held that AFDC
could not be denied for this reason unless other plans were made for
the children’s care. The “substitute father” and “man in the home”
rulings of 1968 and 1970 prohibited denial of AFDC because of the
presence of a man in the home unless he were legally responsible for
the children or fully supporting the children. Previously, a number
of States had withheld aid if the mother had a close relationship with
a man even if he did not live with her..

After these rulings, the number of families with unmarried moth-
ers on the AFDC rolls increased sharply in the South, where States
had applied suitable home and substitute father policies rigorously.
For instance, in the South Atlantic States the proportion of AFDC
families with unmarried mothers rose from 19 percent in 1961 to 35
percent in 1971. During this period the proportion of such families
nationally increased on%y from 23 percent to 28 percent of the AFDC
caseload.

The proportion of illegitimate children on AFDC rolls increased
from 25 percent in 1961 to 32 percent in 1967 and has continued to
be about one-third since then. Analysis of population data indicates
that a large part of the increase in illegitimate children among wel-
fare families is explained by increased participation;rates. -Between
1961 and 1969, the number of illegitimate children in the population
increased by about one-third, but the number receiving AFDC more
than doubled. Cutright estimates that the proportion of non-adopted,
non-legitimated children receiving AFDC increased from 37 percent
in 1961 to 65 percent in 1969.1

Despite these rulings, the proportion of the AFDC caseload whose
fathers live away from home has changed little since 1961.

TABLE 24.—Proportions of absent-parent families on AFDC by status of
the father, 1961, 1967, and 1971

{In percent]
Year
Status of father 1961 -. 1967 1971
Divoreced or legally separated from
mother.__________________________ 22.8 22.0 23.8
Informally separated from or deserted
mother. _ __ ... 40. 3 38.9 37.7
Not married to mother_________.______ .36.9 39.1 38.5

Source : Characteristicsa of Families Receiving AFDO, November—December 1961; and
U.S. Department of Health, Education, and Welfare, Social and Rehablilitation Service,
Findings of the 1971 AFDC Study: Data by State and Census Division, Part I, Demo-
g;g{x;hic and Program Characteristice, DHEW Publication No. (SRS) 72-03756, -December

1 Joint Economic Committee, “Illegitimacy and Income Supplements,” Paper
No. 12 (PartI), p. 90.
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Personal reasons for family breakup or for formation of female-
headed families, of course, are difficult to determine. But a recent
analysis by Honig of the relationship between the level of AFDC 1pay-
ments and the number of female-headed families in 44 metropolitan
areas-found a significant increase in female-headed families as AFDC
payment levels mcreased. An increase in female-headed families also
was associated with low wages for men relative to AFDC payments;
and, to a lesser degree, higher unemployment. rates for men were
related to family splitting. A 10-percent increase in AFDC payments
appeared to ralse the number of female-headed families by 3 to 4
percent, and to increase the number of AFDC recipients by 14 per-
cent. Although most of the increase in AFDC recipients in areas with
higher payments was likely due. to separations for reasons other than
AFDC eligibility, the AFDC program itself seems to have contributed
to female f%:mily headship. . o

Parental Responsibility for Child Support

As more and more parents separate, or fail to marry, a basic issue
becomes the responsibility of both father and mother to support their
children. When families split, it is customary for the mother to keep
the child, and increasingly unwed mothers are rearing children
rather than placing them for adoption. Family life is a choice for
parents, but providing for their children should be a duty. Morally and
legally, we consider the father responsible for contributing to his
children’s support, but the mother also has a duty to help support the
children she is rearing alone. This section examines how parents are
fulfilling this obligation.

SurporT FroM THE FATHER

By statute or by common law, all States require parents to support
their natural or adopted children, and all States provide civil and
criminal remedies for nonsupport. The law on the books, however, is
not the law in action. Parents commonly evade this duty, often with-
out penalty.

When a mother is divorced, separated, abandoned, or bears an
illegitimate child, courts do not automatically order the father to
contribute to the child’s support. Private attorneys speak for the
rich and welfare supports the poor. But there is little redress for
mothers who stay off welfare but cannot afford a private lawyer.
Even when it has a direct financial interest in collecting support, the
State often fails to act. In 1973, 81 percent of the 7.7 million children
receiving assistance from AFDC had absent fathers, yet court sup-
port orders or voluntary support agreements had been obtained for
only 30 percent.!2

Although most support orders require the father to contribute less
than half the sum needed by his child, chances are that he will not
pay even this amount and that law enforcement officials will fail
to move against him. Data from the University of Michigan panel

2 Findings of the 1978 AFDC Study: Part I, table 17; Findings of the 1973
AFDC Study: Part II-A, Financial Circumsiances, DHEW Publication No.
(SRS) 7503765, September 1974, table 5.
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study of 5,000 families suggest that 47 percent of divorced fe-
male heads and 73 percent of separated female heads receive no
alimony or child support income, and that the median amount re-
ceived by those who do is about $1,350 a year.”* Although court sup-
port orders were in effect for 21 percent of all AFDC families in
1973, less than 5 percent of AFDC families were receiving support
payments that fully satisfied the court orders, and proceedings to
secure compliance had been initiated for less than 3 percent.**

If, as the evidence suggests, relatively few absent fathers make
substantial payments toward the support of their children, most of
the burden of supporting children in broken families falls upon
mothers and the State. Because of the trend toward families without
a father, the problem is likely to worsen. .

1. Reasons for noncompliance and nonenforcement.—Iow can so
many fathers violate their child support responsibilities without
penalty? The traditional explanation is that most fathers cannot
afford to pay, so there is no point to trying to make them do so.
This explanation cannot apply to most cases where a court has
ordered support payments, for judges consider the father’s ability
to pay in writing the order. A growing number of officials believe
that, even among welfare families, fathers can afford to make sup-
port payments and that the cost of collecting them would be much
smaller than the amounts collected.’ i . , . .

Some observers assert that prosecutors, judges and legislators ex-
hibit a “pro-male bias” against enforcement.’* Others say that some
lawyers and officials “are actually hostile to the concept of fathers’
responsibility for children,”?” and that many are bored with child
support cases. In 1971 a task force appointed by the California
Department of Social Welfare reported that a growing number of
enforcement officials believe that child support orders are.punitive and

that welfare checks are a preferable means of support.'®

2. Child support policy.—Congressional action has been limit,ed to
a series of directives exhorting State welfare agencies.to collect more

3 Hugh Heclo et al., “Single-Parent Families: Issues and Policies,” a working
paper prepared for the Office of Child Development, U.S. Department of Health,
Education, and Welfare, October 1973, p. 13. Mimeographed. See also K. Eck-
hardt, “Deviance, Visibility, and Legal Action: The Duty To Support,” Social
Problems (Spring 1968). - S

“ Pindings of the 1973 AFDC Study: Part II-A, tables 1, 7. ’

* See Comptroller General of the United States, Report to the House. Ways
and Means Committee, Collection of Child Support under the Program of Aid
to Families with Dependent Children (Mar. 13, 1972) ; Office of New York State
Welfare Inspector General, Study of the New York City Department of Social
Services Efforts to Obtain and Enforce Family Court Support Orders on Legally-
Responsible Relatives in ADC Cases (Dec. 12, 1973) ; California Department of
Social Welfare, California Human Relations Agency, Final Report of the Task
Force on Absent Parent Child Support (January 1971).

¥ 3. Nagel and L. Weitzman, “Women as Litigants,” Hestings Law Journal, 23
(1971) : 171, 191. :

M. Winston and T. Forsher, Nonsupport of Legitimate Children by Afluent
Fathers as a Cause of Poverty and Welfare Dependence (Santa Monica : Rand
Corp., 1971), p. 19. .

8 California Department of Social Welfare, Final Report of the Task Force on
Absent Parent Child Support, p. 12.
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child support payments. This restriction to welfare families is un-
fortunate because the child support problem plagues nonwelfare
families, too. Many families headed by the mother receive no income
from welfare.* In fact, the existence of stronger support enforcement
for welfare than for nonwelfare families may have the effect of forcing
more-mothers to apply for welfare.

Various bills pending in Congress would strengthen support en.
forcement on behalf of welfare families, permit garnishment of Fed-
eral wages for support purposes, and provide Federal help in en-
forcement of interstate support obligations. These measures for im-
proved enforcement overlook the possibility that child support.lqws
may be basically at odds with current social attitudes and living
patterns.

Child support obligations must be reexamined and redefined to
accord with the actual expectations of society. Several questions must
be answered: What is the responsibility of absent fathers, of step-
fathers in the home, of grandparents when the mother herself is a .
minor child? How is a “reasonable” support amount determined?
Where does the parent’s obligation end and society’s begin?

Enforcement of child support rules also must be reexamined and
reformed. This will require evaluation of current procedures for lo-
cating absent fathers, establishing paternity, obtaining support
orders and agreements, and imposing penalties for violation of such
orders. It is necessary to decide the proper balance between the pub-
lic and private roles in enforcement and to decide whether the State
should act on behalf of nonwelfare children as well as welfare re-
cipients. . :

In order to deal with the child support problem, Congress must
learn more about its dimensions and sources and must explore all

policy alternatives. Until effective child support measures are enaéted
- and enforced, the burden of supporting children in the rising number
of fatherless families will continue to fall disproportionately on
mothers raising children alone and on taxpayers financing income
maintenance prograims. '

EMpLoYMENT oF Poor AND NoNPoOorR MOTHERS

Financial support of children is not the sole responsibility of the
father. More and more wives are working to help support families,
and a majority of women heading families are in the labor force.
This is a result of increasing demand for women workers and changes
in the role of women rather than a consequence of law, although
AFDC legislation requires women to accept employment under cer-
tain conditions.

The decrease in poverty among male-headed families with children
from 16 percent in 1959 to 6 percent in 1972 usually is attributed
to improved employment opportunities and higher wages for men -

*In March 1973, female-headed families receiving AFDC represented 55 per-
cent of all female-headed families with children (including families with de-
ceased fathers) ; Ross estimated that 70 percent of such families received AFDC
for some portion of the year (1971).
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in the expanding economy of the 1960’s. But the employment of
wives in two-parent families also was an important factor. The pro-
portion of working wives with children increased from 36 percent to
50 percent between 1959 and 1972.° Poverty of male-headed families
is related to lower employment rates of wives as well as to low earn-
ings of the men in these families. More than half of the mothers in
nonpoor two-parent families worked in 1972, and 18 percent worked
year round, full time; far fewer mothers in poor two-parent fam-
ilies workeé, especially full time, year round.” .

Afmost two-thirds (65 percent) of all women heads of families
with children were employed in 1972 and 30 percent worked year
round, full time. But the average annual income for these families
was little more than one-third of the average income of two-parent
families. A major reason, of course, was their lack of a father’s
wages. If female-headed families have a second earner, it is likely to
be another woman or an older child with lower earning capacity
than an adult man.

Three out of ten families dependent on a woman worker were poor
when the mother worked at some time in 1972, one out of ten when
she was fully employed throughout the year. Even so, mothers’ wages
are an important factor in preventing poverty among broken fam-
ilies. Among nonpoor families with absent fathers, eight out of ten
mothers worked during 1972, almost one-half year round, full time.”*

The work experience of women heads of poor families thus differs
significantly from that of nonpoor female family heads. Only about
half as many poor women heading families worked (42 percent) and
only 7 percent were fully employed throughout the year.. Among
poor fatherless families, 39 percent of black women worked, com-
pared with 46 percent of white women. ,

There are several possible explanations for the lower rate of work
among poor women, especially nonwhite women : presence of youn,
children #* or “problem” children; discrimination by sex, race, an

® Pata in this section are derived from “Characteristics of the Low-Income
Population: 1972.”

2 The incidence of family poverty was cut in half, from 8 percent to 4 per-
cent, when the mother worked, and was reduced to 2 percent when she worked
year round, full time. ’

Among black two-parent families, the work of the wife was even more im-
portant. Seven out of ten wives in nonpoor families worked and four out of
ten worked year round, full time. In poor families, 40 percent of the wives
worked and only 7 percent were fully employed throughout the year. About one-
third of black two-parent families were poor if the wife did not work; 11
percent were poor when she worked, but only 4 percent were poor if she worked
year round, full time.

= There was little difference between the work experience of white and black
female heads of nonpoor families, but employment of black women was less
helpful than that of white women in reducing poverty. Forty percent of black
families were poor when the mother worked for some portion of the year,
and 17 percent were poor even when she was fully employed.

® Young children at home often are cited as reducing the employment of
mothers. However, an increasing number of women with children under six
years of age are entering the labor force: 44 percent of wives and 54 percent
oi ]zggen heading familles with pre-school children worked for some portion
o
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education ** in the labor market; residence in remote locations; un-
availability of the types of jobs for which such women are qualified
or which they desire to take; poor health; social, emotional, and
mental problems; and the use of AFDC as an alternative to employ-
ment. Some women are simply unattractive to employers, and are
screened out of the labor market. But the relative importance of these
various factors is not known.

ExproymENT oF AFDC MoTHERS .

Because most poor female-headed families with children receive
AFDC benefits, the effect of AFDC on employment of mothers must
be considered. Despite a loose work requirement, a special employ-
ment program, and financial rewards for work, in January 1973 only
16 percent of AFDC mothers were employed.?® This figure is for em-
ployment in one month and is not comparable to data for annual
work experience used in this discussion. AFDC mothers -are likely
to have seasonal or intermittent employment. In a year’s time, per-
haps three times as many would have some work experience. Still,
employment rates are modest. Why is this? . A .

AFDC mothers considered to be employable are referred to the
work incentive’ (WIN)..program administered by the Department of
Labor and are_expected to accept available employment.?* Many
other mothers not required to do so have voluntarily enrolled in WIN
training programs. But WIN has not.beén very effective in upgrad-
ing job skills'or in job_placement after training.?” Most employed
AFDC mothers have found employment thrdugﬁ their own efforts
rather than through WIN. Penalties for failire to. comply with work

* Labor force participation increases with educational attainment, and the
low educational leVels of some poor heads of families is' a deterrent to em-
ployment. About ‘two-thirds of poor femsle family heads betweeii the ages of
25 and 65 have less than a high school education. But almost one-half of :poor.
family heads betwéen the ages of 25 and 34 have at least a high school_educa-
tion, and their educational attainment is only slightly less than that of non-
poor heads of families. For younger women, therefore, educational levéls alone
do not account for the difference between employment status and income of
poor and nonpoor female heads. ) T '

= Findings of the 1973 AFDC Study: Part I, Demographic and Program Char-
acteristics, p. 58. . . T o

® Referral to WIN is required.for a mother who is not ill, incapacitated, or
of advanced age unless she has a child under the age of six in her eare, or
her presence in the home is required because of the illness or incapacity of an-
othér member of the household: Referral of a mother in an unemployed-father
family is not required unless the father has refused referral. The mandatory
referral applies to less than 40 percent of the caseload since 60 percent of
AFDC families include a child under six. Mothers with children under age
six may volunteer for WIN services. New WIN regulations proposed in the
Federal Register on Sept. 18, 1974 would require AFDC recipients not only to
register, but to search for employment. Also, a new manpower services option
would be added to provide for the development of job-seeking skills for WIN-
certified individuals. )

" U.8. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
The Effectiveness of Manpower' Training Programs: A Review of Research on
the Impact on the Poor, by Jon Goldstein, Paper No. 3 (Washington, D.C.: Gov-
ernment Printing Office, 1972). ’ i
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registration requirements are infrequently applied. Even if applied,
they can be undercut by the operation of other programs.

A major reason why more women on AFDC do not work probably
is that AFDC cash and food benefits offer an alternative more at-
tractive than low-paid employment. The traditional emphasis on wel-
fare as a substitute for work still permeates the program, and the
overall design of the program does not encourage employment. In
most States, AFDC plus food stamps, medical care, and other bene-
fits available to some low-income families (e.g., public housing, free
school lunches) can provide total maintenance income larger than
many welfare mothers could hope to earn. There may be an increas-
ing reluctance on the part of young women to take low-paid, menial
work, even though they may not be qualified by experience or traiming
for higher-paid work. Also, it is likely that some mothers heading
families prefer to sacrifice a higher income from a combination of
work and welfare rather than to accept employment and leave their
children in someone else’s care. ) ‘

Moreover, work is not always profitable for AFDC recipients. Be-
cause earnings reduce other benefits as well as the AFDC payment,
the net increase in total income is not so great as would be antici-
pated from the benefit-loss rate applied to AFDC alone. There is
evidence that some women who work do not report their earnings in
order to avoid benefit reductions, but the extent of unreported earn-
ings is unknown.

Finally, the traditional concept of work versus welfare is difficult
to overcome. The primary original rationale for AFDC was to enable
mothers to stay at home and give full-time care to their children.
For more than 30 years it was generally understood that any earn-
ings of family members would reduce the AFDC benefit dollar for
dollar, and that unless the recipient could earn more than the amount
of the benefit there was no financial incentive to work. In fact,
there could have been a net loss of income since States were not re-
quired to disregard wages spent on work expenses until 1962. Con-
sequently, many AFDC mothers thought they were not supposed to
work and that they would lose all benefits if they did.?®

The 1969 earnings-exemption provision, which requires that the first
$30 of monthly earnings, plus one-third of the remainder, plus work
expenses, be disregarded in determining the amount of the AFDC
benefit, 1s rather complex. Recipients did not readily understand
1ts potential for expanding their income. After 2 years of application
of the provision, a study conducted for the Department of Healih,
Education, and Welfare found that many recipients still thought they

= As a penalty for refusing work offered them, the AFDC benefit may be re-
duced by the mother’'s share of the payment, but increases in other benefits,
illlgh as food stamps, compensate for much of the lost cash income. See chapter

® The common belief that earnings always reduced the AFDC benefit dollar
for dollar was, in fact, a misconception, since in more than half the States
prior to 1969 the AFDC benefit structure permitted recipients to keep some
earnings in addition to work expenses. See discussion of work experience of
AFDC mothers below. Also see N. A. Barr and R. E. Hall, “The Taxation of
Earnings Under Public Assistance,” Massachusetts Institute of Technology De-
partment of Economics Working Paper No. 85, April 1972,
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'would be penalized with dollar for dollar reductions in grants if they
‘went to work.®°

The earnings incentive appears to have had little overall impact on
work effort nationwide. The proportion of AFDC mothers employed
in January 1973 increased by only one percent over the proportion
employed in 1967. There were extreme variations among the States,
however, in changes in the proportion of mothers employed between
1967 and 1973. In the 33 States for which separate data are available,
the proportion of AFDC mothers employed increased by 25 percent or
more in 15 States; by 50 percent or more in nine States; and more than
doubled in three States. At the otlier extreme, five States reported a
r(;duction of more than one-third in the proportion of mothers em-

oyed.

P Such a response to the work incentive could well be related to
differences in understanding its advantages, and to differences in
staff efforts to publicize and explain the new provision as well as to
other factors unrelated to AFDC. The National Analysts’ study
found that only seven percent of the women recalled receiving an
explanation in the mail from the welfare department, and only 14
percent recalled that a welfare department caseworker had explained
the change in rules. In response to a mail questionnaire, one-half of
the caseworkers in the study areas reported that they routinely told
families about the earnings incentive; others explained it selectively;
and one-fourth of the workers who took applications said it was not
their function to explain this provision to applicants. Obviously, re-
cipients cannot respond to an incentive provision they neither know
about nor understand. The apparent positive response in a few
States may have been due to a systematic effort in those States to be
sure that recipients understood the advantage to them if they obtained
employment.

There are also considerable variations among the States in the
actual proportion of AFDC mothers employed—from seven percent in
West Virginia to 35 percent in Nebraska.** The variations are due only
partly to the initiation of the work incentive provision in 1969. A
relatively high proportion of AFDC mothers has been employed in
some States for many years. These are the States in which the tradi-
tional view of the separation of work and welfare has never applied.
The structure of some State AFDC programs permitted women to
increase family income by working even before 1969.32 In 1967, before

#®In initial interviews 6 to 9 months after the new provision was effective,
only 17 percent of AFDC mothers had heard about it. Half of them thought
they would receive no benefits if their wages equalled their current AFDC
payment. The effect of the earnings exemption was explained carefully to each
recipient, but when re-interviewed a year later one-third of the women still
thought that a job would cost them all benefits. Less than one-third recalled
even hearing about the new provision, and less than half of these had a gen-
eral understanding of its meaning. National Analysts, Inc., Effects of the Earn-
ings Ezemption Provision on the Work Response of AFDC Recipients, prepared
for Social and Rehabilitation Service, Department of Health, Education, and
Welfare, Contract No.: SRS 69-39 (Washington, D.C., 1971).

The study sample consisted of 2,245 AFDC mothers in 10 cities in different
regions of the country.

"“These and subsequent figures regarding employment rates for AFDC re-
cipients are applicable to the month in which the surveys were conducted. As
noted earlier, a larger proportion of recipients work for some portion of the year.

.” These States placed a limit on the amount of benefits payable to a family
with no private income, but allowed earnings or other income to make up all or
part of the difference between the limited benefit and the State’s standard of need.
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the national work incentive provision, there were 15 States in which
a woman with three children could have earned from $40 to $147 per
month with no decrease in benefits. Earnings above these amounts re-
duced the AFDC benefit dollar for dollar, or at a benefit-loss rate of
100 percent. In another six States the benefit-loss rate was less than
100 percent of earnings and in three of these States, benefits were re-
duced by less than 50 percent of the mother’s earnings. The median
AFDC employment rate in States in which there was a financial work
incentive in 1967 was 26 percent, almost double the national average
of 15 percent. More than 30 percent of AFDC mothers were employed
in nine States and more than half were employed in one State.

Data for 1973 are available for eleven States that offered a finan-
cial work incentive prior to 1969 and that currently have more gen-
erous earnings deductions or benefit-loss rates than required by Fed-
eral law. The median AFDC employment rate in these States was 26
percent in January 1973, and more than 30 percent of the mothers were
employed in five of the States. In nine States that provided comparable
benefits but that have a tradition of “taxing” away all earnings, the
median AFDC employment rate was only fourteen percent. Among
these States, the highest rate was 23 percent.

The highest rates of increase in the proportion of AFDC mothers
employed between 1967 and 1973 is found among States that initiated
the earnings exemption in 1969 and that have the highest AFDC
payment levels. In the median State in this group, 16 percent of the
mothers were employed. In'five of these States the proportion em-
ployed increased by 70 percent or more, and the highest employment
rate in 1973 was 24 percent. At the other extreme the greatest reduc-
tion in the employment rate of mothers occurred in States where the
financial incentive to work was reduced, that is, in States that
changed their payment structure from a more generous benefit-loss
rate to conform to the more restrictive national provision. In Texas,
the proportion of AFDC mothers employed dropped by 64 percent
after this change (from 36 percent to 13 percent). In Louisiana and
Alabama where, except for Mississippi, payment levels are the lowest
in the nation, employment rates dropped by 42 percent. In 1973,16 and
19 percent of AFDC mothers in Louisiana and Alabama were em-
ployed. By contrast, in Mississippi, which has the lowest benefit-loss
rate in the country (27 percent), 31 percent of AFDC mothers were
employed.® :

® Bven though employment rates are higher in States that provide a generous
work incentive, many mothers in these States do not work or work intermit-
tently. In a study (multiple regression analysis) of the effects of cash payment
levels and benefit-loss rates on employment rates of AFDC mothers, Gar-
finkel and Orr concluded that lower benefit-loss rates had a positive effect on
employment. Mothers’ employment rates were sensitive also to demographie
factors (urban or non-urban residence, race, education, children under six) and
labor market conditions (unemployment rates and wage levels). Their estimates
suggest that considerable liberalization of earnings deductions and benefit-loss
rates and reduction of payment levels might more than double AFDC mothers’
employment rates. Even so, half or more would not be induced to work or could
or would not work continuously, according to their estimates.

Irwin Garfinkel and Larry L. Orr, “Welfare -Policy and the Employment
‘Rate of AFDC Mothers,” Institute for Research on Poverty, Discussion Paper
No. 133-72, Madison, Wis., 1972.
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In summary, there is evidence that AFDC has inhibited the work
effort of recipients, but there also is evidence that many mothers of
AFDC children will respond to a financial work incentive that they
perceive can increase family income. Many mothers with low earning
capacity cannot earn enough to fully support their families. Some
have problems that virtually preclude employment. But to con-
tinue a system that can inhibit work, and that perpetuates the out-
worn division of welfare and work as mutually exclusive, is to aban-
don many families to poverty unnecessarily.

Family Size and Parental Responsibility
TreNDs IN Faminy Size

The incidence of poverty among families increases as the number
of persons in the family ‘increases. Although families of all sizes
have shared in the reduction of poverty in recent years, poverty rates
still are relatively high for families with a large number of children,
particularly in nonwhite families and female-headed families. More
than half of families with five or more children were poor in 1959,
but less than one-third were poor in 1972. -

TaBLE 25.—Peroent of families with income below the poverty level,
by number of children, 1959 and 1972 .

[In percent]
Race and sex of family head 1959 1972
20 12
14 9
25 15
53 30
16 8
45 21
57 34
75 56
16 6
48 19
60 45
97 78

3 Nonwhite family data used in 1959 ; black family data used in 1972.
Source: “Characteristics of the Low-Income Population: 1972.”

The declining birth rate of recent years is reflected in smaller
families among both the poor and nonpoor population. The total
number of families with related children rose by 14 percent since
1959, but the number of families with five or more children de.
creased by 4 percent. The trend of changes in the number and pro-
portion of large families is consistent for all family types except
families headed by women. The total number of fatherless families
with five or more children increased among both poor and nongoor



103

families. In fact, large female-headed families increased at a faster
rate than fatherless families in general. In 1959, one out of ten
families with five or more children was headed by the mother,
compared to almost one out of five families by 1972.

The shift in responsibility for large families from both parents
to the mother only was even more marked among poor families.
Poor male-headed families with five or more children decreased by
64 percent between 1959 and 1972, but poor families this size with a
female head increased by 39 percent. The result is that while only 2
out of 10 poor families with five or more children were in the care of
women in 1959, half of such families were female-headed in 1972,

Three factors may have contributed to this apparent shift of large
families from male to female heads: (1) extended families are more
common among families headed by a‘woman than among male-
headed families; (2) the divorce rate for couples with four or more
children almost doubled between 1960 and 1969; and (3) in most
areas AFDC, food, and medicaid benefits to female-headed families,
all generally geared to family size, can exceed the earnings of low-
income workers, which often are insufficient even for moderate-sized
families.

PosLic WELFARE BENEFITS AND FaMILy Size

Although there is no evidence that AFDC induces increases in
family size,34 the incentives for family breakup and consequent AFDC
eligibility are stronger for large families than for small families in
most States. AFDC benefits generally are related to family size.
Eleven States limit amounts of benefits to families by setting maxi-
mum amounts payable regardless of the number of children. But in
other States, benefits are increased for each additional person in the
home, resulting in benefits for large families that exceed wages of
men 1n many localities. Ten States paid a family consisting of the
mother and five children almost as much as the median earnings
($5,300 or $450 per month) of black men in 1972 and more than the
median earnings of all male service workers, farm workers, and
laborers. If such a mother were employed, the family remained eligible
for an AFDC supplement, food stamps, and medical care until her
earnings were more than the median earnings of all working men

* The average number of children in AFDC families actually fell from 3.1
in 1961 to 2.8 in 1971. In part, this decline is due to the increasing number of
applicants with only one child, but in 1971, 60 percent of applicants approved
for benefits had more than one child and 10 percent had five or more children.
The size of AFDC families appears to be related to racial or ethnic factors
more than to amount of benefits. In general, States with high benefit levels
have the smallest families while the Southern States, with very low benefits,
have the highest average number of children per AFDC family. The AFDC fam-
ilies with the largest average number of children and the highest proportion of
families with five or more children are those with a disabled father in the
home. In 1971, 29 percent of AFDC families with an incapacitated father had five
or more children, as compared to 19 percent of families with separated par-
ents, 14 percent with divorced parents, and 9 percent of families with un-
married parents. Findings of the 1971 AFDO study.

52-726 0 - 75 -8
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(87,991). All of these benefits—AFDC, food stamps, and medical
care—increase as the number of children in the family increases.3s

In contrast, social security limits the amount payable to families
to one and one-half to two times as much as the covered worker’s
primary benefit. Because this maximum is reached with one or two
children, a family with three or more children receives no more than
a smaller family. Although benefits are not strictly wage-related,
families of workers with low average covered wages receive less
than families of higher-paid workers, regardless of the number of
children in the family.

FeperaL BenerrT Poricy Concerning FaMiry Size

The national trend toward smaller families is fairly recent but
may continue as more families consider the cost of rearing children,
their responsibility as parents, and their desire to maintain or in.
crease the family’s standard of living.

The decrease in large families with two parents and the contrary
increase in large female-headed families may reflect the penalties
to two-parent families imposed by welfare.” Federally subsidized
cash and medicaid benefits available to broken families, but generally
denied to intact families, have become more than competitive with
parental ability to support large families.

Programs that provide open-ended benefits from public funds for
any number of children are unfair to parents who limit the size of
their families; and they place an economic value on children that
is inconsistent with current social and economic trends. Children no
longer are economic assets, as they were when the society was agri-
cultural. Indeed, they have become something of a “consumption”
item. That is, many parents tend to have the number of children
they believe they'can afford on the expectation that they will be
responsible for them.

Need for Reform of Family Policy in Income Supplement
' Programs .

Priority must be given to clarifying policy and formulating the
goals of a better income distribution system on behalf of families
and children, rather than to attempts to improve separate segments
of the existing outmoded system. The slackened rate of growth in
AFDC families is no reason for delay; nor is there need to wait
for precise evidence that AFDC creates a specified number of fe-
male-headed families. The present system, based on categorically-
defined risk concepts, is inequitable and unrealistic. It provides an
irrational set of incentives and disincentives by rewarding failure
to marry and by penalizing parents who stay together. .

* The food stamp program, for instance, provides a bonus of $24 a month
($288 a year) to a two-parent family with two children and gross earnings
of $600 a month ($7,200 per year). A family with five children and the same
earnings would receive bonus stamps worth $78 ($936 per year). A family
with five children may receive food stamps until total family income is $900
a month or $10,800 annually. At this level of income, the family is eligible
for a $36 monthly food stamp bonus ($432 per year). With six children, a
family with $11,900 annual income may receive $480 in benefits, and the eligi-
bility level is increased by $876 for each additional family member. The median
income of two-parent families with five or more children in 1972 was $11,500.
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The present system not only fails to support family stability; it
is a disservice to low-income women as well as to0 men who are
working to support families. After poor parents separate, the re-
sult is a family that the mother is even less able to support than
was the father when he was there. Available noncash benefits plus
AFDC discourage return of the father whose earning capacity can-
not match the welfare income of his wife ; and women heads of families
are less able than men, on average, to earn the equivalent of the
multiple benefits received by the family. If giving benefit prefer-
ence to female-headed families does encourage family splitting, it
is unreasonable to view the mother’s work as the only solution to
family support and growth of the AFDC rolls without first correct-
ing the design features that are helping to create fatherless families.

To the extent that AFDC encourages poor men to leave home, it
is a disservice to them, too. It provides an incentive for the father
to sever family relationships when his earnings are inadequate for
family support. He then is subject to legal action and criticism for
failure to support, although his earning capacity is no greater than
when he was at home.

The system is a disservice to taxpayers since it assumes public
responsibility for support obligations when parents fail to marry
or separate after marriage. It results in a transfer of tax funds from
two-parent families and childless persons to one-parent families,
and, in effect, it redistributes money from fathers who are supporting
their families to fathers who are not. Furthermore, additional tax
expenditures are required to enforce support obligations of fathers
whom the system has encouraged to leave home.

The goal of public policy should be to support parental respon-
sibility, not supplant it. An understandable public interest in pre-
venting the destitution of fatherless children should not be con-
strued as a public duty to provide full financial support for children
whose parents do not maintain a home together. This is a distorted
concept of public versus parental responsibility for children. It
amounts to expecting parents who stay together to do their duty
but-relieving them of responsibility if they decide to separate.

A ceiling on public responsibility for the number of children
in a family is sensible. But couples should not be expected to re-
frain from having any children simply because their wages are low.
Income maintenance programs should supplement their low wages
to help them rear a reasonable number of children. Beyond two to
three children, however, parents should be treated as having made a
consumer choice to forego a higher living standard in order to
enjoy more children, and benefits should be less than the costs of rear-
ing them. To help assure that the choice is genuine, family planning
information and assistance should be available to help parents achieve
their desired family size.

No income maintenance plan can solve all family problems, espe-
cially for poor families. No welfare plan can eliminate unwed mother-
hood, divorce, desertion, death of the father, or problems in collect-
ing child support. Even with a plan that covers intact families,
some still could be poor. And some fatherless families are likely to
have special financial problems that even a relatively generous in-
come maintenance plan cannot solve completely.



Chapter V.. EMPLOYMENT AND INCOME DEFICIENCIES

Wages, salaries and fringe benefits account for nearly three-
fourths of personal income in the United States. Thus, one concerned
with the poverty of American families turns first to their employ-
ment problems,

The supremacy of jobs as a source of income has influenced the
design of government programs aimed against poverty. The govern-
ment has sought to stimulate aggregate employment in the economy
and to provide income for individuals and families lacking jobs or
potential workers. However, this strategy overlooks the poverty of
millions of persons whose breadwinner already has a steady full-
time job. Nearly 87 percent of all male-headed families relied on
work in 1972 for 75 to 100 percent of their total incomes, and 50
percent of all poor families headed by men received a similar pro-
portion of their income from earnings.

Types of Employment-Income Deficiencies

Families or individuals fail to earn enough money for many
reasons. Low-income breadwinners include: the medical student
whose spouse must care for their baby; an auto worker who has
been laid off because of a sudden drop in the demand for auto-
mobiles; a full-time service station worker whose regular wages are
below the poverty level for his family; and a father with a long-
term disabling illness. None of these families earns enough to at-
tain a decent living standard. But no one would suggest that the
root of their problems is identical or that the government should act
in the same way to help each. To decide the appropriate role for
government policy, one must first. identify the major causes of

. insufficient earnings. .

Life cycle factors operate in the case of the medical student. Some
families have low incomes because the prime worker or workers are
students or have jobs with low starting pay but high ultimate
salaries. Income data for a given year classifies many of these fami-
lies as poor even though their income gap merely indicates that
they are in an early career stage.

The Council of Economic Advisers recently suggested that ‘the
role of age in determining current income probably is increasing,
partly because workers spend more years in school.2"As a result, the

! “Characteristics of the Low Income Population : 1972,” table 42, p. 128.

*“Annual Report of the Council of Economic Advisers,” in Economic Report
of the President: February 1974 (Washington, D.C.: Government Printing Office,
1974), pp. 145-148.

(106)
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share of families with low earnings in a given year may rise while
the share of families with long-term deficiencies in employment in-
come does not change.

To illustrate that life-cycle poverty is relatively short-lived, one
can examine the effect of age of the family head upon income re-
ceived by families with the same male head for five years, 1967-
71. Of those families who were poor or near-poor in any of the
five years, only about 10 percent made consistent gains in income that
lifted them out of poverty by the end of the ﬁve-year period. How-
ever, for families whose head was less than 25 years old, the com-
parable figure was 36 percent.* Clearly, much of the poverty of
young male-headed families in this national sample was temporary
1n nature.

Temporary deficiencies in earnings occur for many reasons. Reces-
sions or milder downturns in the economy raise the overall unem-
ployment rate for periods of 6 to 18 months, costing many families
their jobs.* Earnings are cut by shifts in labor demand ‘or supply
by industry, occupation, or geographic area. The layoffs made by the
Boeing Corporation and more recently by the auto industry show
that many families who normally are well above poverty.suddenly can
face large temporary deficits in wages and salaries. Also, such
diverse factors as natural disasters and temporary 111ness or m]ury
cause short-term income losses to families.’ :

Data on the 1967-71 income experience of families are useful in
assessing the importance of* temporary phenomena. Of. all families
in poverty or near poverty at least. one of the five years;. about 13
percent had ‘average incomes for the entire five years of more than
1.5 times the poverty line.® In most of these cases, low earnings were
responsible for the: short-term income problem. Census data provide
another estimate of the role of unemployment and of ‘temporary
illness or injury in-causing poverty. In 1971, about 16 percent of the
men heading families with incomes under $5,000. weré part-year
workers whose main reason for not' working all year. was either
unemployment, illness, or injury. Of course, some of these. men may
suffer some unemployment or 1llness in most years, and thus face
persistent poverty.

The ‘worst and most pervasive: problem fac1n<r poor families is a
chronic deficiency in wages. Some poor families have insufficient
money despite the full-time, year-round job of an adult. Family
heads fully committed to year-round, full-time employment may
not earn enough because their wage rates are low, either absolutely
or relative to family size. First, “low educational attainment and
lack of training may prevent the family head from obtaining a
moderate-wage ]ob Nearly three-fourths of men heading families
that were poor all five years between 1967 and 1971 had completed

2J. P. Lane, “Turnover in the Poverty Population,” unpubhshed manuscript,
1973, pp. 6-8.

* Students of national unemployment no longer regard the problem as a fixed
body of workers unable to find any job. Instead they emphasize job turnover
factors, such as the impact of job search activities and wage expectations, on
the duration of unemployment. Unfortunately, public policy generally has failed
to adapt to these realities.

® Lane, pp. 4-5.
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only 8 years of schooling or less. Many of these men worked at
jobs with little on-the-job training or advancement possibilities.

Location is a second reason for chronic low earnings. Of the fami-
lies headed by men who were poor 1967 through 1971, more than
half lived in rural areas where wages generally were below the na-
tional average.® And about half of all poor male-headed families in
1972 resided in the South, the region with the lowest average wages.

A third cause of chronic inadequate earnings is discrimination by
race, by sex, and by national origin. Past discrimination did perma-
nent damage, preventing minority workers from taking many jobs
with substantial on-the-job training components, jobs that by now
would be yielding moderate incomes. Similarly, current discrimina-
tion restricts the future earnings capacily of its victims.

Fourth, some families lack earnings sufficient to escape poverty
not because absolute earned income is extremely low but because
family size is large. The average number of children under 18 in poor
families headed by men that were poor from 1967 through 1971 varied
between 5.2 and 5.9, whereas families whose poverty was temporary
averaged between 8 and 4 children.’

Many families remain poor year after year because no member
is available for steady, full-time work. In 1972, about 37 percent of
all poor families and about 67 percent of all poor unrelated indi-
viduals earned nothing.® The share of fami lies with no steady
earner approached 50 percent among those who were poor from
1967 through 1971.° Nearly all poor families without a steady worker
were headed by a mother, by a person over 65, or by a disabled per-
son. Few of the poor able-bodied fathers of prime age failed to work.

Although it appears easy from these data to divide families into
two groups, those headed by “employables” and those headed by
“unemployables,” such a classification would .be misleading. It im-
plies a strict division between those for whom work is convenient.
and those for whom work is impossible. Actually, employability is
& matter of degree. Large numbers of aged persons and mothers
raising preschool children alone do work, and their work effort
depends significantly -on such factors as the availability of nonwork

Income and the quality of job offers. For example, more than one-
third of men-age 65 and over worked during 1972 and 12 percent
worked full time, year round.* In 1967 more than half the married men
age 72 and over whose other family income was below $500 worked or
looked for work, but only 10 percent of those with other family
income between $1,500 and $3,000 did so.:* Work effort by these aged
men was related to economic need. v

The categories described here—life cycle factors, temporary de-
ficiencies in earnings, and chronic deficiencies in earnings—empha-
size the problems of too little income rather than those of too few
jobs. The number of poor and near-poor persons is viewed as more

°Lane, pp. 6-8.

7 Ibid.

* “Characteristics of the Low Income Population: 1972,” table 40, p. 123.
° Lane, p. 4.

1% “Characteristics of the Low Income Population : 1972,” table 14, p. 71.

1 U.S. Department of Labor, Bureau ¢f Labor Statistics, “A Micro Model of .

Labor Supply,” by Malcolm Cohen, Samuel Rea, Jr., and Robert Lerman, Staft
Paper 4 (Washington, D.C. : Government Printinz Office, 1970), p. €1.
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important than the number of unemployed persons. Differentiating
temporary and chronic difficulties also is more useful for modern
labor market analysis than making the traditional distinctions be-
tween the employed and the unemployed, and between low- and
moderate-wage workers. One cannot Jook simply at surface symp-
toms, particularly unemployment, to diagnose a particular family’s
income deficiency. Unemployment of less than five weeks may signal
a temporary drop in income caused by the brief layoff of a manu-
facturing worker with a steady, good-paying job, or may be a sign
of chronic poverty such as that suffered by workers moving through
a succession of low-wage, unstable jobs.2

Chronic Income Deficiencies and Existing Benefit Programs

A large number of Federal, State, and local programs, described
earlier, provide income to families whose earnings are low. But these
programs are inadequate for the task. As a result, cash programs de-
signed for other purposes have been stretched to perform a welfare
role, reducing their capacity to achieve their original goal, yet leaving

_ them inefficient against poverty. -

Consider the case of -unemployment insurance (UI). The basic
purpose of UI is to partly compensate workers for a temporary loss
of earnings in covered employment. Problems arise when UI’s role
is expanded (@) to provide long-term benefits, sometimes beyond
six months, and (%) to compensate workers who are subject to ex-
pected seasonal unemployment. The UI program is a poor vehicle
to help those with persistent poverty, for its benefits go to some
families but not to others with equal or worse wage problems. For
example, UI gives nothing to the worker with a steady, low-wage
job, but it aids the worker with equal annual earnings prospects
from a moderate-wage seasonal job. Ul fails to deal adequately with
even the lack of wages caused by unemployment because the jobs
of many low-wage workers are uncovered by UI or too short to
qualify them for benefits. A survey of low-income areas in 51 cities
demonstrated that many low-income fathers received no help from
UI during their unemployment. Of 69,000 men heading families with
annual incomes below $5,000 who experienced unemployment, 54,000
of whom were unemployed for more than 5 weeks, only 21,000 re-
ceived any UI benefits.’

Attempts to use UI to relieve chronic problems have the unfor-
tunate side effect of depressing wage-replacement rates for workers
with above-average wages. Generous but temporary aid from UI
is the appropriate way of helping families through such employment
dislocations as those caused by economic downturns, specific business
failures, and sudden demand shifts like those caused by the energy
crisis. Such short-term benefits should replace a high proportion of
after-tax earnings of both low-wage and high-wage workers. Weekly

¥ Lane, pp. 10-12.

* U.S. Department of Commerce, Bureau of the Census, Census of Population:
1970 Employment Profiles of Selected Low Income Areas. Final Report PHC
(8)-1 United States Summary-Urban Areas (Washington, D.C.: Government
Printing Office, 1972), pp. 193-196.
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benefits are adequate for low and moderate-wage earners but some-
what low for above-average workers. The average UI weekly pay-
ment in 1970 was 69 percent of after-tax earnings for a married man
earning 70 percent of the median wage in his State, but the com-
parable wage-replacement figure for the married man whose normal
wage was 130 percent of the State median wage was only 46 per-
cent.’* Thus, an above-average wage earner who suffered from some
economic displacement beyond his control was compensated for less

than half of his normal after-tax earnings.!® )
Government training programs also attempt to alleviate chronic
poverty. The Federal manpower training effort has cost significant
sums, much of which has been earmarked for disadvantaged workers.
A subcommittee staff study ¢ found that some programs were worth-
while and others were not, but concluded that they certainly could
not have a massive impact on the incomes of the poor. First, training
graduates of successful programs often remained poor in spite of
gains in earnings. Second, the number of trainees over the last decade
has been small relative to the low-income population, but massive ex-
pansion of training programs would likely reduce rather than increase
the return on individual trainees. To quote directly from: the staff

study: o A - S

-~ - Increased enrollments will make it difficult to duplicate the
quality of past training programs. Instructors are a scarce re-
source, and attempts to hire more of them may increase the per
‘capita cost of training. Selecting the positions for which partici-
" pants should be. trained is already an uncertain task, and the risk
- 1s multiplied as the program grows. Judgment errors will occur,

~ creating excess supplies of some occupational skills, = °
+ ' Thus far, trainees have comprised a negligible proportion of
the labor force, and the additional competitive pressure which
they have exerted on wage rates has probably been small.'A much
more ambitious program of training for the low-incomeé popula-
. tion would encounter increasing difficulties in' getting graduates
~ absorbed into the private sector.l” o ' '
In short, there is no satisfactory existing’ mechanism for supple-
menting the low earnings of mést workers. If this is determined to be
an undesirable situation, its remedy will require the development of a
new program or programs. T

Government and Individual Responsibilities for Atfaining
Adequate Incomes

Most Americans believe that the government should assume the
duty of assuring that jobs exist for all who are willing and able to
work,'® that able-bodied individuals are responsible for working at

* Feldstein, “Unemployment Compensation,” pp. 12-13.

® Of course, employer taxes per worker are a higher percentage of earnings
for a low-wage than for a high-wage worker. .

* See Joint Economic Committee, Paper No. 3.

7 Ibid., p. 13. .

¥ A Gallup Poll taken in December 1968 found that 79 percent of a nationally
representative sample of adults favored a government job guarantee to each
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available jobs to earn enough to support themselves and their fami-
lies, and ‘that the government should aid persons unable to work
steadily. If the country divided into two groups, persons fully
capable of earning.an adequate income and persons with no capacity
to work, the current concept of government responsibility would be
appropriate. FHowever, many persons are neither fully capable of
earning an adequate income nor completely incapable of working.

The wide range of potential for individual and family self-support
requires flexible definition of the government’s responsibility. Emerg-
ing is a concept of shared responsibilify : the idea that nearly all
low- and modest-income individuals should be eligible for govern-
ment income support, and, simultaneously, that nearly all should
be responsible for providing at least some of their own support. This
general principle is hard to translate into action. How does one
determine the appropriate government and individual shares for
different persons and families? Ideally, the extent of government
help would depend on the recipient’s capacity for self-support. In
practice, this approach would be impractical, arbitrary, and unfair
because of the great difficulty in determining a family’s potential.
Past efforts to use such individualized approaches in AFDC have
failed. If individual determinations are inappropriate, what other
methods may be used to measure the government help each family
should receive?

One approach would be to apply different benefit schedules to
different population groups based on group differences in potential
for self-support. Earnings capacities are lower and work expenses
often are higher for the aged, the disabled, and mothers heading fami-
lies than for single adults, childless couples, and two-parent families.
These differences may be reason for giving the less advantaged
subgroups more generous benefits but they do not justify total denial
of aid to the more advantaged subgroups. Within subgroups there
is substantial individual variation in the capacity for self-support.
For example, the range in earning potential among two-parent fami-
lies is at least equal to that between two- and one-parent families.
Benefit schedules often offer income supplements on a sliding scale
to take account of these within-group differences. .
_ By providing the highest dollar benefits to those with the lowest
incomes within each subgroup, the government helps most those with
the worst unemployment problems and those with the poorest wage
opportunities. But these same benefit variations result in paying dif-
ferent amounts to families who, despite the same potential for self-
support, make differential efforts to reach their potential. The jus-
tifications for paying the same amounts to all families with the same
income, whether the reason for low income is low potential or low
effort, are: (1) it is nearly impossible to divide income deficiencies
into those caused by low potential and those caused by low effort,
:tnd (2) even families not working up to their potential should not

arve. '

family at a $60 per week wage, than 88 percent of the poverty line for a family
of four. See the New York Times, January 5, 1969, p. 44. Although the wording of
the question asked seemed designed to elicit the response it did, the response does
indicate a concern for unemployed and underemployed persons.
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The expectation of individual self-support also depends on the
state of job opportunities open to low-income family heads. Is a job
a realistic option? Or are general conditions so poor that there are
simply no jobs available for many family heads?

In recent years aggregate unemployment rates have remained well
above the 8.54.0 percent rates necessary to achieve full employ-
ment.® As a result, many workers have found it difficult to get a
job. Poor families, especially, suffer from substantial unemployment.
Of poor male family heads who worked in 1972, 23 percent worked
less than a full year because of unemployment. In comparison, only
8 percent of nonpoor male family heads were limited to part-year
work due to unemployment.?* Unemployment rates in March 1973
were much higher for poor than for nonpoor family heads. Poor
male and poor female family heads had unemployment rates of 7.9
and 17.8 percent, while rates for nonpoor heads were 2.5 and 8.5
percent, respectively. * However, their higher incidence of unemploy-
ment does not prevent most poor families from earning some of their
own support. Nearly three-fourths of poor families headed by men
and over one-half of poor families headed by women had some in-
come from employment in 1972. About 3 percent of poor male heads
in the labor force and about 6 percent of poor female heads gave “un-
able to find work” as the main reason for not working during the
year.” Thus, although poor families do suffer a high incidence of un-
employment, very few cannot earn at least part of their own support
during the year. The apparently limited job opportunities of recent
years shoul(i7 not fully relieve families from their obligations of self-
support.

Individual Responsibility and Financial Incentives for Self-
Support

In designing a good system of income support for poor persons,
financial incentives for self-support are imperative so as to preserve
recipients’ work effort. It is well recognized that income support pay-
ments cannot avoid interfering to some extent with the goal of maxi-
mizing beneficiaries’ own efforts at self-support. Thus, the relevant

‘policy questions are: (a) How significant is the interference of bene-

fits with self-support? and (b) What program features offer the best
compromise among the competing goals of maximizing work efforts of
beneficiaries, ending the most extreme poverty, and minimizing costs
to the taxpayer? o

These questions can be examined in the context of two different

® Full employment is the condition under which all persons looking for work
(presumably at going wage rates) can find a job. The concept of full employ-
ment is consistent with some amount of frictional unemployment, or unemploy-
ment due to the voluntary movement from job to job that involves some short
period of unemployment. The precise aggregate unemployment rate consistent
with the concept of full employment is controversial.

® “Characteristics of the Low Income Population: 1972, table 30, p. 97.

™ Tbid., table 26, p. 93.

2 Ibid., table 30, pp. 97-8.
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types of plans: (1) work-conditioned plans such as a wage subsidy,?®
an earnings subsidy? or a guaranteed public job program, each
of which would give no aid to individuals who failed to work,
and, in the case of wage and earnings subsidies, to those unable to find
work; and (2) a pure income supplement,?® which would make pay-
ments to all families with low income, whatever the reason. Although
it may appear otherwise, both types of programs carry the ex ectation
of some self-support. For an income supplement that provided a low
or modest payment to the penniless, and lesser amounts for those with
some income, recipients would have to work in order to obtain an ade-
quate or comfortable income. In fact, depending on the respective
benefit schedules, recipients of an income supplement might have to
work longer hours than beneficiaries of a wage subsidy to have the
same total income.

IncoME SupporT aAND Hours oF WORK

Different programs would influence work behavior differently. In
the case of a cash or noncash need-based benefit with a maximum %ene-
fit that is reduced by some portion of private income, recipients may
reduce work effort for two major reasons. First, they may find income
from government benefits sufficient to allow them to quit or reduce
work effort. Second, since benefits are reduced as income rises, recip-
ients may lose so many dollars in benefits that work becomes relatively
unprofitable. In the case of a wage subsidy, recipients are encouraged
to work more because their wage return rises with extra hours of labor.
On the other hand, work-conditioned wage subsidy benefits also may
cause recipients to work less by helping them afford added leisure.

Since many low-wage earners work well over 40 hours per week
trying to support their families, small reductions in time at work
by poor people may be a minor concern. If government benefits allow
such families to attain an adequate income by working only a normal
week, a small reduction in their work hours might even be desirable.
The concern, however, is that some workers may either stop working
entirely or cut work time significantly. These reductions would add
greatly to the government cost of eliminating poverty, and the extra
cost would fail to help poor families purchase more food, housing,
or clothing.

A volume of papers prepared for the subcommittee reviewed a
large body of studies on the work incentive issue ** and provides
tﬁ)rqe ways of judging the effect of government aid on work be-

avior.

= A wage subsidy supplements low wages by setting a target wage and pay-
ing the worker some fraction of the difference between the target wage and
his own wage. For further discussion of wage subsidies, see chapter VII.

% An -earnings subsidy bases benefits on total earnings rather than the hourly
wage rate. For further discussion of earnings subsidies, see chapter VII.

®Tph its most general form, an income supplement plan sets a basic benefit for
persons with no other source of income and reduces this maximum benefit by
less than one dollar as earnings rise by one dollar. For further discussion of
income supplements, see chapter VII.

#77.9, Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
How Income Supplements Affect Work Behavior, Paper No. 13 (Washington,
D.C.: Government Printing Office, 1974).
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1. Experimentation—One paper reported on findings from a gov-
ernment-sponsored experiment with an income supplement program
in New Jersey and Pennsylvania.?” Poor husband-wife families re-
ceived cash payments that were withdrawn gradually as earnings
rose, and another group received nothing. On the basis of the work
records of both, analysts tried to determine whether the availability
of benefits altered work behavior. The results showed that husbands
eligible for supplements worked only 6 percent fewer hours weekly
than ineligible husbands, and that wives in assisted families worked
about 15 percent less than those in unaided families. Because of the
short length and sample nature of the experiment, and because of
changes in New Jersey’s welfare program that occurred during the
three-year experiment,? these findings cannot be regardéd as conclu-
sive. Nevertheless, they are encouraging. Poor families offered a
sizable anment chose to continue their efforts at self-support at
nearly the same levels as those not offered a payment.

Chart 11 shows the effects, on hours worked and earnings, of
cash supplements paid to husbands and wives in the New Jersey
experiment.

¥ See Joint Economic Committee, “Income Transfer Programs and Work
Effort: A Review,” by Irwin Garfinkel, Paper No. 13, p. 6.

# During the experiment, New Jersey initiated an AFDC-UF program, then
terminated it, and replaced it with a State general assistance program that
covered low-income unemployed and working fathers in two-parent families.
Because benefits from this program sometimes exceeded experimental benefits,
some families moved from the experiment to the State program.
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Chart 11. .
EFFECT OF INCOME SUPPLEMENTS ON WORK EFFORT: -
NEW JERSEY INCOME MAINTENANCE EXPERIMENT
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2. Cross-section analysis—Analyzing work patterns among indi-
viduals with different wage rates and different family incomes is
another method for estimating the impact of income supplement

rograms on work effort. Analysts have tried to simulate the effects of

enefits themselves and of the reduction in net wages produced by
benefit-loss rates by comparing how work patterns differ among in-
dividuals with different wage rates and different nonwage incomes.
Such cross-section analysis requires two large and important assump-
tions, or leaps of faith, depending on one’s point of view. One is that
potential recipients will respond to income supplements just as they
would to extra nonwage income of another sort, such as interest,
dividends, and rent, and that they will react to the reduction in net
wages caused by benefit loss as they would to any other wage cut.
The second assumption is that individuals at different wage and non-
wage incomes would work the same amounts if their wage and non-
wage incomes were the same. For example, an individual whose
nonwage income is boosted from $100 to $1,500 by a supplement
would be expected to work as much as someone with otherwise simi-
lar characteristics whose pre-supplement dividend income is $1,500.

The findings from the best of these cross-section studies are similar
to the New Jersey experimental results in the case of adult men but
not in the case of adult women. The prediction is that an income
supplement plan offering a $3,000 guarantee and a 50-percent benefit-
loss rate would cause a slight decline of three to five percent in the
work hours of able-bodied men, but a larger fall of perhaps 80 to 50
percent in work effort of wives. The estimate for wives is two to
three times larger than the experimental results. One reason for
skepticism about the larger estimates is that they are inconsistent
with observed trends in work patterns of married women over the last
twenty years. Large increases 1n the percentage of working wives have
occurred alongside large increases in other components of family
income. '

3. Ewisting income support plans.—Analysis of AFDC indicates
. that the labor effort of mothers heading families is highly responsive
both to the amount of benefit income available and to the net mone-
tary rewards from work. (See chapter IV.)

‘Worg INCENTIVES AND OTHER INCOME-SUPPORT ProGRAM (GOALS

How are these issues relevant to the taxpayer? First, many Amer-
icans who want to help the poor achieve a decent standard of food,
housing, clothing, and transportation oppose spending money to
subsidize large work reductions by the poor. Second, many Ameri-
cans favor providing income support in a way that allows poor work-
ers a moderate return on their labor. But to do so costs the taxpayer
money. In considering whether spending the extra money is worth-
while, the taxpayer may want to know by how much improved fi-
nancial work incentives will increase actual work effort. The greater
the increase in actual work effort, the smaller the cost to the taxpayer
of improving work incentives by lowering the benefit-loss rate.
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A paper prepared for the subcommittee took into account probable
work-reduction effects in comparing a large number of income supple-
ment and wage subsidy proposals.?® The predictions of work-reduc-
tion effects are derived from cross-section econometric studies that
are subject to the inherent limitations discussed above, and so one
cannot place great confidence in their accuracy. Nevertheless, this
approach illustrates how one might address the problem of
resolving the compromise among goals. The results are based on 1966
wage, income, and work hours data and they cover all families with at
least one person age 25 and over who worked at any time in 1966.
Since wages and incomes have risen considerably since 1966, all costs
noted would be lower today at the specified benefit levels, and the im-
pact on work would likely be lower as well.

Three income supplement plans were compared offering an income
floor of $2,400 to a family of four but with benefit-loss rates of 67,
50, or 33 percent. Without taking account of work reductions, lower-
ing the benefit-loss rate from 67 percent to 50 percent would have
raised estimated budget costs from $4.6 to $7.5 billion; but a further
deﬁline to 33 percent would have doubled gross budget costs to $15
billion. .

Since all the plans would have reduced recipients’ own work, the
government would have had to spend some additional money to
compensate for lost wages. The lower the benefit-loss rate, the better
the work reward and, hence, the lower the anticipated work reduc-
tions. Taking account of possible work reductions would have added
$1.3 billion to the plan with the least generous benefit-loss rate (67
percent), but only $0.8 billion to that with the most liberal rate.
The latter would have reduced work hours of recipients by an esti-
mated six percent, but the 50-percent plan would have doubled their
work losses, and the 67-percent plan would have almost tripled them.
Although recipients would have curbed their percentage cuts in work
as the benefit-loss rate declined, those lower rates would have raised
eligibility levels and thus qualified more persons for benefits, inducing
some extra reductions in work and limiting the differences among the
three plans in the zotaZ number of lost work hours.

The plans also have different impacts on poverty. While the 50-
percent benefit-loss rate plan would have cost $2.7 billion more
than the 67-percent plan, the number of filing units* moved out
of poverty by the 50-percent plan would have been 1.65 million,
four times the number so aided by the least generous benefit-loss
rate plan. Lowering the benefit-loss rate still further to 83 percent
would have added $7.2 billion to budget costs but would have brought
out of poverty only an added .8 million filing units.

This kind of analysis helps in the choice of parameters for an in-
come sup}l)‘legnent plan, although how one resolves the trade-offs among
cost, work incentive, and poverty impact ultimately is decided by

* Joint Economic Committee, “Trade-offs Between Alternative Income Mainte-
nance Programs,” by Samuel Rea, Jr., Paper No. 13, pp. 33-63.

® Filing units are households with at least one person age 25 or over who was
in the labor force. Persons “in the labor force” include those looking for work
as well as those actually employed.
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moral values.® According to these estimates, the 50-percent benefit-
loss rate seems to have significant advantages over the 33-percent and
67-percent rates. S .

These estimates also allow comparisons between wage subsidies
and income supplement plans in terms of costs, work-hour reduc-
tions, anti-poverty effects, and distributiorr of benefits to the poor. A
note of cautien is’in order with respect to these comparisons, however.
One cannot compare the basic program types solely on the basis of
Rea’s work because they may take a variety of forms, as discussed in
chapter VII. Moreover, the wage subsidy simulations assume the abo-
lition of food stamps, AFDC, AFDC-UF, and general assistance
benefits for workers, benefits which may more easily be abolished in
theory than in practice if the alternative is no benefits for persons un-
able to work or to find work. T

Two wage subsidy plans of similar costs to the income supple-
ments discussed above were also simulated. These wage subsidies
had the following provisions: a 100-percent benefit-loss rate on
nonwage income, a maximum of one subsidy per family, a target
wage of $2.00 per hour, and a subsidy rate of 50 percent or 75
percent.®2 The gross budget costs of the less generous wage subsidy
(50-percent subsidy rate) would have been $8.6 billion in 1966,
or about the same as the income supplement with & $2,400
guarantee and a_50-percent benefit-loss rate. But the wage subsidy
would have reduced the number of units in poverty by 2.6
million while the comparable reduction under the pure income
supplement plan would have been 1.7. million. Part of the ap-
parently higher anti-poverty effectiveness of the wage subsidy 1s
due to 1ts smaller percentage decline in work hours. Also, the result
of reducing benefits $1 for each $1 of wnearned income under the
wage subsidy plan, rather than by 50 percent as under the income’
supplement plan, is to target more funds on the poor. The more
generous wage subsidy would have cost $16 billion, or about as’
much as the income supplement with a $2,400 guarantee and a 33-
percent benefit-loss rate. Again, the anti-poverty. effect of the wage
subsidy is larger; the margin is 3.7 million units to 2.4 million
units. = C : ' '
~ Although the simulated wage subsidies remove more persons from
poverty per dollar spent, the simulated income supplements con-
centrate a higher percentage of benefits on the lowest-income units.
Comparing the two rival plans with an.$8.6 billion cost, one finds
that $3.1 billion of the wage subsidy benefits would have gone to

% The amount by which benefits decline with income (the benefit-loss rate) is
a significant factor in the division of labor between individuals and the govern-
ment. If benefits fall a very high amount with each dollar of earnings or other
private income, say 70-80 percent, then the implication is that the government
is responsible for a very large amount of the income deficiencies of low-income
people. Individuals could not play a large role in determining their total in-
come until it reached the level at which no government benefits are paid.

2 The subsidy rate is the percentage paid of the gap between the worker’s
actual wage and a government-set target wage. With a subsidy rate of 50
percent and a target wage of $2.00 per hour, the wage subsidy paid to a worker
garning $1.50 per hour would be 25 cents per hour, or one-half of $2.00 minus

1.50.
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units with incomes at or below the level of $750 per adult and $450
per child (or equivalent to $2,400 per year for a family of four),
but $4.7 billion of income supplement benefits would have gone to
these poorest families. Virtually none of the latter plan’s benefits
would have gone to aid familles whose incomes were above the
equivalent of $4,800 per family of four, but such families would
have received $2.8 billion in wage subsidy benefits.

The finding that wage subsidies are more effective against poverty
appears at odds with the finding that more dollars go to the poor
under an income supplement. This apparent inconsistency is easily
explained. Since someone must have some earnings in order to re-
ceive a wage subsidy, it may take only a small benefit to bring him
from just under the poverty line to just over it.** Some persons
cannot find or hold a year-round, full-time job, however, and such
persons would account for the greater number of dollars going to
the poor under an income supplement plan.

Summary

Some poverty seems related to temporary shortage of earnings, due
either to prolonged schooling, illness, or one-time interruption of
steady work. But chronic earnings deficiency is the most pervasive
problem facing the working poor, who constitute a large proportion
of the poverty population.

In discussion of welfare reform, a concept of shared responsibility
is emerging : the idea that nearly all low- and modest-income individ-
uals should be eligible for Government income support while simul-
taneously retaining responsibility for providing at least some of their
own sup{)ort. The problem is how to design a program which trans-
lates such a concept into action.

The key to reconciling these objectives is to provide financial incen-
tives for work. Two types of general plans to do this: (1) work-condi-
tioned plans, such as a wage subsidy, an earnings subsidy, or a guar-
" anteed public job program, all of which would give no aid to most
individuals who do not work; and (2) need-based cash payments that
reduce benefits by less than $1 for each dollar earned.

On the basis of theoretical simulations and program experimenta-
tion, it has been found that low- and moderate-income workers can be
aided in ways that do not significantly distort their own self-help
efforts. Minimizing work disincentives, one desirable goal, is most
easily achieved by giving benefits only to those who actually work.
But, since many persons have difficulty obtaining full-time, year-
round work, conditioning aid on actual work will decrease benefit
dollars going to the poorest persons.

= Using movement across the poverty line as the criterion, a plan which moves
10 workers earning $4,000 each to $4,600 each (above the line) is more effective
than a plan which moves 10 persons with $2,000 each to $2,600 each.

52-726 O - 75 - 9
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Chapter VI. DIFFERENT GEOGRAPHIC COSTS OF LIVING

The government’s obligation to help the needy is the chief reason
for income support programs. But controversy snarls the question
of the Federal Government’s duty to poor persons who live in areas
where living costs and wages are abnormally high or low. Is the
government responsible for helping families achieve adequate buy-
ing power even if they live in Arlington, Va., the Nation’s richest
county ?* Or should the government provide equal dollar amounts
to all, whether they live in rural Mississippi or urban New York,
and rely on the families themselves to choose their best location?
In answering these questions, the roles of the Federal, State, and
local governments must be defined. Should the Federal Treasury
mail checks directly to the poor or should it pay them indirectly
through State and local governments? Should State governments
be required, helped, or forbidden to give their poor extra money
above any basic Federal benefits ?

Alternative Policies for Setting Benefit Schedl}les'

The Federal Government may adopt three primary patterns in
benefit programs. First, it may establish 100-percent federally
funded benefits. Such programs usually have uniform nationwide
benefit schedules, but area variations are possible, especially in
cases of local administration. Second, the Federal Government may
give State and local governments Federal funds under various kinds
of reimbursement formulas, but delegate to these governments the
power to decide how much the poor shall receive. Third, the Fed-
eral Government may provide equal or varying benefits under a
basic Federal program and allow States, sometimes with Federal
reimbursement, to provide supplementary benefits.

1. Fully Federal benefits—In the first category, Federal benefits
flow directly to the individual recipient without any action by in-
tervening governments. Most of these, such as veterans’ pensions
and social security,” use a single benefit schedule throughout the Na-
tion. The food stamp program, federally funded but locally ad-

*The Census Bureau reports that Arlington, Va., had the highest per capita
income among U.S. counties in 1969.

* Social security usés the individual’'s record of dollar earnings in covered
employment as the primary criterion for taxes and benefits. Thus, benefits for
persons with equal earnings histories are identical regardless of the beneficiary’s
current residence. Beneficiaries may use social security benefits to live wherever
they prefer. In this case, the national benefit schedule leads to higher payments
in high-wage than in low-wage areas. This happens because workers and their
dependents receive benefits that rise with the worker’s level of covered earnings.
However, since payroll tax payments are higher in high-wage areas and since
benefit differences are narrowed by the high minimum benefit under the benefit

computation formula, the program’s net flow of Federal dollars may not run in
the direction of high-income areas.

(120)
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ministered, also uses a uniform benefit schedule for most recipients.®
Such a policy is consistent with the method by which the Federal
Government has counted the poor since 1964. The U.S. Bureau of
the Census uses the same dollar income figure to assess a family’s
poverty status, whether the family lives in New York City or
"Topeka, Kans.* This approach also accords with the Federal personal
income tax, which bases tax liability on absolute dollar income un-
adjusted for area prices or incomes.

One result of this approach is that the net flow of Federal bene-
fits based on need is from the highest to the lowest income areas.
This is the natural outcome of a Federal policy concerned with
distributing benefits and tax burdens among individuals, not among
geographic areas.® .

Many argue that this policy is unfair, contending that benefit
schedules should depend not only on a person’s dollar income but
also on the buying power of a dollar in his area of residence and
the size of his income compared to that of his neighbors. This logic
leads to Federal benefit schedules that offer higher payments in areas
with higher prices. This is an appealing policy because it treats
people with equal purchasing power equally. Currently, few pro-
grams make such price adjustments, probably because of the enor-
mous technical problems in doing so.

2. State-determined benefits, subsidized by Federal funds—Al-
lowing State and local governments to establish benefits that the
Federal Government helps finance is a second broad alternative.
This is the policy of the AFDC and medicaid programs. As a re-
sult, benefits and coverage vary considerably, much more than price
differences. Instead, they depend largely on State ability to pay.

3 Three features offset the general rule of uniform food stamp benefits. First,
benefits are higher in Alaska and Hawaii because of much higher food costs in
those States, and benefits are lower in Puerto Rico because the legislation takes
into account the lower incomes in Puerto Rico. Second, welfare recipients whose
income exceeds the food stamp schedule’s maximum may nevertheless gain a
specific dollar subsidy, worth about $24 monthly for a family of four, as long
as they continue to receive cash welfare payments. Since the welfare recipients
who benefit from this non-income criterion tend to live in relatively high-income
areas, it partially offsets the general tendency of food stamps to channel money
toward low-income areas. Third, the food stamp program allows recipients to
deduct rent payments in excess of 30 percent of net income in determining in-
come for food stamp purposes. This feature indirectly helps most those in
high-cost areas. ’

*The Census Bureau does vary the poverty income thresholds by farm or non-
farm residence. This variation is designed to correct for the uncounted income
farm residents may obtain from their own food production. The 1973 poverty
index for a farm family of four persons was $3,869, 15 percent below that for
an urban family ($4,540). ’

STn 1972, the South contained 45 percent of the nation’s poor, 41 percent of
families in the lowest income quintile, but only 31 percent of the entire popu-
lation. Nearly 17 percent of all Southern families were poor, as compared to
9.6 percent of non-Southern families. People living in metropolitan areas (areas
with an urban population of 50,000 or more) were less likely to have low in-
comes than people living outside them. The poverty rates among nonmetropoli-
tan and metropolitan areas were 21.2 percent and 13.6 percent in the South,
but a much closer 10.8 percent and 9.1 percent outside the South. Data from
“Characteristics of the Low Income Population: 1972.” :
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The higher a State’s per capita income, the higher its AFDC ben-
efits seem likely to be.® This is true even though some low-income
States give higher benefits per dollar of State personal income than
many high-income States. Since benefits are so dependent on State
income, AFDC benefits go to nonpoor families in some States while
many poor families in other States are ineligible for help. Thus,
Federal reimbursement for State-determined benefits is likely to
promote wide benefit variations that are mostly related to State
income differences.

3. Basic Federal floor plus State supplements.—Another way to
combine Federal and State programs is to allow each unit of gov-
ernment to decide benefit schedules. This method, used in the new
SSI program for the aged, blind, and disabled, represents a shift
in Federal policy. The Federal Government pays the entire cost
of a uniform income floor in every State, but does not share in the
costs of State-determined benefits that supplement the Federal pay-
ment.” Before 1974 the Federal Government paid at least half the
costs of State-determined benefits for -these groups. As a result of
SSI, State payment differentials have narrowed considerably, al-
though some remain.

If State or local governments set benefit levels, benefit disparities
are likely to reflect those in State incomes. On the other hand,
federally determined benefits are likely to be uniform or, if they
vary, to do so in relation to differences in area prices rather than
income. Thus, deciding whether the Federal or State government
should set benefit schedules is mostly a judgment about whether
benefit schedules should (a) be uniform, (b) differ only to the ex-
tent that area prices differ, or (¢) differ largely with differences in
area income. A

Benefit Schedules and the Equity Criterion

Basic fairness dictates that those in equal situations deserve equal
treatment, which in this case means equal benefits. But what con-
stitutes equal situations? Are families in equal situations when they
have equal dollar incomes, equal purchasing power, or equal in-
comes relative to their neighbors? Does equity imply equal actual
purchasing power or merely equal opportunity to attain a given
level of purchasing power?

Providing the same benefits nationwide appears inequitable to
many because the result would be lower buying power for poor
people living in high-price areas than for those in low-price areas.
Accepting this argument for the moment, one might ask how large
a disadvantage uniform benefits would be to poor residents of
high-price areas. The answer is that for families at low-income
levels the actual differences in purchasing power resulting from a
single national benefit schedule would be small. A recent study

®The correlation between median family income and average AFDC pay-
ments per family in 50 States and the Distriet of Columbia was .67 in 1970,

" The Federal Government is sharing State costs of federally administered SSI
supplements to the extent that they exceed calendar 1972 outlays for welfare
paynients to the aged, blind, and disabled.
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shows that area cost differentials decline as income declines. At
incomes near the poverty level, Smeeding estimates that the widest
gap in living costs between any two urban areas.is only 8 percent
of the poverty income level. Low-income families must confine their
purchases to the basic necessities; the cost of some of these neces-
sities differs little from one area to another. Based on a survey of
20 cities, the Bureau of Labor Statistics found that the weekly
costs of the Low Cost Food Plan for a family of four varied at
most by only 1 percent. Although other commodities probably would
vary much more throughout the country, it is unlikely that actual
variations in living costs exceed 12-15 percent.®

Ironically, attempts to correct for price differences actually may
cxpand area differences in the purchasing power that benefits give
to poor people. This is because price differences are higher within
regions than befween regions and because any attempt to draw
boundaries will be arbitrary. For example, differences in living
costs between the average Southern city and the average Southern
non-metropolitan area are greater than those between the average
North Central city and the average Southern city. And, the cost
range among cities within the Western region is wider than the
range of average costs in metropolitan areas among regions.® So,
to truly reflect price differences, benefits would have to be adjusted
over small geographic areas such as metropolitan areas. There could
be, for example, three benefit levels around Atlanta: one in the
central city, one in near suburbs, and one twenty miles away in
more rural areas. Persons on the wrong side of the street would
find the boundary arbitrary and resent their lower benefits.

By themselves these considerations do not make a decisive case
for 1gnoring potentially larger price variations. But, even if future
variations were substantial and boundaries easy to define, other
problems would arise in varying benefit schedules to reflect price
differences. One would be to determine what price differences ac-
tually mean. For example, a suburb with apparently high rents
may offer above-average housing for the premium price. In a small
city or rural area, there may be few if any apartments of compar-
able quality to the house in the high-priced suburb. In other words,
simply comparing prices confuses standards of living with costs of
living. Moreover, quality to the resident means not simply the
physical condition of the housing unit, but also such intangible
neighborhood factors as quality of the schools, safety of the streets,
and friendliness of neighbors. One city may have higher property
taxes, and therefore higher rents than another. To judge price dif-
ferences of these cities, it is necessary to take Into account indices
of quality that are hard to measure, such as whether these higher

f See Timothy M. Smeeding, “Cost of Living Differentials at Low-Income
Leveld,” Institute for Research on Poverty, Discussion Paper No. 190-74
Madison, Wis., 1974,

? Irene Lurie presents these data calculated by the Burean of Labor Statistics.
See U.S. Congress, Joint Committee, Subcommittee on Fiscal Policy, “Current
Public Assistance Benefits and an Assessment of State Supplementation under
Proposed Federal Alternatives”, by Irene Lurie, Issucs in the Coordination of
Public Welfare Programs, Paper No. 7 (Washington, D.C.: Government Printing
Office, 1973), pp. 221-254.
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taxes buy better public services like free recreational facilities and
free garbage collection. ) .

Moreover, people in different areas purchase different combina-
tions of goods, and this makes it difficult to compare prices of a
common basket of goods. The high price of maintaining a car in
New York City causes New Yorkers to use much more public trans-
portation than residents of other cities. Thus, what sort of trans-
portation should be assumed in measuring prices? The use of land
is another example. Because land values are much higher in large
cities than in rural areas, rural families tend to live in housing with
significantly more acreage than urban families. To construct a com-
mon basket of goods would require asking either (a) What is the
cost of the rural family’s consumption purchases in their own areas
compared to their cost in an urban area? or (b) What does an
urban family have to pay for its basket of goods in their area
compared to what it would have to pay in a rural area? Undoubted-
ly each would overstate the cost of attaining an equal living stand-
ard in the other area.

Because of these measurement obstacles. accurate adjustments
for price differences may be unfair to families in low-price areas.
Consider the case of San Francisco and a lower-cost city. Rents
may be higher in San Francisco because its environmental advan-
tages attract residents. In an economic sense, San Franciscans are
sacrificing rent money or apartment size in order to purchase acces-
sibility to the city’s beauty and other environmental advantages.
To give larger money payments to San Franciscans than to those
in less attractive cities would provide higher real incomes to San
Franciscans. People elsewhere would have the means to buy an
equal quantity of goods and services, but they would lack access
to San Francisco’s environmental advantages.

Some arguments for varying benefit schedules by geographic
area are based on the notion that feelings of economic deprivation
depend not on absolute income, but instead on relative income. If a
family feels poor because it can’t keep up with the Joneses next
door or down the block, one might want to vary benefit schedules
by differences in area income. However, even if it is decided that
relative income differences are the index of poverty, one would have
to decide against what average income to measure adequacy : that
of the neighborhood, the metropolitan area, the region, or the Na-
tion? Individuals probably disagree sharply on this issue, but the
press and television have made people familiar with living stand-
ards throughout the country.

A deeper objection is that this approach accepts and reinforces
wide differences in standards of living. If average income in a Mis-
sissippi county is low, many people there will live in poor hous-
ing, eat low quality food, and have only shabby clothing for the
children. If average income is considerably higher in Rochester,
New York, the poor may also live in substandard housing and
school children from low-income homes may be modestly dressed.
But average conditions of the Rochester poor still will be better
than those of the Mississippi poor. Those in Rochester may feel
poorer than their Mississippl counterparts, since those around them
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live much better. But to base benefit differences on average incomes
would reinforce differences in living standards between the two
areas. The implication would be that the Federal Government con-
dones bare subsistence diets and housing in wooden shacks of Mis-
sissippi, but cannot tolerate lesser deprivation in Rochester. o

We have discussed equity in terms of an immobile population,
ignoring the considerable moves made by the poor. In fact, low-
income families migrate about as much as other families. For ex-
ample, 14 percent of families headed by married men with incomes
below $5,000 in 1972 moved from one county to another between
1970 and 1973, compared to 13 percent of male-headed families
with incomes of $5,000 or more.® Thus, for families at all income
levels migration is a real alternative, and this is another reason for
paying uniform national benefits. Needy individuals in a high-price
area would have the opportunity to move to a low-price area, where
the national benefit schedule would enlarge their buying power.
Some who remained in high-price areas might do so because they
found the overall advantages of life there to outweigh the disad-
vantages. According to the argument made here, the government
would fulfill its duty to the needy wherever they lived by providing:
equal benefits to those with equal incomes. This would leave up to
the needy individual or family the responsibility to choose the loca-
tion most beneficial to it.

Benefit Schedules and the Impact on Migration

The impact of government benefits upon migration is a matter
of concern and dispute. Wide State differences in AFDC benefit
levels, it is commonly believed, may stimulate migration to already
overcrowded northern central cities. There also is worry that a na-
tional income support program might reduce labor mobility and
distort the allocation of workers among regions. This section ex-
amines potential migration effects, on the basis of experience and.
theory, as a criterion for deciding whether benefit schedules should
vary by geographic area.

Migration-effect studies have dealt primarily with the AFDC
program. Feeling runs so strong concerning AFDC’s effect on mi-
gration that a weekly news magazine reported that the *“. . . poor
still flock to the high-welfare States in order to collect more
money.” * One would expect AFDC to induce migration since benefit
differentials are larger than price differences between high- and
low-benefit States. Consider that the maximum AFDC payments
for a family of four were (as of July 1974) $60 per month in
Mississippi, $125 in Alabama, and $112 in Louisiana, while com-
parable payment levels in northern States were $288 per month in
Illinois, $356 in New Jersey, $411 in New York,'? and $349 in Mas-

© 1j.S. Department of Commerce, Bureau of the Census, Current Population
Reports, Series P-20, No. 262, “Mobility of the Population of the United States:
March 1970 to March 1973,” (Washington, D.C.: Government Printing Office,
1974), p. 45. .

2 Larry Long included this quote from Time magazine (Mar. 13, 1972) in his
“Poverty Status and Receipt of Welfare Among Migrants and Nonmigrants in
Large Cities,” in American Sociological Review (February 1974).

2 Rigure based on rents for Albany. The figure could be higher or lower depend-
ing upon housing cost.
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sachusetts. Or compare the $56 monthly payment in Puerto Rico **
with the payment 7 times greater in New York. Differentials of
such magnitude appear to offer powerful incentives to migrate, or
at least not to go home again to low-payment States after once
establishing the right to monthly cash from welfare in high-benefit
States. And, access to medicaid, public housing, and other noncash
goods and services is higher in States with high AFDC payments.
However, careful studies have discerned little, if any, clear effect
of welfare benefits on migration. Nor do they provide conclusive
. evidence that migration is indifferent to welfare.* Significant mi-
gration effects may have taken place undetected by the few syste-
matic studies of the question. Except for calculating what package
of benefits is potentially available in what areas, it 1s impossible to
make any sure statements about the relationship of current welfare
payments to migration. .
%ince experience offers few clues, we turn to theory to predict
how needy families might be influenced to move or to stay put by
an expanded income support program that offered help to all low-
income families, including large numbers of the working poor.
Consider first the case of nonworkers. For this group, adjusting
benefit schedules for variations in prices is undesirable, whatever
the cause of the price variation. If the cause of price variations is
differences in environmental and cultural attractiveness, recipients
in desirable areas would enjoy the environmental advantages but
not have to pay for them. If price differences are associated only
with higher wages and not with environmental advantages, adjust-

13 Actual payments could be higher or lower depending upon housing costs.

* Long presented data showing that in six cities outside the South, migrants
from the South—both black and white—were no more likely to have been wel-
fare recipients in 1970 than were those born in their current State of residence.
This evidence does not actually disprove the hypothesis that welfare payments
influence choice of residence. Had welfare differentials been smaller, the total
volume of migration also might have been smaller. The composition of migrants
by welfare eligibility and by willingness to accept welfare may be the same as
that of nonmigrants. Nevertheless, proportionately more of those who are eli-
gible for welfare may move if differentials exist in welfare payments. The evi-
dence indicates that white or black southern migrants account for no more of
the AFDC population than would be expected on the basis of their population
and the recipient rate of the native white and black population. .

I. N. Fisher and S. W. Purnell examined the migrant status of AFDC an
AFDC-UF recipients in Chicago in “The Connection Between Migration and
Welfare Dependency in the Chicago Metropolitan Area,” Rand Corporation
Paper R-1388-115P, September 1973. Although nearly two-thirds of the bene-
ficiaries were not born in Chicago, most of the migrants whose cases had been
opened. or reopened, in 1971 had arrived in Chicago well before 1971. Unfor-
tunately, this study also is inconclusive. Comparing time of arrival with the
recipient’s most recent case opening does not tell us whether many migrants
went on and off welfare soon after arriving in Chicago. Another possibility
consistent with these data is that welfare payments influence migration by de-
terring migrants who are dependent on welfare from returning to areas where
pavyments are low.

Robert Reischauer, concentrating on the 1955-60 period, did find that the size
of the welfare payment had a discernible independent effect on the pattern and
extent of black migration from the South to metropolitan areas outside the
South. However, the quantitative significance of this effect was small. See
Reischauer, “The Impact of the Welfare System on Black Migration and Mari-
tal Stability” (Ph. D. dissertation. Columbia University, 1971).
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ing nonworkers’ benefits for price differences would encourage non-
workers to live in high-price areas that are suitable primarily for
workers. Equal benefits may, indeed, cause differences in purchasing
power, but this policy still appears to be fair since many non-
workers have the opportunity of moving to low-price areas. If
they do so, they can expand their buying power at less cost to the
government than by means of price-related benefits.

The case of workers is more complex because goals are conflict-
ing. On the one hand, economic reasons, such as overcrowding of
large cities, and noneconomic reasons, such as social stabality,
argue against encouraging workers to choose high-price, high-wage
aveas. On the other hand, real productivity is lower in low-price,
low-wage areas. In general, it is believed that price-adjusted bene-
fits would tend to encourage migration to high-price, high-wage
areas. Benefits unadjusted for prices, however, could raise program
costs if they encouraged workers to remain in or move to low-price,
low-wage areas. First, although wages are lower in such areas,
average benefits would be higher, since there would be less income
to offset the maximum benefit payable. Second, there could be larger
short-run reductions in work hours, since benefits would raise total
income and purchasing power to levels that would encourage added
leisure.

On balance, there are no compelling grounds of allocative effi-
ciency for varying benefits according to price variations. To the
extent that the goal is to encourage specific kinds of mobility, it
may be achieved more effectively and more cheaply through greater
use of moving allowances and programs to help new migrants ad-
just upon arrival.

Benefit Schedules and Administrative Efficiency

Administrative efficiency and feasibility also are important cri-
teria for deciding how to set benefit schedules. To attempt to adjust
benefit schedules for area price differences would complicate ad-
ministration greatly. Such a policy would require that price in-
dices be derived for each area to measure the ratio of area prices
to a national standard. If an area’s price index were greater than
1.00, say 1.10, then its benefits also would be 1.10 times the na-
tional average benefit level. Deriving such indices is a technical
challenge that presents many difficulties: How to measure area dif-
ferences in prices as distinct from area differences in product qual-
ity ; whether and how to distinguish among areas with low product
prices on grounds of non-product prices like low taxes and inferior
public services; what package of goods to price;® and, last, how
to draw boundaries that separate geographic areas of price dif-
ference.’®

5 {Jsing the appropriate package of goods may require a number of price in-
dices for each area. Each area’s consumption bundle might yield a different
price index, as might that of each income group.

¥ Such boundaries and/or price indices might have to be readjusted often. It
is not unusual for a rural area near a city to show large price increases in a
very short time. Thus, frequent surveys and decisions concerning the appropri-
ate boundaries would be required at potentially considerable cost.
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Finally, there is the potential difficulty of excessive political in-
fluence on the measurement process. Already there is considerable
controversy about Bureau of Census population estimates by area,

artly because such counts help determine the amount of Federal

unds that go to a State or local government. If benefit schedules
were adjusted for price differences, small changes in an area’s price
index could have a significant effect on the flow of dollars to spe-
cific areas. And, the methodology used in measuring prices is much
more controversial than that now disputed for counting people.

These administrative barriers to adjusting benefits for area price
differences are substantial. Those who advocate benefits geared to
prices bear a large burden if they are to show advantages great
enough to offset the disadvantages.

Conclusions on Setting Benefit Schedules

The national concern with poverty should be to increase incomes
of the needy no matter where they live. Because of the Nation’s
high mobility and because such limits illegally interfere with freedom
to travel, efforts to limit eligibility for Federal income benefits to resi-
dents of specified States or counties are untenable. Further, abdica-
tion to State and local governments of the power to set benefits,
for which the Federal Government pays a majority share, has pro-
duced AFDC benefits that have less relation to the needs of the
poor than to the fiscal capacity of their States.

Defining poverty as a national problem does not per se settle
the question of a national benefit schedule versus area schedules re-
flecting price differences. However, this chapter’s analysis of the
equity and migration effects and'administrative efficiency of each
option reaches a clear conclusion. A single national benefit schedule
is highly preferable on almost all grounds. It is most equitable and
most efficient administratively. And the national schedule’s poten-
tial migration effects are as desirable as those of multiple benefit
schedules.

Uniform benefits assure the automatic flow of more Federal money
to areas where it is most needed to relieve poverty, that is, to
areas that have the heaviest concentrations of the poor and near-
poor. This result is not an anomaly, but as natural an outcome as
‘the ‘geographic distribution of tax revenues. Since tax burdens are
functions of the taxpayer’s ability to pay, the personal income tax
automatically brings in more revenue from rich areas than from
poor areas. To eliminate poverty is a national need that requires a
basic Federal income floor for all Americans, Then, families and in-
dividuals have the responsibility for choosing the place of residence
most beneficial to them.



Chapter VII. REFORM OPTIONS

Reviewed below are the following types of reform proposals: public
assistance reform, comprehensive income supplements, demogrants,
in-kind (noncash) programs, minimum wage increases, wage sub-
sidies, earnings subsidies, and public employment programs.

Reform of Public Assistance

Since there is a public assistance structure in every State, this
. structure often is looked to as one on which to build in reform ef-
forts. Two essential elements in the public assistance approach must be
confronted when considering reform measures short of a federally
run, funded, and ruled program: the State-option tradition and the
individualized need approac%\.

EsseNTiAlL, ELEMENTS OF TRADITIONAL PUBLIC ASSISTANCE .

1. State-option tradition—First, State determination of benefit
levels has resulted in wide differentials in benefits for similarly needy
-families.

A second difficulty with the State-option character of public
assistance is that it prevents some of the needy from receiving cash
and medicaid offered by the Federal Government. Despite the prom-
ise of Federal matching funds, fewer than half the States operate
AFDC-UF, and Nevada never did implement aid to the permanently
and totally disabled.

Continued reliance on a Federal-State public assistance approach
also would perpetuate the system of multiple jurisdictions, which
raises costs and complexity and hinders enforcement of the law. Be-
. cause it punishes the poor, the Federal Government has been reluctant
to use its traditional enforcement weapon, a cutoff of the State’s Fed-
eral welfare dollars, when State programs are out of compliance with
provisions of the Social Security Act. (The one time that it did so,
against Indiana in 1951, the money was restored retroactively by
HEW.) Some welfare rights advocates have labeled welfare adminis-
tration as “lawless” in that State and local administrators violate
Federal law and regulations.

Another difficulty is that States lack access to Internal Revenue or.
Social Security income records to aid in income verification, and
some are without modern computer technology.

2. Individual need.—The individual need approach of public as-
sistance originated in social service casework as a method to restrain
costs and meet special circumstances, but growing caseloads and
changing attitudes have rendered it inefficient, inequitable, and

1The Federal supplemental security income program now aids aged, blind, and
disabled persons in Nevada as elsewhere.

(129)
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patronizing. Some of the worst clements of the individual need ap-
proach now are buried in the past, but many persist. For example,
reciplents in many States receive a payment that may depend on
their actual rent; up to a specified level, the welfare check rises as
rent does. This policy destroys the incentive to economize on rent.
Tt 1s unfair to those families who double up or otherwise try to save
money for other purposes, since it cuts their welfare payments be-
low those of families who spend the maximum rental allowance.?
Similarly, the incentive to save is reduced by rules that disqualify
low-income families with modest assets, and, in many States, by a
dollar cut_in the welfare check for each dollar of unearned income.
Another disincentive to thrift is the short income accounting pe-
riod, a provision that serves current need, but implies that low-
income persons cannot plan beyond one month.2 AFDC has elimi-
nated incentive to economize on work expenses by its full credit for
employment-related expenses. The Supreme Court recently cited the
individual character of public assistance in ruling that States can-
not limit the amount of work expenses that a recipient may deduct
from countable income for purposes of determining benefits.*

The individual approach gives caseworkers great discretion. For
example. they must value assets and decide whether hairdressing, car
payments, and convenience foods are necessary work expenses. Item-
1zed expenses also contribute to administrative mistakes. If some-
one changes jobs and works closer to home, her transporta- -
tion costs may decline and, hence, the welfare grant should drop.
When the social security tax rate rises, grants must be recomputed
upward, by hand in many areas.

Some States have been moving away from payments tailored to
individual need toward such devices as flat grants and the recently
disallowed standardized deduction for work expenses. If one be-
lieves in promoting individual responsibility for saving and spend-
ing, Congressional action is desirable to standardize basic payments.

Pusric AssisTaANCE RErory Prorosats

1. AFFD(C . —Most reform plans would lift the lowest Lenefits and set
more uniform eligibility rules and administrative procedures for
AFDC. Since benefit levels now are State decisions, they can be raised
in two ways: (1) indirectly, by more generous Federal reimbursement
that would make it cheaper for States to give more to needy fam-
ilies; and (2) by setting a national minimum benefit financed
wholly by the Federal Government. Only a federally financed na-

?Because grants are based on rent in many States, welfare agencies get in-
volved in approval of housing moves—sometimes requiring elaborate clearance
procedures for assuring that housing is suitable, has no housing code violation,
and so forth. Such procedures, of course, are administratively complex and.
costly. .

®The income accounting period is the time period over which income and in-
come need is examined in computing benefits. In AFDC, benefits are based on
current monthly income. A family could have middle-class income from Jan-
uary through June and September through December, and yet be eligible for
full henefits in July and August.

‘ Shea v. Vialpando, No. 72-1513 (U.S., Apr. 23, 1974).
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tional minimum benefit would take the AFDC basic benefit decision
out of State control (unless, as is unlikely, a State were to terminate
the program). ) . . .

Raising AFDC levels would be a mixed blessing, especially in
States that lack AFDC for unemployed fathers or general assistance
programs for two-parent poor families, because it would heighten
the unfavorable treatment of excluded groups. Thus, the proposal
for a federally prescribed minimum AFDC payment often is ac-
companied by a plan to require all States to offer AFDC-UF.
This marked departure from the State-option tradition would be
enforced by the threat of withdrawal of Federal funds from medic-
aid or from the regular AFDC program for fatherless families.
Since mandatory UF would require greater State outlays, some
States would be hard pressed to comply unless the Federal Govern-
ment paid 100 percent of the national minimum benefit.

Higher benefits and mandatory nationwide extension of AFDC-
UT both would enlarge the pool of eligible families with able-bodied
fathers and mothers, increasing the need for more equitable Federal
eligibility rules. As discussed in chapter IT, one family may qual-
ify for AFDC-UF cash, plus medicaid, if the father works less than
100 hours ver month; but a similar family in the same State can
receive neither cash nor medical benefits even though the father
carns less money by working longer hours. The obvious solution to
this inequity is to avoid arbitrary divisions and to rely instead on
a continuous criterion such as income. Then small changes in a
family’s circumstances would not cause enormous changes in benefits.
A similar reform would be to remove the double standard for AFDC
cligibility: a high income limit (reflecting work incentive dedue-
tions) for working welfare mothers and a lower one for mothers
not recently > on welfare. The remedy for this inequitable policy is
again a straightforward one—a uniform eligibility limit. one that
employs the same method of determining income for nonvecipients as
for recipients. :

2. General assistance.—Another proposed change would offer IFed-
cral funds to help pay for optional State general assistance to in-
tact working families and to single individuals and childless couples
not aged, blind, or disabled. A number of States now aid some of
these graups at their own expense.®

3. Federalization.—Liberalized eligibility and coverage would be
expensive for States, perhaps more so than some could afford. because
it would extend coverage into dense sections of the income distribu-
tion. Moreover, it would strain the welfare administration machinery
of many States, and increase chances for incorrect payments. Finally,
the proposals for more liberal State-run welfare reflect a narrow view
of the income distribution problem. contradicting the recent recogni-
tion that poverty is a national problem. Therefore, some have argued
for a Federal takeover of welfare.

Federalized welfare could take a variety of forms, In the most com-
mon form, the IFederal Government could fund and administer a

5 Within the four months preceding application.
® For details on these programs see Joint Economic Committee, Paper No. 13.
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basic benefit under uniform rules to designated groups. The model
would be the supplemental security income program.

Necessarily, this discussion of public assistance reform has been
tentative, filled with contingencies about what States might do and
what the Federal Government could do in response to State action.
The greater the options for States, the less likely that proposed
changes would meet reform goals and the more likely that old prob-
lems of inequitable coverage and variable benefit levels would
endure.

Depending on the nature of the reform, reform of public assist-
ance programs could do little or a great deal to improve program
coordination. Widening coverage of AFDC-UF, for example, might
reduce some of the pressure for unemployment insurance to play a
welfare role in addition to an earnings-replacement role. But nation-
wide extension of AFDC-UF in its current form would be undesir-
able, as would raising AFDC benefits in isolation from other pro-
grams. Broadened public assistance coverage could worsen the prob-
lems of high benefits and high rates of benefit loss for recipients of
. multiple aid. Although it is urgent to know how reformed cash welfare
would work in combination with other income supplement programs,
the matter seems unlikely to gain full attention in proposals for
isolated changes in public assistance.

For reasons discussed above, building on the State-option ap-
proach to welfare, with piecemeal tightening and toughening of
Federal law, does not constitute reform of the scope we believe nec-
essary. Federalized welfare, in the form of comprehensive cash
income supplements, is preferable.

Comprehensive Income Supplements

All comprehensive income supplement plans share some elements:
(1) a maximum benefit or income floor, paid to all families of the
same size with no countable income; (2) a formula for withdrawal
of benefits as counted income rises, known as a benefit-loss rate (or
marginal “tax” rate); and (3) the income eligibility limit, known
as the breakeven income.” This is the point at which government
Payments equal zero and a family becomes ineligible for benefits.s

7" Any two of the parameters of an income supplement determine the third. If
the maximum benefit and the benefit-loss rate are known, the breakeven eligi-
bility level may be computed by dividing the maximum benefit by the benefit-
loss rate. If the income floor and breakeven are known, the benefit-loss rate
may be computed by dividing the income floor by the breakeven level.

®The term negative income tax (NIT) has become associated with a variety
of income supplement plans. Originally, the concept of an NIT was a downward
extension of the personal income tax to apply to those with too little income to
"benefit fully from their entitlement to exemptions and a standard deduction.
Because of deductions and exemptions, a family of four currently has the same
tax liability (zero) if the family’s gross income is anywhere between zero and
$4,300 per year. Thus, there is no progressivity in the income range below $4,300.
In order for a family with $2,000 in income to pay less income taxes than g
family with $4,300 in income, while at the same time not raising the zero taxes
of the latter family, the tax system could provide that the lower-income family
“pay” a negative amount, which is equivalent to receiving a positive amount
from the government. This approach would extend the tax payment schedule
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Most current benefits geared to income—AFDC, food stamps,
veterans’ pensions, supplemental security income—also can be de-
scribed by these parameters. But they do not share many of the
characteristics that are essential parts of the income supplement
approach. The spirit of an income supplement is to use income and
family size as virtually the only criteria on which to base benefits,
and to have universal coverage, long income accounting periods,
standardized administration, and national program uniformity.®

The equity and incentive features of an income supplement depend.
mostly on the values of the three parameters noted above. Table 26
illustiates how benefit schedules differ for four plans with equal in-
come floors of $2,400 for families of four persons and benefit-loss rates.

that vary from 25 to 100 percent.’®

TaBLE 26.—Annual benefits payable under $2,400 magimum payment:
programs with varying benefit-loss rates, to recipients with varying:
private income

Benefits payable under plans with benefit-loss rates of—

Private income 25 percent 50 percent 75 percent 100 percent.
R $2,400  $2,400  $2,400 $2, 400
$1,000 oo oco e ccmmmmmmmm 2,150 1, 900 1, 650 1, 400
$2,000 oo 1, 900 1, 400 900 400
$3,000 oo e e e 1, 650 900 150 0
$4,000_ oo eeecmemmnme 1, 400 400 0 comceeeam :
85,000 - mmmm e 1,150 I
$6,000_ - oo 900 — e cecmcmcccmmmmm————— =
$7,000 - e eeee 650 — - ccimmemm—eemmmmm e —m ==
$8,000 - meeememee- 400 — e amemmm— e
$9,000_ oo eccmemmmeemom 150 - e eemc e emcmammm——— e
$10,000- - o cecoccmcmmemmmmmmm 0 oo em e nom oo e

below the point at which tax liability is equal to zero; that is, into the negative
range of tax liabilities. A negative tax is a positive government supplement.
Some proposed NIT plans have simply built on to the existing tax schedules by
paying a family with little or no income some portion of the family’s unused
deductions and exemptions. With deductions and exemptions totaling $4,300
per year for a family of four, an NIT with a gap-filling rate of 50 percent would
pay $2,150 to a penniless family of four. The family’s negative tax or positive
payment would fall as its income rose, so that at $2,000 the payment from the
Treasury would equal $1,150, or 50 percent of the gap between deductions and
exemptions ($4,300) and family income ($2,000). At $4,300 of income, the family
would pay neither positive nor negative taxes; this would be the breakeven
point.

Many proposals for an NIT do not rely heavily on the personal income tax
system. These plans may use rules that differ significantly from those operating
in the current tax system.

° It follows that programs that use strict categorical provisions to avoid cover-
ing many poor persons, State-option programs, programs that earmark benefits
to specific goods such as food or housing, and programs that rely on the individ-
ual current-needs approach to determine benefits do not fit the meaning of a
comprehensive income supplement.

1©mo compute benefits payable at a given level of earnings, subtract the
“counted” proportion of those earnings (the benefit loss) from the maximum
payment made to those with zero other income. At $1,000 earnings, the $2,400
original benefit is reduced as follows:

1009 plan : Benefit-loss=$1,000. Benefit=%1,400
75%, plan : Benefit-loss=  750. Benefit—= 1,650
509, plan: Benefit-loss= 500. Benefit= 1,900
259% plan : Benefit-loss= 250. Benefit—= 2,150
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Each of these plans has different effects on total income of wage
earners. If the family increases (or decreases) its earnings by $1,000,
it gains (o7 loses) total income of :

30 under the 100-percent benefit-loss rate plan;

$250 under the 75-percent plan;

$500 under the 50-percent plan; and

$750 under the 25-percent plan.
The plans with the 75- and 100-percent benefit-loss rates offer poorer
financial incentives to work for the families with incomes near or
below the respective breakeven income levels of $3,200 and $2,400.
These plans also seem inequitable because they imply little or no
increase in total income from a substantial increase in hours of
work. The plans that reduce benefits by only 25 or 50 percent of
carnings appear superior on both incentive and equity grounds. But
these plans also cost significantly more. Not only must the 25- and
50-percent rate plans pay more to recipient families at each level of
income. but they also must cover far more families than the plans
with high benefit-loss rates because they raise the breakeven level.
Such plans provide aid and subject that aid to an earnings “tax” for
families with higher incomes than do the other plans, so the potential
disincentives apply to more people.

As long as the benefit-loss rate is held constant, a rise in the in-
come floor elevates the eligibility limit. Raising the maximum bene-
fit to achieve greater adequacy for the poorest, and retaining a 50-
percent benefit-loss rate, yields the following benefit cut-off points:

Income floor: ) : Eligibility cutoff
82400 e $4, R00 ($2, 400-+-.50)
82,600 e 5, 200
82,800 e 5,600
$3,000 o e e 6, 000
83,200 o -~ 6,400
$3,400 ___ — 6, 800
$3,600 7, 200
$3800 ___ . ____ —— 7, 600
$4,000 e 8, 000

These examples help to illustrate the conflicts in setting the benefit
formula for a comprehensive income supplement.’* As discussed in
. chanter V. any income supplement requires compromise among the
goals of minimizing budget costs, assuring adequate incomes for
the poorest families, and providing reasonable financial rewards
for work. A moderate income floor and benefit-loss rate would assure
a minimum income for all and would reward workers with cash
supplements. This approach assumes that employability and capac-
1ty for self-support are matters of degree. .

A comprehensive income supplement is the only alternative welfare
system that has been subjected to widescale pre-testing in urban and
rural areas across the country. These Federal experiments demon-
strate that income supplement plans can be administered and at rea-

I Although the income supplement has features that differ from AFDC and
fond stamps. these conflicts apply with equal force to AFDC and food stamps.

* Findings from the New Jersey experiment, as reported in chapter V, indicate
that work reduction of male family heads was minimal.
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sonable cost. They have discovered, analyzed, and resolved many of
the kinks and administrative trouble-spots of a new national program
of cash payments® )

A national program would require a centralized computer system
for keeping track of family composition and income, and cross-checks
could be made against other Federal income records.

Universal coverage and moderate benefits and benefit-loss rates pro-
vide greater opportunities for system control than other alternatives.
Inconme supplements would replace or reduce several existing income-
conditioned benefit programs such as AIFDC and food stamps, and
obviate potential new programs such as housing allowances. The plan
would pay benefits to necgy 58-year-old widows, and to the long-term
unemployed, thereby alleviating the need for trying to use social secu-
rity and unemployment insurance to help such persons.

Demogrants

The demogrant is a cash grant paid by the government to all
persons in a specified demographic group. In theory, grants are un-
related to income. In practice, grants probably would be received on
a net basis, as an offset to income tax liability, for example. Grants
could go to population subgroups, such as persons 65 and older, or
persons 17 and younger, or they could cover all persons regardless
of age, family status, or income. One example of a universal demo-
grant 1s the subcommittee proposal to convert personal exemptions
in the IFederal income tax into refundable income tax credits (see
chapter VIII). Instead of dedicting $750 per person from taxable
income and thus lowering one’s tax Hability. as at present, all per-
sons would receive credits that would directly reduce their tax pay-
ments by some sum such as $225, the amount recommended initially
by the subcommittee. Persons whose credits exceeded their tax lia-
bility would receive a government payment. Since the credits would
go to everyone, they constitute a universal demogrant.

The equity and incentive features of a universal demogrant de-
pend on the size of the grant. A low grant, such as a $225 personal
credit to replace the existing personal exemptions, would not reduce
the gain from work for most persons and would improve equity by
allowing the poorest familics to receive as large a benefit from the
credits as the richest. Although equity and incentive features of this
small demogrant are good, the plan by itself would not help the
poorest much and could not replace any significant portion of exist-
Ing welfare benefits.

Unfortunately, a demogrant with payment levels high enough to
replace much of the existing system would require enormous in-
creases in marginal income tax rates. Benjamin Okner of the Brook-
ings Institution has estimated that financing a demogrant that paid
$3,600 to a family of four in 1970 would have required increasing
personal income tax rates so that every dollar of taxable income
would have been subject to a 46-percent rate.® The average percent
of pre-demogrant income paid as taxes would have been far lower
than 46-percent, however, since the demogrants would act as credits

" Joint Economic Committee. “The Role of Demogrants as an Income Mainte-
nance Alternative,” by Benjamin A. Okner, Paper No. 9, p. 1.

52-726 O - 75 - 10
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against the 46-percent tax on all private income. (Okner’s estimates
may be conservative because they ignore possible reductions in work
hours, and assume elimination of Federal expenditufes on food, hous-
ing, and cash public assistance programs, as well as enactment of a par-
tial tax reform plan. On the other hand, they do not assume a re-
structuring of social security to remove “welfare elements,” which
could lower net costs.) To finance a demogrant of $5,000 for a
family of four, marginal income tax rates would have to exceed 50
percent, and any generous universal demogrant would raise the
taxes of single persons with middle incomes enormously.

High-level demogrants require such large increases in tax rates
that their impact on work incentives of both middle-income families
and low-income families must be considered. They also would re-
distribute large sums of income, not just from high- to low-income
families, but among families of equal income but different size. If
the grant were equal for all persons, say $800 per person, then a
substantial amount of the redistributive impact would be to shift
money from middle-income small families to middle-income large
families. Many who favor increasing incomes of poor families might
not favor transfers from small to large families at all income levels.
Redistribution toward large families would be a government action
at odds with the general goal of restraining population growth.

Since it is a direct extension of the existing personal income tax
structure, the demogrant has an important administrative advan-
tage. The Internal Revenue Service could operate the demogrant
under existing income tax procedures. The only procedural changes
necessary would be those required to make more “refunds” at more
frequent intervals than now. And IRS would have to check many
new income returns, those of persons now too poor to be required
to file. The substantial increase in the tax and/or benefit loss asso-
ciated with each dollar of income might increase attempts at tax
evasion.

How the demogrant would operate in relation to other programs
would depend on its size. As discussed above, high-level demogrants
would permit substantial reductions in other programs and thereby
lessen the need for elaborate program integration provisions. A low-
level demogrant would leave the existing system largely intact and
would require more intensive program coordination efforts.

Noncash (In-Kind) Programs

Income supplements are paid in many forms. In addition to giv-
ing cash to some needy families, the government gives free or sub-
sidized food, housing, health care, and day care. Many purposes lie
behind the use of noncash (or in-kind) benefits instead of cash bene-
fits to supplement incomes. Among them are: (1) a desire to ear-
mark benefits so that recipients use government support only for
socially approved items; (2) a judgment that the private market
does not function well in the provision of certain goods in certain
locations; (3) an effort to help specific industries by increasing the
demand for their goods; and (4) a belief that some services such
as medical care are so important that the government must assure
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their availability. These factors often bring greater political sup-
port to in-kind than to cash programs.

The conflicts among the goals of reasonable costs, adequate benefits
for the poorest, and rewards for workers apply to noncash programs
as well as to comprehensive income supplements because both types of
plans share identical structures. Table 27 illustrates how a food stamp
benefit and benefit-loss rate combined with a housing allowance benefit
and benefit-loss rate can be made equivalent to a cash plan in terms of
basic financial measures, including total cost. That in-kind pro-
grams can have significant work disincentive effects often goes un-
noticed, and, hence, should be stressed. From table 27 it is clear that
the financial reward from an extra dollar of wages can be the same
under the cash plan as under the combination of in-kind programs.

TaBLE 27.—Comparison of benefits under a cash program versus a food
and housing benefit package

Cash benefits Noncash benefits

(83,200 Food ($1,700 Housing (31,600

guarantee, guarantee, guarantee,

50 percent 25 percent 25 percent
benefit-loss Total benefit-loss benefit-loss Total Total
Earnings . rate) income rate) rate) benefits income
.......... 83,200 $3,200 $1, 700 $1,500 $3,200 $3, 200
$1,000-_.___ 2,700 3,700 1, 450 1,250 2,700 3, 700
$2,000._.__- 2,200 4,200 1, 200 1,000 2,200 4, 200
$3,000____- 1,700 4,700 950 750 1,700 4, 700
$4,000_..._- 1,200 5,200 700 500 1,200 5, 200
$5,000- .- 700 5,700 450 250 700 5,700
$6,000___._- 200 6,200 200 0 200 6, 200
$7,000- .-~ 0 7,000 0 0 0 7, 000

Economists long have argued that cash supplements are a superior
way to raise the recipient’s economic welfare, a way that lets the
recipient define his own well-being.’* Noncash benefits have several
drawbacks. First, they may cause recipients to consume much more
of one item than they would if given an equal amount in cash. In
Mississippi, for example, a welfare mother of three children receiv-
ing the AFDC maximum payment of $60 monthly but no outside in-
come is eligible to buy each month $150 of food stamps for $13.
Although the food stamp bonus significantly adds to the family’s
income, its value to the family is probably considerably below $137

* Recently, some economists have questioned the efficiency advantages of cash
over in-kind income supplements. They argue that although cash supplements
can raise the economic satisfaction of recipients at least by the dollar cost to
taxpayers, the cash supplement approach may not retain its advantages when one
takes account of taxpayer preferences as to what goods recipients consume. If
taxpayers are willing to pay higher taxes in order to shift the consumption pat-
terns of recipients, then it may be possible to make recipients and taxpayers
better off by moving from a complete cash approach to a partial in-kind approach.
Recipients may prefer to receive a higher cash plus in-kind income in spite of
the lower cash income; and taxpayers may be willing to give up more in taxes
in order to constrain recipients to consume only certain items.
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-($150~$13) because the $150 worth of stamps may be used legally
only for food, not for improved housing or improved clothing for
children. Of the family’s total cash income plus food stamp allot-
ment, over 76 percent must be spent on food. The Mississippt case
1s extreme, but percentages are also very high in other States. A
comparable family in Alabama would have to spend 67 percent of
its combined AFDC plus food stamp income on food; in Ohio, 50
percent and in Massachusetts, 37 percent. From this information
alone, one would expect that many of these families would prefer a
cash payment that is smaller than. the bonus value of their food
stamps. Empirical confirmation shows up in reports of black mar-
ket sales of food stamps. Although recipients no doubt have to ac-
cept a significant discount to sell their stamps, some decide to do so
anvway.

A second but related reason why noncash benefits are economically
inefficient is that government costs of providing goods directly often
exceed private market prices, or that the quality of government-
provided goods is lower than that of private goods of similar cost.
Public housing programs illustrate both situations. The Department
of Housing and Urban Development reported that, on the average,
government nonadministrative costs per public housing unit are 1.17
times those of .a comparable private unit.’® A related problem of
public housing is that potential recipients may be compelled to
choose between a subsidized apartment in a neighborhood they dis-
like or none at all.

This highlights another way in which noncash programs affect
the economic welfare of recipients. The recipient no doubt finds a
large difference between programs that constrain his choices to a
zeneral category, such as food stamps or housing allowances, and
those that limit his subsidy to specific items, such as a particular
public housing unit or a food basket from the commodity distribu-
tion program. In fact, program differences of this kind may be ore
significant to the poor than differences between a cash and general
noncash supplement.

Persons favoring in-kind programs may dispute the definition of
cconomic welfare used by economists. Many would argue that the
government knows more about what is best for the poor recipient
than he or she does, so that it is more helpful to give them goods
than cash. This argument has some appeal but its importance is
limited. First, recipients often can avoid changing their consumption
patterns by using government-provided food or housing benefits to
free income for other purposes that otherwise would have been spent
on food and housing. How recipients spend this freed-up income
cannot be controlled. Thus, one must distinguish between the ear-
marked benefit itself and the non-earmarked family income that is
released. For example, a low-income family of fonr might pay $900
per year for food stamps worth $1,800 per yvear. If the family would
ctherwise have spent more than $900 on food. it can use its food
savings to finance other purchases. Available evidence indicates that
participation in the food stamp program does increase a family’s

* House Report, “Housing in the Seventies,” p. 2161.
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purchase of food, but the increase is less than the full food stamp
subsidy. Iiven an increase in food purchases cannot guarantee en-
richment of the family’s nutrition.

One of the rationales for in-kind programs has been the fear that
cash payments would be used frivolously, wantonly, or not in the best
interest of children. The income maintenance experiments allowed a
look at the short-term impact of cash supplements on family consump-
tion. While few significant differences emerged between those families
who received income supplements and the control group families who
did not, several differences did emerge in the New Jersey experiment :

The recipients of experimental payments responded by pur-
chasing homes more frequently than did members of the control
group, by moving to apartments whose rental was higher, and by
purchasing move appliances. Thus, for this response area, the
graduated work incentives do seem to have had a discernible effect.
Moreover, the effect seems to be one that would be widely consid-
ered as desirable. It induces people to become property holders,
with a stake in the effeétive functioning of the community. . . .

At least in some ways, such a program does tend to make for
more “solid” citizens, who can be relied upon to avoid activities
that undermine social arrangements. The results on consumption
expenditure are also reassuring in this respect. The increased dis-
posable income that the families spent on consumption went in
the same proportions to the same kinds of things. In other words,
people spent more, but they spent it in the same general propor-
tions as before—and in the same proportions as people with higher
incomes.*®

A second argument for using the in-kind approach to income
maintenance is that of market failure. Various rigidities in sup-
plying goods such as housing and medical care may justify direct
government provision of goods rather than reliance on raising the
low-income family’s purchasing power. ‘

Some in-kind programs also may be justified on the grounds that
it is inhumane to fail to supply minimum levels of certain goods.
Medical care is the prime example. Even if individuals would prefer
to reccive cash and take their chances on illness or injury, there is
reason to overrule their preferences.

Administrative considerations argue against the in-kind strategy.
Noncash aid requires a larger number of programs than cash aid. Each
in-kind program typically requires a separate administrative appa-
ratus, including a separate income reporting and verification unit
and a separate unit to verify that the benefits are used for the ear-
marked goods or, in the case of housing allowances, to assure that
allowances are used only for standard housing.

Program integration problems also arise in noncash supplements.
Expanded food, health, housing, fuel and transportation programs
would have to adapt to the existing set of programs, many of which
provide cash supplements. Such cash programs as AFDC, AFDC-UF,
and general assistance cannot be replaced by expanded in-kind bene-
fits, because this would leave the poorest families with no free cash

¥ William J. Baumol, “An Overview of the Results on Consumption, Health,
and Social Behavior,” unpublished manuscript.
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for necessary items omitted from the benefit bundle. If, instead, an ex-
panded housing program such as housing allowances were added to
existing cash programs, the inequities and undesirable incentives
of the current system would remain. In fact, the problems could
worsen. For example, a comprehensive housing allowance covering
all low-income families and having a 25-percent benefit-loss rate
would raise combined marginal benefit-loss rates facing many re-
cipients of AFDC and food stamps from 77 percent to 85 percent.
That is, each dollar of earnings would net the worker only 15 cents or,
conversely, each dollar not earned because of reduced work would
cost her only 15 cents. Moreover, combined AFDC, food stamps, and
housing allowance benefits would reach high levels in many States—
higher than desirable on work incentive grounds, especially when
coupled with a combined 85-percent benefit-loss rate. For example,
tax-free combined benefits for a nonworking woman and three chil-
dren could reach $5,304 annually (plus medicaid) in a State paying
$3,600 in AFDC, if the family received food stamps and were eligi-
ble for $900 in housing subsidies (under a plan guaranteeing $1,800
" and having a 25-percent benefit-loss rate). With AFDC benefits of
$4,200, combined tax-free benefits would total $5,610 (plus medic-
aid).*” Adding fuel stamps or transportation vouchers on top of this
package would destroy financial work incentives—not just for recipi-
ents of AFDC but for the working poor as well.

For these reasons, the subcommittee recommends that the Nation
not rely primarily on an in-kind approach to raise the living stand-
ards of poor families.

" Work-Conditioned Income Supplements

TFear that a general income support plan would help persons who
work below their potential and might discourage able-bodied persons
from continuing maximum work has stimulated interest in work-
conditioned supplement plans. In general, under a work-conditioned
plan, no benefits would go to families headed by a nonworker unless
he or she were deemed incapable of work.

It is easy to overstate differences between work-conditioned plans
and pure income-related plans, however. First, since the level of
benefits provided to a penniless family is likely to be moderate under a
pure income-related plan, families would have to earn much of their
total income themselves in order to reach reasonable total incomes.
Second, barring substantial cutbacks in existing programs, a family
with no working member could receive government benefits from other
programs even 1f a work-conditioned plan were the primary income
supplement plan. Third, by raising family income, work-conditioned
benefits as well as other cash or noncash benefits could enable the fam-

7 Some have argued that the addition of housing allowances to the current
system, in combination with food stamps, would fill in the gaps in coverage,
especially for the working poor. Given the above discussion, it seems clear that
this should be done only if AFDC is largely scrapped. Otherwise, work incentive
problems—in the form of high combined henefit levels and benefit-loss rates—
become very severe. But, as also noted, there is natural reluctance to take away
all discretionary cash. These and other program integration issues have not been
analyzed thoroughly by most proponents of the in-kind approach.
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ily head to reduce hours of work and other family members to quit or

reduce work.
MiNnmMuM WAGE

One alternative to spending government funds on the working
poor is to raise the minimum wage. This alternative seems attrac-
tive. It appears that an Act of Congress, signed into law by the
President, could increase the incomes of the poor. No appropriation
would be required, except for enforcement. Unfortunately, increased
minimum wages are unlikely to help poor families very much. First,
many of the covered workers whose wages are the lowest are not in
poor families. Of those aged 18 and over who worked or looked for
work three months or more in 1971, about 14 million had average
wage rates under $2.00 per hour. More than half of these 14 million
were single individuals; another 2.7 million were in husband-wife
families with no children; and 4.1 million were in families with
children. However, only about 1.8 million low-wage workers were in
poor families with children, and substantially less than 1 million
were members of poor childless couples.’® (These figures do not in-
clude the many low-wage workers under age 18, the bulk of whom
are in nonpoor families.

Second, minimum wage increases may make matters worse for
large numbers of both needy and non-needy low-wage workers. Re-
cent econometric studies suggest that raising the minimum wage re-
duces the number of jobs, particularly for teen-agers.’® Raising the
minimum wage also may push people who are unable to find jobs in
sectors covered by the minimum wage toward uncovered sectors,
thereby bidding wages downward in the uncovered sectors. This
intersectoral movement may diminish as nearly all jobs become cov-
ered, but another problem then may become increasingly significant;
workers may shift from jobs in which the minimum wage 1s easy to
enforce toward jobs in which the minimum wage is difficult to en-
force.?* Already large numbers of workers in legally covered sectors
earn less than the minimum wage. Enforcement problems will
worsen as the minimum wage rises above the wage that many
workers otherwise would have received. A prime example here is the
recent increase to $1.90 of the minimum wage for household workers.
Some such workers will lose their jobs because families will not pay
this wage. Some will work for less than the legal minimum rather
than not work at all. Similar problems have arisen with respect to
enforcement of paying the social security tax. Efforts to enforce the
law for household workers and their employers have been uneven,
and there probably has been much easy evasion.

8 These figures were derived from unpublished tabulations drawn from the
1972 Current Population Survey.

19 F'inis Welch, “Minimum Wage Legislation in the United States,” a paper
presented at Conference on Evaluating the Labor Market Effects of Social
Programs. Princeton University, May 2, 1974.

2A similar effect may already have taken place in Italy, where the percentage
of workers in manufacturing whose jobs are in small firms has risen substan-
tially in recent years. Many contend that this is because small firms are better
able than large ones to avoid high employee taxes.
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Another reason why high minimum wages may worsen the prob-
lem of poor families concerns macroeconomic policy. The govern-
ment may take measures to expand the economy in order to reduce
unemployvment, but for a variety of reasons such expansionary policies
may lead to high or increasing rates of inflation without overcoming
unemployment. One effect of high minimum wage rates is to raise
the level of unemployment that may be experienced under expan-
slonary macroeconomic policies.? . .

For our purposes the importance of the minimum wage is that it
reflects public dissatisfaction with the operation of the market. Other
measures reviewed in this chapter also reflect a similar dissatisfaction,
but would address the problem in ways that attempt to retain the
allocative efficiency of the market.

Waee SuBsIDIES

Another way to increase the incomes of low-wage worlkers is to pro-
vide wage subsidies. Unlike minimum wage increases, wage sub-
sidies raise wages without reducing the demand for labor. In fact,
wage subsidies actually may increase employment opportunities of
low-wage workers. On the other hand, wage subsidies cost taxpayers a
considerable sum and, yet, as in the case of minimum wages, may fail
to help the poor very much.

Proposals to subsidize wages compute each worker’s hourly sub-
sidy as some percentage (called the subsidy rate) of the difference
between a target wage and the individual worker’s wage.?” For ex-
ample, assume the target wage is $3.00 per hour, and the subsidy
rate is 50 percent; subsidies then will vary as shown in table 28.

TasLe 28.—Wage subsidy and total wages for workers at various actual
hourly wages, under a wage subsidy plan with a $3 target wage and a
50-percent subsidy rate

Total

hourly

Actual hourly wage Hourly subsidy wage

$1.60 . ______ 0.5 (83—81.60)=T0cents___ ... ______.- $2. 30
$2.00________ .. _________ 5 (33—82.00)=50cents. __._ .. .- _cu__ 2. 50
$2.25. .. .5 (83—82.25)=38 cents_______.___._._.____ 2.63
$2.50 o ________ .5 ($3—$2.50)=25 cents_____________._._.. 2.75
$2.75 o ______ .5 (83—82.75)=13 cents_____________.__ 2. 88
$3.00.____._. S, .5 ($3—83.00)=0. __ . 3. 00

Variations in the subsidy rate or target wage make a significant
difference among wage subsidy plans. Raising the target wage of a,

' U.S. Congress, Joint Economic Committee, “Lowering the Permanent Rate of
Unemployment,” byb Marint Feldstein (Washington, D.C.: Government Printing
Office, 1973).

** Algebraically, S=r(W.—W), where S is the per-hour wage subsidy, r is the
subsidy rate, W, is the target wage, and W is the worker’s presubsidy wage
rate. The total amount of the subsidy is equal to S(H), where H is the number
of hours the recipient works.
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plan with a constant subsidy rate raises costs and the number of sub-
sidized workers. Similarly, at a target wage of $3.00, varying the
subsidy rate between 25 percent and 75 percent implies a substantial
program change. Note in table 29 how much more the 75-percent rate
compresses the wage structure than does the 25-percent rate. Thus,
higher subsidy rates reduce the financial reward from increases in
wage rates and reduce the financial loss from decreases in wage rates.
In addition, high subsidy rates mean high program costs. The advan-
tage of high subsidy rates is that they provide substantial increases
in the wage rates of the lowest-wage workers.

A primary advantage claimed for a wage subsidy is that it stimu-
lates extra work by raising the financial return from each added
hour of work. A worker whose pre-wage-subsidy return was $1.60
per hour may find that his post-wage-subsidy return in $2.30. But
the wage subsidy, by reducing the family’s income deficit, also may
cause subsidized workers and other family members to reduce their
howrs of work.?® This income effect may offset somewhat the work-
stimulating effect of higher financial rewards for work under a wage
subsidy.

The wage subsidy has important implications for inceutives and
equity, particularly regarding work behavior. By narrowing wage
differentials as shown in table 29, the wage subsidy improves the rela-
tive opportunities of low-skill workers, workers in low-wage localities,
and workers with limited capability. Although wage subsidies and
income supplements both narrow wage-rate differences, they differ

_in their response to extra hours of work. At a given wage rate, an
increase in hours worked reduces income supplements but increases
wage subsidy benefits. The wage subsidy has the equity advantage
of providing more benefits to those with similar wage opportunities
but greater work effort. '

TasLE 29.—Total wages for workers at various actual hourly wages;
under wage subsidy plans with a $3 target wage and subsidy rates of
25, 50, and 75 percent '

Total hourly wages with subsidy rates of—

Actual hourly wage 25 percent 50 percent 75 percent
L $1. 95 $2. 30 $2. 65
82,00 e 2.25 2. 50 2.75
82,25 . e 2. 44 2. 63 2. 81
82,50 . e 2. 63 2.75 2. 88
82.75 e 2, 81 2. 88 2.94
83,00 e memaaaa 3. 00 3.00 3. 00

.

3 For example, before the subsidy, a couple may have worked a total of GO
hours a week, 40 hours by the man, plus 20 hours by the wife, all at $1.60 per
hour. This would have yielded them $4,992 over the course of a year. With a
75-percent subsidy rate, $3 target wage plan in effect, the man could reduce
his hours to 20 per week, or his wife could stop working, and their income would
be $5,512 a year ($2.65X40 hours per weekX52 weeks per year). Thus, they
could have more income by working less, and if they did not feel their needs
great and if they valued leisure time and time with children more than extra
cash, they might reduce their work hours.
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Wage subsidies have been criticized on grounds that a substantial
portion of their benefits would not go to the working poor, the group
for whom the subsidies are intended, but rather employers or highér
income families. Employers, for example, may reduce the wages they
offer, confident that wage subsidies will make up much of the difference.
Employers also will gain if the subsidized wages lure more workers
into the labor force, bidding down employer-paid wages. Workers still
would receive higher total wage rates because of the subsidy, but the
increase in workers’ income would be less than government outlays for
wage subsidies if employers should lower wages. What proportion of
benefits will be deflected to employers is a question that depends largely
on how sensitive work hours are to changes in effective wages; that is,
if the higher total wage (employer-paid plus subsidy) induces more
work it may thereby bid down the wage which employers must pay.
Empirical evidence indicates that since work hours do not vary signifi-
cantly with wage rate changes, a wage subsidy would not induce
much more work and should not, therefore, allow employers to pay
lower wages. Thus, only a small percentage of government spending
for wage subsidies is likely to subsidize employers instead of
workers.?* .

Government expenditures also could be diverted from the work-
ing poor if wage subsidies were allowed for workers in nonpoor
families. If all low-wage workers were equally eligible for sub-
sidies, a large share of benefit outlays would be funneled to workers
from nonpoor families. Barth estimated that under a program paying
a per-hour subsidy of half the difference between $2.50 and a worker’s
wage in 1966, all but 14.2 percent of the benefits would have aided
workers who were not poor.?* Benefits can be focused more directly on
the poor in several ways. One way is to allow only one subsidy per
family, or to qualify only heads of families, or heads of families
with children, for a subsidy. Another way is to subtract from a
family’s wage subsidy benefits some percentage of the family’s non-
wage income or some percentage of total family earnings. Rea esti-
mates that such measures could significantly increase the proportion
of wage subsidy benefits to reach the poor. He found that if only
one subsidy per family were allowed and a 100-percent benefit-loss
rate were applied to unearned income,?® more than one-third of wage
subsidy benefits would be paid to those who were poor before the
subsidy.?

% ¥or a detailed examination of the incidence of benefits of the wage subsidy
and of public employment programs, see U.S. Congress, Joint Economic Com-
mittee, Subcommittee on Fiscal Policy, “The Indirect Market Effects of Wage
Subsidies and Public Employment Programs,” by Peter Mieszkowski ( Washing-
ton, D.C. : Government Printing Office, forthcoming). ’

*7U.8. Congress, Joint Economic Committee, “Universal Wage-Rate Subsidy :
Benefits and Effects,” by Michael Barth, in The Economics of Federal Subsidy
Programs, Part 4, Higher Education and Manpower Subsidies (Washington,
D.C.: Government Printing Office, 1972).

* These changes introduce some administrative complexity and some adverse
incentives with respect to savings and family splitting. -

¥ This estimate is based on 1966 data and on a wage subsidy with a target
rate of $2.00 per hour and a subsidy rate of 50 percent. In comparison, Barth's
estimates, using target rates of $1.60 and $2.50 per hour and a subsidy rate of
50 percent, were that 23 percent and 14 percent of benefits accruing to recip-
ients would have gone to the poor in 1966. See Joint Economic Committee, “Trade-
offs Between Alternative Income Maintenance Programs,” Paper No. 13, p. 33.
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One reason why wage subsidies pay relatively lower proportions of
benefits to the poor is that they do not give much help to those who
are unable to find a job, or unable to work or to work many hours for
other reasons. As a result, proponents of wage subsidies sometimes
envisage two companion (flans:'a low-wage public employment plan
for persons unable to find jobs in the regular private or public mar-
ket,?® and a restricted-coverage income supplement plan for those with
the greatest hardships in work—such groups as the aged and mothers
heading families with pre-school children (or children under 15, or
any minor children). They argue that this arrangement maximizes
both work incentives for most persons who can work and aid for
persons who cannot.

Administration of a wage subsidy plan shares many of the prob-
lems of cash and noncash benefit programs. However, one advan-
tage of a wage subsidy is that it rewards the worker who fully re-
ports wages, unlike programs that reduce benefits for earnings and,
hence, provide a temptation to hide income. This advantage could
be significant if substantial opportunities exist for misreporting in-
come, as occurs in casual labor markets. However, many wage sub-
sidy plans are indirectly related to the income of other workers in
the family in order to constrain costs and to be more efficient in fight-
ing poverty. If the amount of the subsidy or eligibility itself is re-
lated to income of other family members, there is an incentive to
hide their income. Another offsetting feature is the difficulty of ob-
taining accurate reports of hours worked. Employers and employees
could collude by overreporting hours worked, thereby raising the
government payment to the potential advantage of both employee
and employer. Misreporting hours worked might be easier than mis-
reporting income. Aside from limited efforts made in enforcing the
minimum wage law, the government has little experience in verify-
ing hours of work.

The greatest administrative problem of a wage subsidy plan may
result from the need to provide companion benefits to some low-
income families ineligible for the subsidy because they lack a wage-
carner. If benefits are available to temporarily disabled adults, ad-
ministrators will have to decide what constitutes temporary dis-
ability. This is difficult, requiring assessment of a person’s capacity
for specific kinds of jobs. Is a temporarily disabled person “able”
if he can work at very low-wage jobs substantially inferior to his
last job? At what point does someone with limited intellectual
ability, or emotional problems, or social problems become “dis-
abled ?” Similar issues would arise under an income supplement plan
if benefits are more generous to the physically disabled than the non-
disabled, but the cost of mistakes is much larger under a plan that
gives benefits only to those considered unable to work. If administra-
tors misjudge a disabled person, his family would receive no govern-

31f a public employment plan is not included in the package, able-bodied
persons unable to find jobs will be excluded unfairly from benefits. Moreover,
there would be incentives for family splitting, so that women and children at
least could qualify for AFDC. On the other hand, our experience with public
employment is very limited, and there is considerable question whether such a
program could be administered well and whether the products or services would
be useful. See the section below on public employment for a discussion of these
areas.
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ment benefits. A similar mistake under an income supplement plan
at worst might reduce the family’s government benefit moderately
below what 1t would have been if the worker had been ruled disabled.

Adding a wage subsidy to the current set of benefits would cause
new obstacles to coordination of income support programs. First,
the system would become even more administratively cumbersome.
Recipients would have to apply for another separate benefit and re-
port to another office; and another administrative unit would have
to verify incomes and issue payments. Second, work incentives could
be affected. The wage subsidy would increase the recipient’s effec-
tive wage and thereby mitigate to some extent the effect of benefit-
loss rates from other programs. Currently, a family receiving food
stamps and living in public housing finds that an added dollar of
earnings due to ewtra work raises the family’s payments for food
and rent by about 55¢. Thus, the net gain for a worker in this family
might drop from $2.00 to 90¢ per hour. A wage subsidy might raise
the gain to $1.40 or $1.60 per hour. But if earnings increase be-
cause the wage rate increases, the subsidy rate intensifies the effects
of benefit-loss rates from other programs. For example, a worker
whose family receives food stamp and public housing benefits would
find that his effective wage rate, after taking into account wage sub-
sidy and benefit-loss effects, would go up or down by only 23 percent
of the change in his presubsidy wage, given a wage subsidy rate of 50
percent. It might be decided, therefore, to eliminate the food stamp
program—at least for “employable” groups—if a wage subsidy were
introduced.

Ear~Nines Sussivy

The earnings subsidy incorporates some elements of both the wage
subsidy and cash income supplementation. Like the wage subsidy,
an earnings subsidy pavs benefits only to those who work (although
a need-based program for certain groups probably would accompany
it, too). But, as with income supplements, benefits decline with
each dollar of added earnings over some range of earnings. Earnings
subsidies have won considerable support. as shown by Senate pas-
sage in 1973 of such a plan (in H.R. 3153), earlier drafted as a
“work bonus” by the Senate Finance Committee.2?

. The schedule of payments under an earnings subsidy has two
separate components. As a Jow-income family’s earnings rise from
zero to some specified amount, the family receives a subsidy equal to
a fixed percentage of earnings; above the specified earnings level,
each dollar of earnings (or of non-wage income) reduces the sub-
sidy by some share of a dollar. For example, the Senate-passed plan
provides that a family be eligible for a subsidy of 10 percent of
earnings up to $4,000; thereafter, the $400 maximum subsidy would
be reduced by 25 percent of further earnings. This formula is illus-
trated in table 30.

® H.R. 3153 remained in Senate-House Conference Committee in November 1974.
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TaBLE 30.—The earnings subsidy benefit schedule in H.R. 3153, passed
by the Senate in 1973

Total

Earnings Subsidy income
0o O . 0
81,000 ____ . ______ 0.10X$1,000=8100_____________________ 31, 100
$2,000______________.___ 0.10X $2,000=%$200._____________""7°°" 2, 200
$3,000_______________.__ 0.10X33,000=8$300..__ .. _______________ 3, 300
$4,000. .. ____ 0.10X$4,000=%400_____________________ 4, 400
$5,000_ - $400—0.25($5,000— $4,000) =$150_____ . 5,150
85,600 oo____ $400—0.25($5,600—$4,000)=0____________ 5, 600

The important parameters of an earnings subsidy are the sub-
sidy rate, the target earnings level, and the benefit-loss rate. The
subsidy rate, 10 percent in table 30, is the percentage of low earnings
that is paid to the worker. The target earnings level, $4,000 in the
example, is the level at which added income reduces rather than in-
creases the subsidy. The benefit-loss rate is the percentage by which
each dollar of income above the target level reduces the earnings sub-
sidy—25 percent of earnings or other income above $4,000 in the ex-
ample. Given the subsidy rate, target income level, and benefit-loss
rate, one can find the point at which total earnings subsidy benefits
fall to zero. For the earnings subsidy of table 30, that point is $5,600.
The maximum subsidy of $400 is phased out at a rate of $1 for each
$4 earned. Thus it takes $1,600 in earnings above $4,000 to offset the
subsidy.

The incentive and equity features of an earnings subsidy plan
depend largely on its parameters. Above the target level (between
$4,000 and $5,600 for the plan in table 30), income differences be-
tween subsidized workers are narrowed. Below the target level,
income differences between subsidized workers are actually increased
(for example, while the pre-subsidy difference between two workers
earning $3,000 and $4,000 is $1,000, the post-subsidy difference is
$1.100.

For )those below the target level the subsidy raises the financial
return from work. This increase may raise or lower the number of
Liours worked, depending on the worker’s desire for added -leisure
versus his desire for added income.®® Above the target income level,
the benefit-loss rate has the effect of reducing the financial return
from working.

A recent study that simulated the effects of the Senate-passed
earnings subsidy found that its total impact on work hours of recip-

® This case is similar to that described above in the wage subsidy section. A
rise in the effective wage raises the financial return to added hours of work,
thereby influencing workers to increase work hours. But the rise in the effective
wage also raises the worker's total income at each level of hours worked. This
latter effect allows the worker to attain the same income as before the subsidy
while working fewer hours. Whether the subsidy induces more or fewer hours
depends on the relative size of the two offsetting effects.
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ients appeared to be negligible because features that encouraged
or discouraged work tended to offset each other.?

The choice of subsidy rate, target earnings level, and benefit-loss
rate forces trade-offs among conflicting objectives. In the Senate-
passed plan, a low subsidy rate combined with a moderate benefit-
loss rate and moderate target level would keep program costs low
and, on balance, would maintain work hours. But this program
would do little for the poor. A full-time worker earning the minimum
- wage ($4,000 per year) would receive a subsidy of $400, and his total
income would be well below the poverty level for a family of four.
Tripling the plan’s subsidy rate to 30 percent would increase its help
to the poor, but would cost much more. At the target level of $4,000,
the subsidy would equal $1,200 (30 percent of $4,000). Retaining the
benefit-loss rate of 25 percent above $4,000 would qualify workers for
continued subsidies up to $8,800 in earnings. Since many families are
in the $6,000 to $8,000 earnings range, a large share of benefits would go
to the nonpoor. One way of lowering the eligibility cutoff for earnings
subsidies is to raise the benefit-loss rate above the $4,000 target level.
A benefit-loss rate of 50 percent would lower the eligibility limit from
$8,800 to $6,400. This range would reduce the number of beneficiaries
and save money at the cost of lower work incentives for those earning
$4.,000 to $6,400. And a 50-percent benefit-loss rate in the earnings sub-
sidy program would necessitate intensive program coordination efforts
to keep combined benefits and benefit-loss rates under control.

Since many low-wage workers are from nonpoor families, extending
earnings subsidies to all workers would be expensive and inefficient
in reaching the poor. For this reason, the Senate plan restricts its sub-
sidy to families with children, applies the subsidy to total family earn-
ings, and determines target incomes and benefit losses above target
incomes on the basis of total family income, including social security
payments and bonus food stamps.

Administration of an earnings subsidy would encounter problems
generally similar to those of other income maintenance programs. Like
a wage subsidy, a separate program based only on income need would
likely be required for certain groups such as women with children
under 6, a group which includes 60 percent of the AFDC population.
One potential advantage relative to an income supplement plan is that
the poorest workers would gain by reporting rather than hiding wages.
However, if eligibility for and amount of benefits is related to family
income as well as the individual worker’s earnings, recipients would
profit by underreporting family income above the target level. The
primary administrative advantage of an earnings subsidy over a wage
subsidy is lack of need to determine number of hours worked.

Introduction of an earnings subsidy would raise problems of pro-
gram integration. A low-level earnings subsidy of the type voted
by the Senate almost certainly would not eliminate any existing
benefit programs.*2 Unless combined with guaranteed public employ-

® See estimates in P. M. Greenston, C. D. MacRae, and D. P. Riordan, “Cate-
gorical Earnings Subsidies: Market Effects and Program Costs,” Urban Insti-
tute, Working Paper No. 3606-06, Washington, D.C., 1974. :

#The Senate-passed earnings subsidy, however, was originally designed by
the Senate Finance Committee in 1972, along with a guaranteed job and a wage
<Siub8i‘li)y,l to geplace AFDC for 40 percent of welfare families, those with no chil-

ren below 6. .
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ment, programs such as food stamps, AFDC-UF, and general assist-
ance would have to be retained for persons unable to find jobs or to
work for reasons not covered by social insurance and categorical
welfare programs. An earnings subsidy would add another adminis-
trative structure to count and verify income and to disburse bene-
fits. Tacking an earnings subsidy onto the existing set of programs
also could raise work 1ncentive problems. A benefit-loss rate of 25
percent in the income range above $4,000 by itself would not be un-
desirable; but, when added to reductions in the food stamp bonus
and to higher social security taxes and personal income taxes caused
by an extra wage dollar, it could reduce the worker’s net gain per
dollar to 40 cents.*® If there also were benefit-loss rates from public
housing and health insurance, the combination of benefit losses, work
expenses, and taxes could make extra work unprofitable.

Also, the earnings subsidy would not relieve unemployment in-
surance and social security from being stretched to alleviate chronic
poverty, for the earnings subsidy, like the wage subsidy, would give
no help to the long-term unemployed worker or to the 60-year-old who
has difficulty working. In summary, an earnings subsidy would im-
prove equity by providing some direct Federal cash to the working
poor, but it would leave untouched most of the other problems
analyzed in this report.

PusrLic EMpLoYMENT PrOGRAMS

Public employment has an immediate appeal and seems simple
and straightforward; if someone is willing to work, the government
will see that he or she has a job. Public employment plans seem free
of design problems like those of cash welfare programs. In fact, how-
ever, they raise other difficulties if viewed as welfare reform
alternatives.

Public employment programs of the Federal Government can
either subsidize expanded employment by State and local govern-
ments or directly hire people for new Federal jobs. The Comprehensive
Employment and Tra'ming Act (CETA) in late 1973 assured continu-
ation of federally aided “general public employment” launched by
the Emergency Employment Act of 1971, and there are proposals for
massive expansion of spending for such jobs.

Another kind of public employment, which may be called “guar-
anteed employment,” has been proposed by the Senate Finance
Committee. In 1972 the committee approved a plan to guarantee a
public job at low wage rates to all family heads with children, in
H.R. 1. That proposal differed from the existing public employment
in three ways: wage rates would have been far below existing aver-
age wage rates for regular public jobs, jobs would have been guar-
anteed to all eligible applicants, and the program would have replaced
AFDC for welfare families whose children all were of school age.*

¥ The gain would be greater than 40 cents if the earnings subsidy counted the
food stamp bonus as income.

*The Finance Committee’s amended version of H.R. 1 provided the earnings
subsidy earlier described, plus a wage subsidy as companion features to its
guaranteed job plan for poor family heads.
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This section examines the capacity of the two kinds of public em-
ployment programs to relieve problems of chronic poverty and to
replace existing income supplement programs.

1. General public employment.—Viewed as income maintenance pro-
grams, general public employment programs are very unfair. Pro-
corams such as PEP (public jobs provided for under the Emergency
Employment Act) provide at best a large transfer to a small number
of persons, and nothing to other persons who are equally needy. For
example, PEP employed about 300,000 persons on a regular full-time
basis at average salaries in excess of $6,000 per year, but the number of
regular public and private sector workers earning less than $6,000
exceeded 25 million.

Restricting the new public jobs to heads of families with dependent
children would not solve this problem. In 1971, 7.7 million such
fathers and mothers worked for less than $6,000. Not even the most
enthusiastic advocates of public employment programs have sug-
gested the expenditure levels necessary to provide jobs to all of
them ($46 billion initially in wages alone if they all claimed jobs).
Nor would such spending be a wise method for increasing family
incomes. Of the 7.7 million family heads with children who earned
less than $6,000 per year, 3.4 million earned between $4,000 and $5,999.
Thus, the public emplovment program would spend $6,000 to raise
the incomes of many families by only $2.000 or less. Of course,
not all workers earning less than $6,000 would apply for public jobs
since private employers would bid up wages to compete with the
public sector for some of them.

2. Guaranteed public employment.—Since there would be workers
in the private sector earning less than a public job wage of $6,000, and
since it is desirable to minimize disruption of the private economy 3°
and control the number of public jobs, some propose guaranteed public
employment in which the government acts as employer of last resort.
Such plans call for wages substantially below $6,000-$8,000, and re-
quire a wage subsidy or income supplement plan to supplement low
private wages. This approach is particularly appropriate if the added"
government output from newly hired public workers is small or has
low value relative to the added private output obtainable from utiliz-
ing low-wage workers.

Programs guaranteeing an unlimited number of public jobs at some
minimum wage rate might have a variety of effects: (a) If employers
found it costly to replace eligible workers with other workers or
machines, they would raise their wages in order to prevent the govern-
ment from bidding away their workers. In this case, the wages and
incomes of many low-wage workers would rise substantially at the
cost of a small loss in private output. But if the increase in wages
stimulated a large number of nonworking people in the target group
to become workers, government costs would rise.

(6) If private employers replaced workers whom they lost to
public jobs with persons ineligible for the guaranteed jobs, the loss
in private output might not be large; but government costs would

. “5 See Joint Economic Committee, “The Indirect Market Effects of Wage Sub-
s;hes and Public Employment Programs,” for a detailed analysis of the possible
effects.
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be larger because there would be a larger inflow into the public sec-
tor, and the increase in private wages of the target group would be
smaller, as private employers switched to ineligible workers in-
stead of competing with the government for those in the target
group.

(¢) If employers found it easy to substitute machines for workers
who were guaranteed higher wages from the government, they might
cut their use of low-wage workers rather than increase their wages.
This possibility should concern those who advocate guaranteed
public jobs, for unless employers bid up wages to retain low-wage
workers, virtually all of the cost of increasing low wages would fall
on the government.

Existing research cannot provide reliable predictions of the re-
sponse of employers and eligible workers to a guaranteed job offer.
Such a program seems likely to boost the number of working women
moderately, but unlikely to increase significantly the number of
working men. Researchers are uncertain and divided about the
probable response of employers. Empirical work on this question has
yielded some estimates that suggest that employers would reduce
their low-wage work force by only a small amount, but other estimates
indicate the likelihood of a much larger reduction. 2t

Equity issues complicate the guaranteed jobs approach. If public
jobs were the primary income support program, one might want to
vary wages by some measure of need, such as presence of children
and size of family. For example, $4,000 ($2 per hour for full-time
work) is below the poverty level for a family of four, but well above
it for a single individual. But paying a bigger wage for the same
work to a husband than to a bachelor, or to a mother of three than
to a mother of one, would violate the principle of equal pay for equal
work. On the other hand, raising the wage guarantee high enough to
provide an adequate income for a family would raise costs to intolera-
ble levels if all persons were eligible to claim a job.

Possibly the most convincing arguments against a guaranteed
job program concern administrative problems, to which compara-
tively little attention has been given. The first problem is whether
enough jobs could be created, in the needed locations, with reasonable
promptness, and with the option of terminating the job when the
public employee found work in the private sector. Counting projects
such as the Work Projects Administration, the Federal Government
has had little experience in operating public employment plans, let
alone guaranteed public employment to certain groups.

Administrative costs are likely to be heavy, particularly in rural
areas and small towns, where an office and supervisors would be
needed even though jobs might be requested only in the off-season,
or only by several job seekers.

*The estimate of a high disemployment response would be a favorable indi-
cation for those proposing a wage subsidy, although it would be unfavorable
from the standpoint of a guaranteed job program. If small changes in wage
rates cause large changes in employer demands for workers, then a reduction
in the wage that employers must pay. as could occur under a wage subsidy,
would produce a large expansion in employment of low-wage workers. It is as-
sumed that the supply response to wage changes is the same for both the wage
subsidy and the guaranteed job programs.

52-726 O - 75 - 11
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Another problem is whether what would be produced by holders
of guaranteed public jobs would be useful. Although the current
mix of public employees has a much higher educational level than
the average for all workers (even excluding teachers), workers hired
for the gnaranteed jobs would have educational levels below the na-
tional average. It is not clear to what extent such workers could be
utilized productively. The higher the wage relative to productivity,
the greater the welfare component of the wage.

A related problem would be how to maintain discipline among
workers whose jobs are guaranteed by law, and who would include
many persons screened out by private employers for objective reasons.
Temporary suspensions might or might not be effective. Distributing
the available tasks also would be difficult. Some might require more
effort than others but pay the same amount. In the private market such
discrepancies would cause pressure for wage changes, but the public
job program probably would lack automatic features to help even out
the supply of tasks and demand for workers. Rapid job turnover might
also prevent effective use of workers.

Administrative, equity, and program integration issues become
more difficult when a public employment program is viewed as part
of a system of income maintenance programs. As in the cases of the
wage subsidy and earnings subsidy, a guaranteed job program would
need a companion program to provide cash benefits based on need’
for at least some groups of poor persons. A guaranteed job plan re-
quires classifying persons by work capacity, making some inequities
unavoidable. It is likely that many of those classified as eligible for a
pure income payment would have more actual job potential than those
deemed eligible only for a work-conditioned benefit. An individual
erroneously classified as capable of work would receive no direct gov-
ernment, support in spite of severe need. Moreover, to avoid extensive
disruption of the private market and to restrain the number of public
job claimants, a cash income supplement or wage subsidy plan (and
perhaps continuation of food stamp benefits) would be necessary for
private-sector workers earning low wages. The “simple” guaranteed
employment program could turn into a tripartite system, each com-
ponent of which had separate administrative problems.*”

In general, we believe that public employment programs are most
useful as complements to, rather than substitutes for, cash-based in-
come supplement programs. Public employment makes sense under
conditions of reasonably full employment as a limited program for the
hard-core unemployed. During such periods, it can provide valuable
worll{{ -experience and jobs for those rejected by the private labor
market.

Summary of Reform Options

1. Reform of public assistance.—Limited reforms could take place
within the context of the two traditional pillars of the public assistance

¥ One such combination plan, including a guaranteed public employment com-
ponent paying $2.30 per hour, could require the creation of 2.5 million jobs. See
* U.S. Congress, Joint Economic Committee, Subcommittee on Fiscal Policy,
“JOIN: A Jobs and Income Program for American Families,” by Robert I. Ler-
man (Washington, D.C.: Government Printing Office, forthcoming).
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system—State options, and casework to determine individual need.
The inequitable variation in State benefit levels, and the administrative
complexities and arbitrariness of casework would remain. A national
minimum benefit level for AFDC would increase equity among female-
headed families, but it would make the situation of poor male-
headed families more inequitable than at present. Federalization of
AFDC would simplify administration and improve equity among
- recipients, and a nationwide extension of AFDC-UF would broaden
coverage. But if these steps were taken in isolation they would worsen
the problems of high rates of benefit loss for recipients of aid from
multiple programs. _
2. Extension of noncash (in-kind) programs.—Such programs raise
the fundamental issue of whether the government knows better than
individuals what is good for them to consume. When specific goods are
offered, the cost of providing them publicly may excced private mar-
ket costs, and recipients find themselves very constrained in the choices
they can make. More generalized forms of a1d in kind, such as vouchers
for food or housing, give the consumers more choice. But a prolifera-
tion of such programs will create a multiplicity of administrative
units, will increase problems of program coordination, and may worsen
combined benefit-loss rates and thereby increase work disincentives.
8. Work-conditioned income supplements—Plans along these lines
represent attempts to help the working poor without weakening work
incentives. The greatest difficulty common to all such plans is that it
would be necessary to maintain a parallel program of income supple-
mentation for families without potential wage earners. The plans,
therefore, require an administrative apparatus capable of determining
on a case-by-case basis who is able to work. Specific difficulties inherent
in each of the proposed methods are discussed below :
(@) Raising the minimum wage.—Such a measure seems attractive
. at first sight%)ut would not target in very effectively on the poverty
problem. It happens that the overwhelming majority of low-wage
workers who might benefit from minimum wage 1ncreases are not in
oor families. Also, it would be difficult to raise the minimum wage to
evels adequate for large families. A minimum wage of $2.87 would be
required just to bring a one-earner family of five up to the July 1974
poverty threshold. Most important, there is a danger that a higher
minimum wage will increase unemployment and drive marginal work-
ers into noncovered employment.

(b) Wage subsidies.—This method represents an alternative to
raising the minimum wage which would not distort labor markets or
reduce the demand for labor. The basic notion is for the government to
pay a portion of the difference between each person’s actual wage and
a target wage. But a large share of the subsidy would go to low-wage
workers in nonpoor families unless, for instance, benefits were limited
to heads of families only. Another difficulty is that by helping most
those who work long hours the program would fail to give much help
to those who are unable to find a job. Hence, advocates of the wage sub-
sidy sometimes argue that it should be accompanied by a program of
guaranteed public employment.

(¢) Earnings subsidies.—A variation of the wage subsidy is an
eqrnmfs subsidy, which would give families with incomes below a
given level a subsidy equal to a certain percentage of what they earn.
It targets aid more effectively on poor families than the wage subsidy,
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but it raises many problems of program coordination, and gives no
help to the long-term unemployed. o

(d) Public employment programs.—A. distinction should be made
between ‘“general public employment” programs intended to relieve
unemployment by funding State and local hiring of large numbers of
workers at wages approximating the median wage, and “guaranteed
employment” under which the Government acts as “employer of last
resort” by undertaking to hire at low wage rates anyone or any family
head in need of a job.

Viewed as income maintenance programs, general public employ-
ment programs are very unfair, offering good incomes to a limited
number of persons and leaving those excluded from the program with-
out help. There is a great danger that most of the new jobs will be
filled by persons who were not in poor families to begin with. More-
over, the funds would not result in a dollar-for-dollar increase in net
employment, since experience has shown that a substantial portion of
Federal funds are used by State and local governments to effectively
refinance old jobs. .

Guaranteed employment threatens to be administratively costly and
complex and it is unclear whether low-wage, low-skill workers could
be utilized productively in public services. How to enforce job disci-
pline would also be a problem.

4. Demoarants—The demogrant is a cash grant paid by the govern-
ment to all persons in a specified demographic group, or in the entire
population. In theory, grants are unrelated to income. A low-level
demogrant, such as a $225 personal credit to replace existing personal
tax exemptions, would not reduce the gain from work for most persons
and would improve equity in the tax system by allowing the poorest
families to receive as large a benefit from tax exemptions as the rich-
est. But it could not rep%ace any significant portion of existing wel-
fare benefits. A demogrant high enough to replace existing benefits -
would be very costly, and financing such a grant would require rais-
ing marginal tax rates to as high as 50 percent, cutting work incentives
for middle- and high-income persons and redistributing income away
from single individuals and small families to large families. The huge
gross cost of such a scheme probably makes it politically unrealistic.

5. Comprehensive income supplements.—All comprehensive income
supplement plans involve an income floor paid to penniless families, a
formula for gradual withdrawal of benefits as private income rises and
an income eligibility limit known as the breakeven income. The basic
notion is to use income and family size as virtually the only criteria on
‘which to base benefits, and to have universal coverage and national
program uniformity. Such a program could replace many existing
welfare programs. The main issues in setting up an income supple-
ment system are determination of the two basic parameters of the
scheme—the income floor and the benefit-reduction rate. The subcom-
mittee favors the comprehensive income supplement as more equitable
and administratively manageable than a piecemeal reform of public
assistance, extension of noncash programs or work-conditioned income
supplements. An income supplement plan with a moderate benefit floor
would be far less costly than a universal demogrant, and if benefit-loss
Tates were not set too high, the program would not significantly under-
cut work incentives. : : :



Chapter VIII. THE SUBCOMMITTEE PLAN: BASIC
FEATURES?

The purpose of these recommendations is to replace or rationalize
the many public programs offering support based on family and
individual income by establishing, as a part of the income tax, a new
Federal system of tax credits and allowances. This new system is
designed to increase the equity, strengthen the administration, and
improve the adequacy of income maintenance programs, and to re-
store desirable social and economic incentives to the Nation’s sys-
tem for income support. It significantly alters the old welfare reward
system by ending the penalties on work, marriage, and family
responsibility.

This reform proposal is based upon both a reformed tax system and
a reformed welfare system. In the tax system, the deductions from in-
come for personal exemptions are replaced with tax credits, which are
deducted from tax liability with excess credits paid to the tax filer(s).
Several current welfare programs (principally AFDC and food
stamps) are scrapped in favor of a comprehensive system of allow-
ances to poor people administered by the Internal Revenue Service.

As a result of this reform, people with little or no private income
would receive full allowances and credits and pay no income tax.
Those with very small incomes would still receive full credits but re-
duced allowances. Persons in the modest- and middle-income range
would not be eligible for allowances, but they would pay less income
tax than is now the case. Some taxpayers in the high-income brackets
would owe more taxes than now.

Tax Credits

Everyone permanently residing in the United States, and anyone
else required to file a Federal income tax return, would be entitled
to a $225 per person annual credit against income tax liability. If
the total credits for a tax filer and dependents exceeded their tax
liability, the unused credits would be paid to the filer. Certain tax
filers (for example, aliens without permanent resident status) would
be entitled to use the credits to reduce taxes but could not receive
rebates of unused credits. )

Much of the tax revenue lost through these credits would be re-
couped through the elimination of two present income tax features:
(1) the personal exemption; and (2) the low-income allowance. The
personal exemption permits a taxpayer to reduce taxable income by
$750 for him (her)self, spouse and each dependent. The low-income
allowance sets a minimum floor of $1,300 on the amount by which

! Chapters IX and X examine separately each basic feature of the plan. Chap-
ter XI makes recommendations for meshing the basic program with other public
welfare programs to achieve a smoothly functioning system.

(155)
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each taxpayer can reduce taxable income through the standard de-
duction. (The standard deduction is 15 percent of adjusted gross in-
come up to a maximum of $2,000.)

In general, the advantage of a tax credit over the personal ex-
emption is that the $225 credit is worth the same $225 to everyone,
regardless of income. In contrast, the $750 personal exemption is
worth little or nothing to those persons with little or no taxable in-
come, but as much as $525 to the high-income taxpayer. For most
taxpaying families of four with annual incomes below $25,000, the
$225 credit would cut income taxes. For many other taxpayers income
taxes would rise by varying amounts.

The tax credit also has specific advantages in the context of other
features of the subcommittee’s recommendations. By having a uni-
versal per capita tax credit upon which to build, the system of al-
lowances based on need (described below) can be designed so that
grants to low-income families are lower than they would be other-
wise. This permits a reduction in the number of people with whom
the administering agency would otherwise have to deal on a monthly
basis, since families with credits but no allowances can be reimbursed
through the regular tax withholding and annual tax return. Also,
since the credit reduces the tax burden on moderate-income people,
the subcommittee plan can rationalize existing welfare programs while
aiding inflation-squeezed workers simultaneously.

Allowance for Basic Living Expenses (ABLE)

Basic Federal funding would be ended for aid to families with
dependent children (AFDC), and the food stamp program would
be abolished. Many existing income maintenance programs would
be replaced by, or rationalized with, a new system of allowances
operated by the Internal Revenue Service (IRS) in conjunction
with the Federal income tax. These Allowances for Basic Living Ex-
penses (referred to as ABLE grants hereafter) would be payable
to qualified low-income families and individuals every month. Al-
lowances would be uniform throughout the Nation and available to
all the poor, except the aged, blind, and disabled and their dependents
covered by the Federal supplemental security income (SSI) program.

1. Who may apply—ABLE applicants generally would have to
be age 18 or over and not claimed as a dependent by any other adult.
The members of the filing unit would be the filer, spouse, dependent
children, and any other persons dependent upon the filer or spouse.
A person under age 18 could file if he had a spouse or dependent
child and were not claimed by someone else as a dependent.

2. Schedule of allowances—ABLE grants in the starting year, 1977,
would be determined by subtracting a filing unit’s offset income (de-
fined below) from its total allowances. based on the following
schedule:

Member of unit: Annual allowance
(a) Married couple filing jointly. ... _______ $2, 050
(b) Head of household filer (as defined by IRS) _____ . _______ 1, 225
(¢) Single filer— . __ e 825
(d) Dependent age 18 or over—__ . 825
(e) First and second child in filing unit, each.__________________ 325
(f) Third, fourth, fifth, and sixth dependent child, each__________ 225

(g) Seventh and successive dependent children__________________ 0
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Thus, allowances would total $2,700 a year for a couple with two chil-
dren ($2,050+$325+$325), or $2,325 for a divorced mother of four
($1,225+$325+$325+$225+$225). These allowances, when addqd to
the personal tax credits, would constitute a Federal floor under indi-
vidual and family incomes. Thus, a couple and two children with no
private income would receive $900 in tax credits and $2,700 in ABLE
rants for a total income of $3,600. A penniless mother of four would
receive $3,450 ($2,325 from ABLE, $1,125 from credits). It must be
stressed that these are maximum allowances, and would go to those
relatively few families or individuals with no other income.

The ABLE schedule chosen necessarily resulted from a compromise
among many factors, including cost, the relationship of benefits to the
cost of living and to wage levels, and the probable impact of family
income on decisions to have another child, to marry, or to split a single
family unit into two independent units. The benefit schedule has
been carefully constructed to hold to a minimum incentives for family
splitting or nonmarriage in low-income families. Per-child benefits
in the allowance system also are tailored downward as family size
increases so as not to encourage large families. Making two-parent
families eligible for income supplementation will not automatically
make them more stable. But supplements to low earnings will reduce
the most- severe economic pressures that plague families, and deser-
tion no longer will be the only means some fathers have to increase
their families’ cash income.

Benefit amounts are not designed to provide “adequate” levels of
living for several reasons. First, comparatively few families have no
income or income-producing opportunities. Even in today’s slack job
market many low-wage jobs are available which, in combination with
benefits, would yield more nearly adequate total incomes. The pro-
gram is designed to build on private efforts, rather than substitute
for them. Thus, the program fits the vast majority of cases rather than
being stretched to cover the worst possible cases of destitution. For
most, persons, the program will provide only a minority share of total
income, since most, beneficiaries will be low- and modest-income work-
ing .families. For example, a one-earner, two-parent family of four
%vith earnings of $4,000 would receive supplementation totaling

1,717.

Second, the basic Federal allowances and tax credits will help those
with little capacity for self-support. Persons with greater needs will
be helped by SSI or other existing programs for disabled persons,
or can be aided by States and localities on a case-by-case basis.

Third, costs and caseloads rise rapidly as levels of allowances and/or
credits are increased (see chapter IX). Costs constrain levels on the
one hand, while the goal of eliminating food stamps and Federal
financial participation in AFDC necessitates benefits of certain levels
on the other.

Benefit levels would be expected to rise gradually over time, partic-
ularly if the recent inflation continues. The subcommittee plan offers
two ways to raise benefits: (1) raisihg ABLE allowances to help low-
income people; or (2) increasing the value of the universal tax credit
to help everyone. These are not necessarily alternatives; simultaneous
changes could be made in each. But we prefer an initial emphasis on
tax credit relief for two reasons. First, when inflation boosts their
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wages, middle-income taxpayers must pay more taxes because they are
pushed into higher tax brackets. Unless credits were increased over
time, their real income would fall. Second, raising the value of the
credit relative to ABLE allowances would move closer toward a system
that could dispense with explicit supplementation based on low income
and instead provide all Americans with an income floor in the form
of tax credits. :

3. Benefit-loss rates—Some portion of private income would be sub-
tracted from, or offset against, a unit’s ABLE allowances, resulting in
lower benefits for those in less need. A BLE would differentiate among
four kinds of income, applying a different subtraction rate to each.
The rates, which were selected to promote fair treatment and preserve
work and saving incentives at reasonable cost, are as follows:

Benefit-loss rate: Type of income to which rate applies

50 percent___._______ Earned income (wages, salaries, commissions, tips,

- net income from self-employment) less socinl secu-
rity taxes and special earnings deductions for
single parents and married couples in which both
spouses work. These deductions would reduce the
ABLE income-offset rate (benefit-loss rate) for
most earners to 47 percent or lower.

80 percent__________ Public housing subsidies.

100 percent.__________ Veterans’ pensions, farm subsidy payments, refunds
from Federal income tax overwithholding. .

67 percent__________ All income not otherwise classified (such as prop-

erty income, public or private retirement benefits,

child support, alimony, annuities).
_ Allowances would be reduced by 50 cents for each earned dollar. But,
since social security taxes paid would be deducted from income
charged against grants, benefits would be reduced by a maximum of
only 47 cents for each dollar earned. For certain types of earners the
benefit-loss rate would be even lower and the net gain from work
higher. There are two sets of circumstances that require special con-
sideration : two-earner families and one-parent families headed by a
worker. Many low- and modest-income families have two earners.
The second earner’s wages are a vital contribution to the family’s
income. Work expenses for such families are higher than one-earner
families, and if the second earner is a spouse, the family must forego
the value of his or her home labor as well. These considerations apply
even more strongly to the working mother who is raising children
alone. Hence, special earnings deductions would be given to two-
earner households and to one-parent households in which that parent
works, in lieu of complex itemized deductions for work expenses
and the current child care deduction allowed under the income tax.
The earnings deduction for two-earner families would help to reduce
the marriage penalty that many couples now face under the income
tax.

The moderate initial benefit-loss rate, coupled with the deduction
of social security taxes and the special earnings deductions, would
have three positive effects: It would provide significant supple-
mentation of low earnings; mairtain a reasonable income differen-
tiation between workers and nonworkers and between those who work
more or less; and keep work disincentives to a moderate level.

A unit consisting of two parents and two children, with maximum
gross allowances of $2,700 and husband’s earnings of $3,000, would
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have a net allowance of $1,288 and a total income of $5,188, computed
as follows:

Gross allowance.... e e $2, 700
Gross earnings. . ____ [ -~ 3,000
Social security taX oo e ————  —176
Net earnings-- e e e 2, 824
X.5

Offset income. e —— e —— —1,412
Net allowance. - - ___1._28_8_
TAK OIS o o o e e e 900
Barnings oo oo e 3, 000
Total income _ 5,188

The net allowance would amount to $690 if the family received $3,000
in social security benefits:

Gross allowance e $2, 700
Social security benefits. _ oo o __ — - 3,000
X. 67

Offset INCOMO - v e e e —2,010
Net allowance e 690
ﬁ

Tax credits — e e 900
Social security__ - e e 3, 000
Total income — 4,590

If the unit’s offset income were less than its total ABLE entitle-
ment, the unit would be eligible to receive payment of the difference
(total allowances less offset income). Units receiving allowances
would be exempt from the Federal income tax and would receive a
rebate of all their tax credits. If offset income were greater than al-
lowances but by an amount smaller than the unit’s income tax lia-
bility, the filer would be eligible for income tax relief when the annual
tax return is filed. The amount of that relief would be the difference
between the income tax liability and the excess offset income.? The
income tax return would be used to reconcile taxes, credits and ABLE
allowances, and all ABLE units would have to file a tax return.

4. Income accounting methods.—We recommend basing benefits on
past income (retroactive accounting) to improve administration and
avoid the overpayment bias of benefits based on anticipated future
income. The accounting period would be one month, making the system
as responsive to the needy as is administratively feasible. A carryover
of past “excess” income (S;ncome for the preceding 12 months that was
above the level for benefit eligibility) would be used to establish equity

2 In such cases, the ABLE unit’'s income tax payment equals its excess offset
income. For example, assume that income tax liability were $500, and that offset
income were $300 in excess of maximum allowances. The family could opt to pay
$£300 in taxes, thereby saving $200.
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between people with steady incomes and those with incomes that
fluctuate over time, and to keep payment costs down by avoiding pay-
ments to people whose longer-term incomes exceed eligibility limits on
a_monthly basis. The frequency of income reporting, once a month,
should be sufficient to ensure accurate reports without imposing too
heavy a paperwork burden on either recipients or administrators.
Those who failed to file a monthly income report would lose ABLE
payments. As an additional verification measure, all ABLE units
would have to file an annual income tax return.

5. Administering agency—ABLE would be administered by the
Internal Revenue Service, which should integrate the operation of
ABLE with procedures used for the income tax. IRS should al-
locate resources in such a way as to insure the same quality of
service to filers and the same degree of program integrity in both
ABLE and the income tax systems.

Relationship to Other Programs

In order to achieve a smoothly functioning income maintenance
system and to reduce the problems created by program overlaps now,
considerable change in existing programs is necessary. These changes
are outlined below. Their overall impact is to reduce the inequities in
treatment of persons in similar circumstances and to assure that com-
bined benefit levels and benefit-loss rates are reasonable. Benefit levels
could not cascade to unreasonably high levels, nor could the reward for
work plummet.

1. Supplemental security income (8SI).—An SSI recipient (or one
receiving a State supplement to SSI) could not file under ABLE. be
counted as a filing unit member, or have his/her income counted as
available to the unit.

SSI is a new program that sets a Federal income floor for the
needy aged, blind, and disabled. To give these recipients ABLE
coverage would, in effect, eliminate the SSI program. But SSI
should be kept as a separate program because, first, it is too new to
be properly assessed. and second, because improvements in SST can
best be accomplished by dealing with associated issues in social security
and the veterans’ pension program concurrently. .

Although we recommend retention of SSI, we propose three re-
visions to avoid inequities and irrational overlaps between SSI and
ABLE: (1) inclusion of dependents (spouse and children) in SST;
(2) transfer of disabled and blind SST beneficiaries under age 18 to
ABLE family units; and (8) liberalization of the assets test for the
basic SST program. .

2. AFD(C.—States would be required to make supplementary pay-
ments to AFDC familjes already on the rolls in amounts sufficient
to keep total family income from being reduced nnder the sub-
committee plan. Mandatory supplementation would include 80 per-
cent of the cash value of families’ food stamp bonus, if any. This
protection. which is needed to prevent a sudden loss of income be-
cause of altered Federal law, would be required for two vears. These
provisions for transitional mandatory supplements are similar to
those enacted by Congress for SSI.



161

Federal funds would be promised to protect States against any in-
crease in State expenditures in 1977 or 1978 above their calendar
year 1976 share of AFDC payments.

However, the cost of the mandatory supplement is not expected
to reach this “hold-harmless” level in any State because:

(1) The basic ABLE benefit plus the tax credit for a family
would exceed the Federal share of the maximum AFDC payment
in most States, even with the food stamp bonus added to the
AFDC levels.

(2) In most States the amount of the AFDC payment varies
because of living arrangements or amount of rent paid, and in
some States there are regional variations in payment standards.
Therefore, even in States with high payment standards, there
are a number of families who would require little or no sup-
plementation. Families with income would require lower supple-
mentation than families with no private income of their own.

(3) The normal turnover in AFDC cases should quickly re-
duce the number of families entitled to a mandatory supplement.®

States could voluntarily supplement new cases and continue to sup-
plement old cases beyond 2 years. But they could not impose a benefit-
loss rate on net earnings that, when combined with the Federal plan,
totaled more than 60 percent. ) o

3. Food stamps and surplus commodities—The subcommittee’s
plan for universal tax credits and ABLE cash allowances would
‘make these food benefits obsolete, and they would be scrapped.

4. Medicaid.—The subcommittee proposal assumes that medicaid
will be replaced before 1977 with one of the pending proposals for
national health insurance, and thus, makes no recommendations to
change medicaid.

5. Housing subsidies.—It is recommended that a family’s ABLE
grant be reduced by 80 percent of the value of any housing subsidy
(defined as the difference between a unit’s fair market value and the
tenant’s rent payment). This recommendation meets an important
objective in program coordination, which is to avoid the high com-
bined benefit-loss rates that discourage work effort. With this pro-
vision, those who receive both ABLE and a public housing subsidy
would lose a total of 52.5 cents in benefits for each added dollar of
earnings, only 5 cents more than the loss that would occur under
ABLE alone. If ABLE did not count the subsidy as income, the
combined benefit-loss rate would be 62.5 cents on the dollar.

A second objective of this housing provision is to improve equity.
Public housing subsidies give residents a sizable income benefit, and
housing projects have lists of persons waiting to live there. Qur pro-
vision would narrow the differential between poor families who re-
ceive public housing subsidies and poor families who do not, but
ABLE families in public housing would have some advantage in
benefits over ABLE families not in public housing. Thus, public
housing would be less a device for increasing family income and

3 Approximately one-third of the AFDC caseload newly enters the program each
vear and one-third leaves it. .
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would more exclusively serve its original function of increasing the
supply of low-cost housing. .

6. Day care—Federally aided day care centers would be prohibited
from using fee schedules related to income. Instead, modest, fixed fees
should be charged everyone. Special earnings deductions to be allowed
under the income tax for a one-parent working head of household and
for two-earner families would help low-income workers pay the modest
fee (or a babysitter), and would substitute for the current child care
deduction in the tax code.

7. Basic educational opportunity grants—Grants to students under
this higher education program would be offset dollar for dollar by any
cash supplements they received under the new program.

8. Indian assistance—Cash payments to reservation Indians would
be replaced almost completely by the new grant program, although
some short-term supplementation might be needed to protect current
recipients from loss of income.

Costs of the Subcommittee Plan

The net full-year cost to the Federal Government is estimated to
be $15.4 billion (see table 31). However, this cost is almost equally
divided between (1) income taxes forgiven for low- and middle-income
taxpayers, and (2) additional benefits to low-income units. Gross tax
relief will result as follows:

In billions

Taxes offset by tax credits____________________________________________ $36.3
Taxes reduced by standard employment expense deductions__—._______ -— 2.8
Taxes forgiven for ABLE units______________________________ 3.7
Taxes reduced by provision integrating ABLE with the income tax_______. 1.6

Total tax reductions_ ... ________________________ o _____ 44. 4

Revenue increases of $35.8 billion, which result from elimina?ion of
personal exemptions, the low-income allowance, and the deduction for
child care expenses, produce net tax relief of $8.6 billion, or about 7
percent of income tax revenues projected for 1976 under current law.

More than half of the benefits to low-income units would be pro-
vided through the income tax in the form of rebated credits. Since tax
credits in excess of a unit’s tax liability will be paid to the unit, many
low-income units will receive such rebates. Based on 1976 projections,
rebates of $12.9 billion will be paid to those units. '

The costs of Federal expenditure programs will actually decline
under this proposal. The estimated ABLE grants of $11.4 billion and
the cost of administration will be exceeded by savings in the elimina-
tion or reduction of current welfare programs. Reductions in current
programs are estimated to total $16.0 billion, assuming projected ex-
penditures for these programs as shown in table 31.

The estimates of tax changes and ABLE grants were made by
simulating the way the proposal would affect each household in a
census survey. A number of factors the computer model could not
allow for, but which have major cost implications, have been handled
as adjustments to the model’s estimates (see bottom section of table
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31). These adjustments include our best guesses about effect on costs
of the following: (1) less than 100-percent participation of persons
eligible for ABLE grants or tax savings; (2) the undercount of
transfer income in the census survey data; (3) the potential reduction
in labor force participation by recipients; (4) the potential for some
members of filing units to file independently to increase benefits; (5)
the inability of the model to accurately simulate the plan’s system of
income accounting; and (6) the model’s inability to reduce benefits
for the proposed 1mputation of income to the assets of ABLE recipi-
ents. Some of the adjustments increase, and some decrease, costs. The
net result is a $2.5 billion reduction in the plan’s estimated Federal
cost, included in the $15.4 billion estimate.

These costs are for fiscal year 1976, rather than 1977 (the year the
program would begin), but the 1-year difference should not have
much effect on net costs. They assume average wage increases of 5
percent in 1974, 1975, and 1976. If wages rise more rapidly, costs
would be lower, or, benefit levels could be raised at constant costs.

TasLE 31.— The subcommittee plan’s estimated annual net Federal cost,
based on projected data for calendar year 1976

[In billions of dollars)
Amount of
Change in revenue or expenditure change
Change in Federal income tax revenues:
A. Revenue increase from elimination of personal exemptions,
low-income allowance, child-care deduction._ . ___.________ +$35. 8
B. Revenue reductions from tax relief provisions:
1. Taxes offset by tax eredits_ .. .- —36.3
2. Taxes reduced by earnings deductions for single
parents, second €ATNErs . .o ocmooamoooon —2.8
3. Taxes forgiven for ABLE units_ . ___ - —-3.7
4. Taxes reduced by provision for transition between
: ABLE and income taX. - oo cmmmeeee e —1.6
C. Tax credits disbursed _ - - - oo oo —12.9
Total revenue 10St_ _ - - o oo oo e —57.3
Net change in revenues. - . ..__ e mmm e e mmm——mm = —21L5
Change in Federal expenditures:
A. Expenditures under new system:
1. ABLE grants paid 2. oo e +11. 4
2. Administration of ABLE ______ oo oo_-- +1.0
Total ABLE expenditures_.____coccececmaaoeon +12. 4

See footnotes at end of table.



164

TaBLE 31.—The subcommittee plan’s estimated annual net Federal cost,
based on projected data for calendar year 1976 '—Continued

: Amount of
Change in revenue or expenditure

change
B. Savings from reductions in current programs:

1. Termination of Federal matching for AFDC pay-
ments.__._____________ ____________ _____ -7 —-5.0

2. Termination of Federal matching for AFDC adminis-
tration_____._____________ T _________ 7 —0.5
3. Termination of food stamp program_.__.____________ -8 0
4. Reduced subsidies under national health insurance 3__ ~10
5. Offset for housing subsidies_________________ . —0.7
6. Reduced loans and grants for higher education_ _____ —-0.5
7. Reduced school-lunch subsidies.._______._____ ... —0.2
8. Reduction in aid to Indians and Cuban refugees_____ —0.1
Total program reductions_______________________ © —16.0
Net change in expenditures_____________________ —-3.6

Adjustments to cost estimates for the following factors:

Potential reduction in work effort by recipients.__.____________ +0.7
Effects of accounting period not allowed for in TRIM. .. ... +0.3
Potential for filing unit members to file separately_.___________ +2.0
Reduction of benefit estimates for income under-reporting in the
CensUS.________________________ S —2.5
Reduction of benefit estimates to allow for less than 100-percent
participation_________________________ " "TTTT —2.0
Reduction of benefit estimates for income to be imputed to assets_ —1.0
Net adjustment to cost estimate___________________________ —2.5
Net Federal cost of subcommittee plan (net revenues lost less
net change in expenditures and net adjustments) .. ________ +15.

! Estimated changes in the income tax and estimated AB LE payments were made by using the Urban
Institute’s TRIM (Transfer Income Model) computer program. TRIM simulated these changes in law and
ap(i)lied them to a 1976 projection of census survey data on the U.S. population. Costs of administration,
reductions in current programs, and adjustments to the T RIM estimates were estimated by subcommittee
_staf.fi b?ised on the best information available from the U.S. Budget and the various Federal agencies
involved.

3 Bome relatively small share of the estimated ABLE bayments would actually be paid through the SSI
program. This results from a subcommittee recommendation that the dependents of SSI recipients be
t?lovereéi under SSI rather than ABLE. The estimated ABLE Dbayments exclude SSI eligibles but not their

ependents.

1 It was assumed that a national health insurance program would count ABLE benefits as income. Thus,
introducing ABLE would reduce health subsidy costs.

It is impossible to assign a dollar amount to every change that would
be likely under the subcommittee plan. The following is a list, not

necessarily exhaustive, of such changes for which no estimates of costs
or savings have been made: :

Costs to Federal 8avings to Federal
. Government not estimated Government not estimated

1. Possible increases in Federal match- 1. Counting of farm subsidies at full
ing of State social services outlays value in income offset against
to cover local emergency aid. ABLE allowances.

2. Federal “hold harmless” protection 2. Recently enacted minimum wage in-
for required State supplementation creases not reflected in 1976 pro-
of certain “old law” AFDC cases. Jjection of wage income.

3. Liberalized asset limit for SSI. 3. Other types of income counted by

4. Potential for uncollected overpay- ABLE but not recorded in the
cnents. census data (e.g., value of em-

bloyer-provided housing, gifts of
more than $250 a year).
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Eleven million families and individuals, including 34 million per-
sons, would be eligible to receive ABLE benefits (see table 32). The
average ABLE benefit for eligible four-person units would be $1,303
per year, plus $900 in tax credits. The program would almost halve
the income deficit of families in poverty in 1976, from a projected
$19.3 billion under existing programs to $10.4 billion. The number
of families and individuals in poverty would fall from 11.9 to 9.4
million.* Since the net cost of the entire program is only $15.4 billion,
the plan would have a relatively high target efficiency, with a 58-cent
decline in the poverty gap for every dol%ar of net cost. With State
supplementation of Federal benefits, the income deficit and the num-
ber of poor persons would be further reduced.

Another 4.8 million families and unrelated individuals just above
eligibility limits for ABLE, including 16.3 million persons, would
have their taxes reduced by the way ABLE and the income tax would
be meshed (see table 33). The average tax saving for four-person
units in this group would be $368 a year. .

Of course, many who would benefit from ABLE would not be new
additions to the income maintenance system; they benefit now from a -
wide variety of programs such as AFDC, general assistance, food
stamps, subsidizeg housing, medicaid, and veterans’ pensions.

¢ These calculations use a poverty threshold based on disposable (that is, after-
tax) income. Also, it assumes 1976 price levels which would be 15 percent above
1973, with zero growth in real income over the 3-year period. By contrast, the
Census Bureau, which uses a before-tax measure of poverty, estimated that the
poverty population in 1978 comprised 9.5 million families and unrelated indi-
viduals, with an aggregate income deficit of $12.0 billion.
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TABLE 32.—Average annual ABLE benefits' by

[Number of units

Number of persons in filing unit
1 2 3 4
Number Average Number Average Number Average Number
Annua! before-tax income of units amount of units amount of units amount of units
L 564  $886 466 81, 640 311 $1,948 226
$1 to $999_________ 988 517 353 1,458 203 1,888 154
$1,000 to $1,999____ 1, 549 187 689 907 281 1, 320 150
$2,000 to $2,999____ = 34 198 805 476 294 866 170
$3,000 to $3,999__ __ . ____________ 360 343 273 657 139
$4,000 to $4,999__________________ 166 122 232 346 130
$5,000 to $5,999__ ____________________________.__ 71 210 159
$6,000 to $7,999_______________________________ - 20 76 74
$8,000 to $9,999__ _ __.____ o 7
$10,000t0 $11,999____________________________ Tt
$12,000 to $14,999___________________________________ o _TTTmmmmmmmT
815,000 t0 $19,999________________________________ T TTTTTTTTTTTTTTT
$20,000 to $24,999__ ___________ LT
$25,000 and over_________________________ T
Totals
(11,230
units)_____ 3,135 417 2,838 857 1,685 1,122 1,209

1 Benefit amounts shown are exclusive of tax credits.
3 Estimated by TRIM computer model. See footnote 1, table 31.

TABLE 33.—Average annual taz relief benefits to units just above eligibility

[Number of units

Number of persons in filing unit

1 2 3 ¢ 4
Number Average Number Average Number Average Number
Annual before-tax income of units amount of units amount of units amount of units
0t0 8999 _
31,000 to $1,990____ 369 $142 ________________ L _TTTTmTmmm
$2,000 to $2,999____ 587 72 20 8191 L ____
$3,000 to $3,999____ 23 155 117 $313 3
$4,000 to $4,999____ 6 -9 265 237 14
$5,000 to $5,999__________________ 321 ~ 420 53
$6,000 to $7,999___ R 95 246 506
$8,000 to $9,999____________________ . _____ 131 155
$10,000 to $11,999_______________________________ 7 40
$12,000 to $14,999_____________________ . 6
$15,000 t0 $19,999_____________________ T .
$20,000 to $24,999_______________________ T
$25,000 and over_________________________________ I TTTTmmmTmmTTTTTTTTT
Totals

(4,843

units) ___.. 985 100 818 214 783 289 776

1 Estimated by TRIM computer model. See footnote 1, table 31.
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Siling unit size and before-tax income (1976) ?

in thousands]

Number of persons in fillng unit—Continued
4 5 6 7 8+

Average Number Average Number Average Number  Average Number Average
amount of units amount of units amount of units amount of units amount

$2, 221 128 $2, 505 106 $2, 701 47 $3,136 65 $3, 201
2, 043 87 2 515 48 2 589 33 3,092 47 3 484

1, 622 94 2,088 51 2,718 29 2713 48 3,120
1,259 90 1,616 55 1,975 41 2,753 32 2 897

1, 007 74 1 150 51 1,473 27 2,077 27 2,753
626 100 851 50 1 278 46 1,596 33 2, 657

380 124 593 75 955 37 1,087 44 1,638

261 104 454 126 509 86 803 118 1,531

43 21 178 49 470 34 586 65 1,148
......................... 6 365 9 533 33 707
......................................................... 16 739
2 214

e m e e s emm—m e e mmemmmmrmr e e E e m e e mEmEE e E——————————————————

1,303 823 1,430 619 1,553 389 1,811 531 2,149

limits for ABLE grants, by filing unit size and before-tax income (1976) !

in thousands}

Number of persons in filing unit—Continued
4 5 (] 7 84

Average Number Average Number Average Number Average Number Average
amount of units amount of units amount of units amount of units amount

851D e e mm e e icceena
185 2 $223 3 $223 .-

533 16 360 3 373 e

370 219 489 73 642 24 $760 6 $820

338 239 331 181 412 64 634 32 617

335 85 299 94 545 96 696 81 739

138 24 358 42 524 59 680 72 868
_________________________ 2 63 12 535 51 827
368 586 387 398 493 255 676 243 782

52-726 O - 75 - 12
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Phasing in the Subcommittee Plan

Implementing the entire subcommittee plan in calendar year 1977
would have a major effect on the Federal budget in that year. If it
seems desirable to spread out this fiscal impact, the plan could be
broken into several parts and phased in gradually. There are four
major pieces of the plan which could be implemented separately.
;l‘llllese four phases, and their estimated 1976 Federal costs, are as

ollows: :

Net Federal cost

Phase Elements (billions)
1 Replace personal exemptions with nonrebatable tax )
eredits_ __ ________ . ____________._ $3. 2
2 Replace child care deduction with standard employment .
expense deduction_ _______________________________ 2.6
3 Add coverage of dependents to SSI program___________ 0.5
4 Make credits rebatable; replace low-income allowances,
AFDC, and food stamps with ABLE program________ 9.1
Total, all phases...___________ o ____ 15. 4

Since enactment of a bill in 1974 would permit implementation of
phase 1 effective for calendar year 1974, each succeeding phase could
be implemented in 1975, 1976, and 1977 respectively. Thus, the sub-
committee’s target date for reform would be realized by phasing in,
but the final goal would be reached in smaller steps and the fiscal
impact would be lessened for any one year.

Examples of Benefits Under the Subcommittee Proposal and
Under Current Law

Table 34 and chart 12 compare after-tax income for families of four
at different levels of earned income under current law and under the
subcommittee plan. Because of State variations in what welfare bene-
fits such families are entitled to under current law, none are shown.
For more specific examples of the treatment of various family types
under the subcommittee plan and of current benefits for various family
types in various States, see tables 3544,
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TaBLE 34.—After-tax income under current law and under subcommattee plan for 4-person families at different earnings
levels: Families of 2 parents and 2 children; 1 parent works full time
A e B C D

Current Proposed © Current Proposed Current Proposed Current Proposed
Earnings_____________.____ 0 0 $3, 000 . $3, 000 $5, 000 - $5, 000 $7, 500 $7, 500
Allowances _.._____.__._. ) “$2, 700 1) 2, 700 o) 2, 700 ©) 2, 700
Offset income ?______._____ (1) 0 (1) 1, 500 M 2, 500 (1 32,700
ABLE payments______.___ M) 2, 700 O] 1, 200 (1) 200 (1) 0
Tax liability 4. . ... __.. 0 0 0 : 0 98 0 484 31,050
Credits_ - _________ . ___.___ 900 __:_._._____ 900 .. ________. 900 ___.________ 900
Net tax. ... _________.. 0 5 (900) 5 (900) 98 5 (900) 484 150
Net income___.___________ ) 3, 600 13, 000 5, 100 14 902 6, 100 17,016 7, 350
Gain (orloss)..______ . ________________ 143,600 ____________ V42,100 .. _______ ' 4+1,198 (. _________ 14334

E ¥ G H

Current Proposed Current Proposed Current Proposed Current Proposed
Earnings.___._______..___ $10, 000 $10, 000 $15,000  $15, 000 $25, 000 $25, 000 $50, 000 $50, 000
Allowances_____________._ 10, 000 10,000 ____________ 2,700 ________.___ 2,700 ____________ 2, 700
Offset income 2. ____________________._ 32,700 ____.____.__ 32,700 .. _____.___ 32,700 ________.__. 32 700
ABLE payments__ _____________._______ 0 o= 0 . __ 0 ... 0
Tax liability 4. ____________ 905 1,490 - 1,820 ' 2,510 4, 380 5, 340 14, 560 16, 060
Credits_ - .. o . 900 . __._____._ 900 ... ___._. 900 ______.____. 900
Nettax_.____________.__. 905 590 1, 820 1,610 4, 380 4, 440 14, 560 15, 160
Netincome_.____________ 9, 095 9, 410 13, 180 13, 390 20, 620 20, 560 35, 440 34, 840
Gain (or 1o8s) o oo ___ +315 .. oL +210 .o __.____ —60 __ . ____. —600

! Family might be eligible for AFDC or food stamps under current law, but amount
would vary based on a number of factors. ..

1 Earnings offset allowances by 50 cents for each $1. Not shown is the deduction from )

earnings of social security taxes permitted under the allowance system (see ch. XI

3 50 percent of earnied income exceeds gross allowances, so onlithat portion of {ncome
which completely offsets allowances is shown here. Thus, no ABLE payment is received.
For family D, the excess offset income is $1,050 ($3,750 — $2,700), which is less than the

regular income tax liability of $1,071. Thus, family D would substitate the smaller amount,
against which credits are.then applied. For a description of this proposed optional tax
computation, see ch. XI. .

¢ Standard deduction of 15 percent up to $2,000 is assumed. A family with income of
$50,000 undoubtedly would itemize deductions and pay less tax.

f‘tNumlar;x;s tn parenthesesindicate net payments to, rather than from, taxpayers because
of tax credits.

0L1
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TABLE 35.—Benefits and tazes for single individual at varying earnings
levels under the subcommittee plan

Federal Net Federal
income tax Tax income tax Social ABLE Net cash
Annual earnings lability ! credits labllity 2  security tax grant income ¢
O .. 0 $225 +$225 0 $825 §1, 050
8500 .. 0 225 +225 $29 589 1, 285
$1,000__ . _.__..__._ 0 225 4225 58 * 354 1, 521
81,500 ... _______ 0 225 +225 88 119 1, 756
$2,000.. ... _._ - 318117 225 +108 117 0 1, 991
$2,500___._.___.._ 334 225 109 146 [1] 2, 245
$3,000_ . __. 414 225 189 176 0 2,635
$4,000____._______ 576 225 351 234 0 3,415
$5,000. .. ______ 742 225 517 292 0 4, 191
$6,000. .. __._____ 921 225 696 351 0 4,953
87,000 ._______ 1, 100 225 875 410 0 5,715
$8,000_ . _._._._ 1, 302 225 1, 077 468 0 6, 455
$9,000_ ... ________ 1, 506 225 1, 281 526 0 7,193
$10,000___________ 1,715 225 1, 490 585 0 7,925
$15,000___________ 2, 920 225 2, 695 772 0 11,533
$20,000. ... ______ 4,510 225 4, 285 772 0 14, 943
$25,000________.___ 6, 390 225 6, 165 772 0 18,063

1 Based on the standard deduction but with no low-income allowance. Personal exemptions are replaced
by $225 per person tax credits.

? Numbers with plus sign indicate net payments to rather than from taxpayers because of tax credits.

3 Tax is reduced amount from regular schedule because of provision for smooth transition from ABLE
recipient to nonrecipient status.

+ Assuming no State supplementation. Social security taxes, using the current tax rate and taxable wage
base, are deductible from earnings in computing ABLE grants.

TaBLE 36.—Benefits and tazes for a married couple at varying earnings
levels under the subcommittee plan

Federal Net Federal

, income tax Tax income tax Social ABLE  Net cash
Angual earnings liability ! credits  liability 2 security tax grant income*
| 0 $450 + 8450 0 $2,050 §2, 500
$500_ .. 0 450 - +-450 $29 1,814 2,735
81,000 __________ 0 450 —+450 58 1, 579 2,971
$1,500_ . _________ 0 450 +450 88 1, 344 3, 206
$2,000. .. ______ 0 450 +450 117 1,108 3, 441
$2,500_ o _____ 0 450 + 450 146 873 3, 677
$3,000.___________ 0 450 + 450 176 638 3,912
$4,000.___________ 0 450 + 450 234 167 4, 383
85,000 .. _-____ 3 $304 450 + 146 292 0 4 854
$6,000.______.____ 3774 450 324 351 0 5,325
87,000 _____. 990 450 540 410 0 6, 050
$8,000. . ______ 1, 152 450 702 468 0 6, 830
$9,000..__________ 1, 314 450 864 526 0 7,610
$10,000__._.___.___ 1, 490 450 - 1, 040 585 0 8,375
$15,000___________ 2, 510 450 2, 060 772 0 12, 168
$20,000__________. 3, 820 450 3, 370 © 772 0 15,858
$25,000_ .. _._.. 5, 340 450 4, 890 772 0 19,6338

1 Based on the standard deduction but with no low-income allowance. Personal exemptions are replaced
by $225 per person tax credits.

3 Numbers with plus sign indicate net payments to rather than from taxpayers because of tax credits.

3 Tax is s reduced amount from regular schedule because of provision for smooth transition from ABLE
recipient to nonrecipient status.

+ Assuming no State supplementation. Social security taxes, using the current tax rate and taxable wage
base, are deductible from earnings in computing ABLE grants.
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TABLE 37.—Benefits and tazes for a mother and 3 children at varying
earnings levels under the subcommittee plan

Federal Net Federal

income tax Tax income tax Social ABLE Net cash

Annual earnings liability ! credits liability 2 security tax grant income+

O o ..__ 0 $900 3900 0 82,100 83,000
$500_____________ 0 900 +900 829 1,914 3, 285
$1,000._.__._____. 0 900 + 900 58 1, 729 3,571
$1,500______._____ 0 900 +900 88 1, 644 3, 956
$2,000.__._____._. 0 900 +900 - 117 1, 358 4, 141
$2,500 .. _._._.__ 0 900 +900 146 1, 173 4, 427
$3,000___________. 0 900 +900 176 988 4,712
$4,000 ... __.._._. 0 900 +900 234 617 5, 283
$5,000___._______ 0 900 +900 292 246 5, 854
$6,000____._______ 3 8124 900 +776 351 0 6, 425
$7,000. .. _________ 3 495 900 +405 410 0 6, 995
$8,000_.__.__._____ 907 900 7 468 0 7, 525
$9,000______._____ 1, 073 900 173 526 0 8, 301
$10,000__..__.___. 1, 260 900 360 585 0 9, 055
$15,000________.___ 2, 315 900 1, 415 772 0 12, 813
$20,000___________ 3, 695 900 2,795 772 0 16,433
$25,000____.______ 5, 325 900 4,425 772 0 19,803

! Based on the standard deduction but with no low-income allowance. Personal exemptions are reptaced
by $225 per person tax credits.

? Numbers with plus signs indicate net payments to rather than from taxpayers because of tax.credits.

# Tax is a reduced amount from regular schedule because of provision for smooth transition from ABLE

recipient to nonrecipient status.
¢ Assuming no State supplementation. Social security taxes, using the current tax rate and taxable wage
base, are deductible from earnings in computing ABLE grants.

TABLE 38.—Benefits and tazes for a father, mother, and 2 children at
" wvarying earnings levels under the subcommattee plan

Federal Net Federal

income tax Tax income tax Social ABLE Net cash

Annual earnings liability ! | credits liability 2 security tax grant incomet
O .. 0 $900 4 $900 0 $2,700 $3,600
$500_ - _______. 0 900 +900 $29 2,464 3,835
$1,000_ - ____._.__ 0 900 +900 58 2,229 4,071
$1,600___________ 0 900 +900 88 1,994 4,306
$2,000___________ 0 900  --900 117 1,758 4,541
$2,5600______.____ 0 900 4900 146 1,523 4,777
$3,000___________ 0 900 + 900 176 1,288 5,012
$4,000_ . ________ 0 900 +900 234 817 5,483
$5000_ _________. 0 900  +900 292 346 5,954
$6,000______.____ 38124 900 +776 351 0 6,425
$7,000_ - ___._____ 3 595 900 +305 410 0 6,895
$8.000___________ 31,066 900 166 468 0 7,366
$9,000_ . _________ 1,314 900 414 526 0 8,060
$10,000__________ 1,490 900 590 585 0 8,825
$15,000_-________ 2,510 900 1,610 772 0 12,618
$20,000__________ 3,820 900 2,920 772 0 16,308
$25,000_ - ________ 5,340 900 4,400 772 0 19,788

! Based on the standard deduction but with no low:income allowance. Personal exemptions are replaced
by $225 per person tax credits. .

? Numbers with plus signs indicate net payments to rather than frem taxpayers tecause of tax credits.

3 Tax is a reduced amount from 1egular schedule tecause of provision for s;ccth tiansition. from ABLE
recipient to nonrecipient status.

¢ Assuming no State supplementation. Social security taxes, using the current tax rate and taxable wage
bases, are deductible from earnings in computing ABLE grants.



TasLE 39.—DBenefils and lazes at varying earnings levels for a father, mother, and 2 children living in public housing:
subcommittee plan

Foderal income

Net Federal

Social security
a;

Net cash  Public housing

Total net

Annual carnings tax liability ! Tax credits income tax tax ABLE grant3 income subsidy ¢ income &
liability 2

________________________ 0 $900 +$900 0 $1, 619 $2, 519 $1, 352 $3, 871
$500_ ... 0 900 -+900 $29 1, 445 2, 816 1,274 4, 090
$1,000 __ o _______. 0 900 +900 58 1,272 3,114 1,197 4, 311
$1,500_ . ______. 0 900 +900 88 1, 099 3, 411 1,119 4, 530
$2,000- ... ___ 0 900 +900 117 925 3, 708 1, 042 4, 750
$2,500. ... 0 900 -+ 900 146 752 4, 006 964 4, 970
$3,000. .. ___.._. 0 900 4900 176 579 4, 303 886 5,189
$4,000_ .. _____________ 0 900 +900 234 232 4, 898 731 5, 629
$5,000_ _________________. 53115 900 4785 292 0 5, 493 576 6, 069
$6,000. _____________.____ 5 461 900 +439 351 0 6, 088 421 6, 509
$7,000. .. __________._. 5 808 900 +92 410 0 6, 682 266 6, 948
88,000 . ... 1,152 900 252 468 0 7,280 50 7,330
$9,000. .. 1,314 900 414 526 0 8, 060 0 8, 060
$10,000- ... 1, 490 900 590 585 0 8, 825 0 8, 825

1 Based on the standard deduction but with no low-income allowance. Personal exemptions are re[i)laced by $225 per person tax credits.
1 Numbers with plus signs indicate net payments to rather than from taxpayers because of tax credits.
8 The public housing subsidy values were deducted from the ABLE grants at an 80-percent rate.
¢ The public housing subsldies were based on a market rent of $150 a month and a rent charged the tenant based on the Brooke formula. Since ABLE grants were counted as
income in computing rents, the housing subsidy and the ABLE granis were calculated jointly.
8 Tax is a reduced amount from regular schedule hecause of provision for sinooth transition from ABLE recipient to nonrecipient status.
¢ Assuming no State supplementation. Social security taxes, using the current tax rate and taxable wage base, are deductible from earnings in computing ABLE grants,

gL1
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TaBLE 40.—Benefits and taxes for mother with 8 children at varying
earnings levels under current law: New York City

Federal Food
i income tax Bocial AFDC Net cash stamp Net total
Annual carnings liability !  security tax payment? income bonus 3 income

0 $4,248  $4,248  $660  $4, 908

0
$500_ ____________ 0 $20 4, 248 4719 552 5,271
$1,000____________ 0 58 4, 248 5, 190 336 5,526

. $1,500____________ 0 88 4, 248 5, 660 288 5 948
$2,000.___________ 0 117 3,992 5, 875 288 6,163
$2,500_.__________ 0 146 3, 687 6, 043 288 6, 331
$3,000.___________ 0 176 3,384 6, 208 288 6,496
$4,000.__________ 0 234 2,775 6, 541 288 6,829
$5,000_______ " $98 292 2,265 6, 875 288 7,163
$6,000___________ 252 351 1,811 7, 208 288 7,496
$7,000.__________ 426 410 1,377 7, 541 288 7,829
$8,000___________ 606 468 951 7, 877 288 8 165
$9,000____________ 784 526 518 8, 208 288 8 4¢6
$10,000___________ 974 585 100 8 541 288 8 829
$15,000.__________ 1,940 772 0 12, 288 0 12 288
$20,000.__________ 3, 260 772 0 15 968 0 15 968
$25,000___________ 4, 800 772 0 19,428 0 19, 428

! Based on the standard deduction using current rules. X
_ 3 Monthly work expenses are assumed to be $60 plus Federal income and social security taxes. The family
is assumed to receive $125 a month for shelter.

# Based on the July 1974 benefit schedule, using the work-related deductions allowed.

TABLE 41.—Benefits and taxes for father, mother, and 2 children at
varying earnings levels under current law: New York City

Welfare payments ?
Federal Social Food

Annual income tax security AFDC- Home Net cash stamp Net total

earnings liability ! tax UF relief income bonus $ income
0 _.._____ 0 0 $4,248 0 8$4,248 $660 $4,908
$500_ ____. 0 $29 4,248 0 4,719 552 5,271
$1,000_____ 0 58 4,248 0 5,190 336 5,526
$1,500____. 0 88 4,248 0 5,660 288 5,948
$2,000____. 0 117 3,992 0 5,875 288 6,163
$2,500_.___ 0 146 3,687 0 6,043 288 6,331
$3,000_____ 0 176 0 $2,144 4,968 552 5,520
$4,000_____ 0 234 0 1,202 4,968 552 5,520
$5,000_____ $98 292 0 358 4,968 552 5,520
$6,000_____ 245 351 0 0 5,404 336 5,740
$7,000.____ 402 410 0 0 6,188 288 6,476
$8,000_____ 569 468 0 0 6,963 0 6,963
$9,000____. 744 526 0 0 7,730 0 7,730
$10,000____ 934 585 0 0 8,481 0 8,481
$15,000____ 1,820 772 0 0 12,408 0 12,408
$20,000.___ 3,010 772 0 0 16,218 0 16,218
$25,000____ 4,380 772 0 0 19,848 0 19,848

1 Based on the standard deduction using current rules.
. 3 Monthly work expenses are assumed to be $60 plus Federal income and social security taxes. The family
is assumed to receive a shelter allowance of $125 a month. The father is assumed to become ineligible for
AFDC-UF (by working more than 100 hours a month) at an earnings level of $3,000 a year, becoming eligible
for the State- and city-funded Home Relief program at that point.

3 Based on the July 1974 benefit schedule, using the work-related deductions allowed.
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TABLE 42.—Benefils and tazes for mother with 3 children at varying
earnings levels under current law: Tezas

Federal Food

income tax Social AFDC Net cash stamp Net total

Annual earnings liability ¥ security tax payment? income bonus? income
O . 0 0 $1,680 $1,680 $1,356 - $3,036
8500 . ... 0 $290 1,680 2,151 1,236 3,387
$1,000__._________ 0 58 1,680 2,622 1,092 3,714
$1,500____________ 0 88 1,680 3,092 1,020 4,112
$2,000____________ 0 117 1,424 3,307 948 4,255
$2,500_ ... 0 146 1,119 3,473 948 4,421
$3,000______-._____ 0 176 816 3,640 876 4,516
$4,000.____.______ 0 234 207 3,973 804’ 4,777
$5,000._______.____ $98 292 0 4,610 660 5,270
$6,000_ . ______ 252 351 0 5,397 444 5,841
$7,000._________ 426 410 0 6,164 288 6,452
$8,000._._.________ 606 468 -0 6,926 0 6,926
$9,000____________ 784 526 0 7,690 0 7,690
$10,000._________. 974 585 0 8,441 0 8,441
$15,000_________.__ 1,940 772 0 12,288 0 12,288
$20,000___.________ 3,260 772 0 15,968 0 15,968
$25,000. .. _____ 4,800 772 0 19,428 0 19,428

1 Based on the standard deduction using current rules.
2 Monthly work expenses are assumed to be $60 plus Federal income and social security taxes.
3 Based on the July 1974 benefit schedule, using the work-related deductions allowed.

TaBLE 43.—Benefits and taxes for father, mother, and 2 children a-
varying earnings levels under current law: Texas

Federal Social . Food Net

income tax Security Net cash stamp total

Annusl earnings liability 1 tax income bonus ? income
1 0 0 0  $I1,800 31, 800
$500. ________________ 0 $29 $471 1, 752 2, 223
81,000 - ________ 0 58 942 1, 608 2, 550
$1,500_ - _____..____ 0 88 1, 412 1, 500 2,012
$2,000_ ___________._. 0 117 1, 883 1, 356 3, 239
$2,500_ .. _______.__ 0 146 2, 354 1, 236 3, 590
$3,000________________ 0 176 -2, 824 1, 092 3,916
$4,000________________ 0 234 3,766 876 4, 642
$5,000_ ____ . _..___.. 398 292 4,610 660 5, 270
$6,000_____________.___ 245 351 5, 404 336 5,740
$7,000__.__________.__ 402 410 6, 188 288 6, 476
$8,000________________ 569 468 6, 963 0 6, 963
89,000 __ .. ... ______ 744 526 7,730 0 7,730
$10,000.______________ 934 585 8, 481 0 8 481
$15,000________.._._._. 1, 820 772 12, 408 0 12 408
$20,000_______________ 3, 010 772 16, 218 0 16 218
$25,000. . _______ 4, 380 772 19, 848 0 19, 848

! Based on the standard deduction using current rules
? Based on the July 1974 benefit schedule, using the work-related deductions allow: ed
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TABLE 44.—Benefits and tazes for father, mother, and 2 children at
varying earnings levels under current law: New Jersey

Federal 8ocial General Food Net

Annual income tax security assistance Net cash stamp total
earnings liability ! tax payment ? income bonus 3 income

O __ ... 0 0 $2, 592 $2,592 $1,092 33,684
$500.__________ 0 $29 2, 592 3, 063 948 4, 011
$1,000....______ 0 58 2, 405 3, 347 876 4, 223
$1,500.__.__._._. 0. 88 2, 072 3,484 - 876 4, 360
$2,000_ ... ______ 0 117 1,739 3, 622 876 4, 498
$2,500...____._. 0 146 1, 405 3, 759 804 4, 563
$3,000___.______ 0 176 1, 072 3, 896 804 4,700
$4,000.________. 0 234 405 4,171 732 4, 903
$5,000__________ $98 292 0 4,610 660 5,270
$6,000_____.____ 245 351 0 5, 404 336 5, 740
$7,000________. 402 410 0 6, 188 288 6, 476
$8,000_______.__ 569 468 0 6, 963 0 6,963
$9,000__________ 744 526 0 7,730 0 7,730
$10,000_________ 934 585 0 8, 481 0 8 481
$15,000_________ 1, 820 772 0 12,408 0 12,408
$20,000_________ 3,010 772 0 16,218 0 16,218
$25,000..___.____ 4, 380 772 0 19, 848 0 19, 848

! Based on the standard deduction using current rules.
* Payments are based on the July 1972 rules of New Jersey’s State-run aid to families of the working

poor program

3 Based on the J uly 1974 benefit schedule, using the work-related deductions allowed.



Chapter IX. THE SUBCOMMITTEE PLAN: ISSUES OF
BENEFIT ENTITLEMENT

Coverage

A basic issue in income supplementation is who should benefit. Most
current programs for the needy limit income protection to specified
groups, defined by conditions that represent a particular risk to
income, or a particular family structure. This is inequitable, and it
creates incentives for people to change their behavior or their family
structure in order to qualify. Administrative procedures are compli-
cated by the need to check ecvidence of categorical eligibility. Given
these problems with categorical aid, we recommend that the new
program of basic income protection apply to all needy individuals
and families except the aged, the blind, and disabled adults, who
would remain under SSI.

All together, ABLE, tax credits, and SST would give income pro-
tection to all needy groups. Universal coverage would make it pos-
sible to eliminate AFDC, food stamps. and some State or local aid
programs, and would provide a basis for eventual incorporation of
several other benefit programs.! :

Recipient Unit Definition and Benefit Structure

One major objective of basic income supplements should be to
promote stable family life. A broad-scale income supplement pro-
gram cannot eliminate personal and social problems, but an in-
come floor should provide an economic base for family life. Supple-
ments should be designed to minimize: (1) financial incentives for
family breakup or creation of one-parent families: (2) financial
penalties for meeting parental responsibilities; (3) disincentives for
work, savings and other self-help measures; and (4) constraints on
living arrancements and participation in familv life. The choice of
recipient unit and the structure of benefits will determine success
in meeting these goals.

ImrpricaTiONS OF Vartous RecrerexT Unrr DEFINITIONS

Current programs use manv definitions of the elieible recipient
unit : an individual. an individual and specified dependents, a family
or related persons living together. or a household of related and/or
unrelated persons. Selection of a recipient unit for a comprehensive
income supplement program affects support obligations, income-
sharing within households. and family structure and living arrange-
ments, as well as administrative feasibility and quality.

! The subcommittee plan would expand SSI by addine dependents’ benefits and
liberalizing its asset rnles (the reasons for not absorbing this program initially
are discussed in chapter XI).

177)
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1. Individuals.—Treating each individual as a separate beneficiary
unit—making each eligible for benefits in his own right if he meets
other conditions such as income need—has no apparent influence on
family structure, but it would be unrealistic. To treat children
or spouses as individual beneficiaries would ignore legal support
obligations of spouses and parents and the customary sharing of
family income.? Moreover, because it would disregard the economies
realized in per-person costs as family size increases, an individual
recipient plan would pay too much to large families relative to
small ones (six children do not cost twice as much to support as three).

2. The family—By contrast, defining all related persons living
together in the same household as the recipient unit would take
account of the economies of family size and of customary income-
sharing. This definition assumes that family members are inter-
dependent and that combined family income is available to all
family members. ’

The broadest definition recognizes extended families consisting of
adults. their minor children, if any. plus other relatives, provided that
they live together. However, considering each person’s income to be
available to all other relatives who live with him provides an incentive
for relatives with income to depart and establish separate households
in order to maximize benefits. .

To remove this incentive, the recipient unit could be further re-
fined as the nuclear family (married couples and parent-child fam-
ilies, the most common family form). The nuclear family definition
recognizes income-sharing, mutual responsibility, and usual legal
obligations. but it can establish a financial incentive for men and
women to live together without marrving. This happens when benefits
are larger for a family unit composed only of the woman and her chil-
dren than for a unit that also includes the man and his income. Un-
der a strict familv definition. if the man is not legally responsible,
as husband or father, for their support, his income could not reduce
benefits for the women and children. Thus, under current law, in many
States children can collect full AFD(C henefits desnite the income of
stepfathers, but are not eligible for such benefits if their natural father
1s in the home,

3. The  household.—Defining all household members, including
unrelated persons, as the recipient unit assumes that income is shared
among them all. even in the absence of legal responsibility for each
other or any evidence of actual income-sharing. Thus, a low-income
family that moved in with a moderate-income family to economize
on rent could lose entitlement to its benefits because income of both
families would be lumped together in determining income need. Pro-
grams_based on household eligibility are the most difficult to ad-
minister because of the problems in identifying household mem-
bership and because household composition changes more. frequently
than family membership.

* This type of definition may be appropriate in a system in which all individ-
uals are entitled to a benefit regardless of incoine, such as a demogrant. In
such a program the Federal income tax system adjusts for income and treatment
of dependents.
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The advantage of using the household as the benefit unit is that
it treats persons who are living together the same way regardless
of whether they are married or related. Thus, marriage brings
neither a penalty nor a bonus, and administrators do not have to
monitor family relationships. The food stamp program is the only
current program that uses this definition, and it may have a par-
ticular rationale due to the joint purchase and preparation of food.
But using a household definition in a general income supplement
program would be unrealistic because of the complex financial ar-
rangements among members and the oftéen false assumption of
mutual responsibility among unrelated persons.

RecommeNDED Fmuine UnNit

The subcommittee’s recommended filing unit recognizes family
groups who ordinarily share income, other persons who are claimed
as tax dependents, and individual filers who have no dependents.
To file a benefit application, a person generally would have to be
age 18 or over and not claimed as someone else’s tax dependent.
The members of a filing unit might be the filer, spouse, dependent
children, and any other person dependent upon the filer or spouse.
A person under age 18 could file if he or she had a spouse or
dependent children and were not claimed by someone else as a
dependent. Therefore, there could be more than one beneficiary unit
in a household. Individual adults or families living with other persons
could file as separate units. For example, a married couple claiming
the husband’s resident brother as a dependent could receive benefits
for themselves and the brother. If the resident brother were inde-
pendent and had sufficient income of his own, the low-income married
couple still could file for benefits on their own behalf without report-
ing the brother or his income. But a husband, wife, and dependent
children would have to file together as a unit.

This benefit-unit definition recognizes individuals and groups who
normally constitute separate economic units and does not require that
they artificially pool income for benefit computation purposes. Thus,
two families living together to economize on rent would not be
thwarted in their efforts to achieve a better living standard. It also
avoids the administrative complexity of reconciling or apportioning
benefits when such households separate or change their composition.

ReEcOMMENDED BENEFIT STRUCTURE

. Alternative ways of structuring benefits include: (1) a uniform
amount for each individual; (2) uniform amounts for adults and
smaller amounts for children; (3) amounts for adults varied by mari-
tal status or family responsibility; (4) a uniform amount for each
child, or a declining amount or no benefit for additional children above
a specified number in the family; and (5) amounts that decline with
each added family member regardless of age or family responsibility.

A uniform amount for each individual would be convenient admin-
istratively but would ignore the difference in maintenance costs
between adults and children. We have chosen a larger amount for
adults than for children in recognition of adult responsibility for
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home maintenance, to recognize economies of scale in household
operations, and to avoid unfairness toward small families. We
have set an equal amount for spouses in recognition of the equal-
ity of their relationship and to avoid the reward for separation
or divorce that is implicit in other benefit structures.

However, an equal amount for all adults would ignore the added
responsibilitv of single adults who are maintaining a home for
dependents. Therefore, the benefit we pronose for single heads of
household is somewhat more than half the benefit for a couple.
This is similar to the’ preferential treatment of single household
heads by the income tax. :

For single persons without dependents we pronose an amount
less than half that for couples. Needv aged and disabled adults
are covered by the SSI program, and so single individuals covered by
ABLE generally would be able-bodied and nonaged persons with
some capacity for self-support. The lower benefit for single adults
reduces greatly any financial incentive for a couple to avoid marrying.
Those who live together without benefit of wedlock would receive lower
ABLE benefits than a married couple. Similarly, if a man moved in
with, but did not marry, a woman with children, any benefits would
continue to be based on his lower single-adult entitlement. If he had
income and it could be shown that he was providing more than half
the support of the woman and children, the woman would have to file
as a single adult with children rather than as head of household.®

Benefits for children require a balance among several factors:
providing benefits for all children; the needs of large families;
parental obligation for family support: government’s responsibility
to avoid encouraging large families: and economies of scale in large
families. Our recommendation is that the benefit be lower for the
third through the sixth child than for the first and second child,
and that no benefit be paid for more than six children in a family.
Few needy children would be excluded by this formula. In 1973, two-
thirds of families with children of their own had one or two children,
and only 2.6 percent had six or more children.

Benefit Levels

Adequacy of benefits is perhaps the hardest issue in any system of
income supplementation. On the one hand, it is the essential reason
for providing income benefits. On the other hand, adequacy is a
most controversial quality to define, and, once defined, it often proves
to be immeasurable.

To most people, income adequacy means enough income to assure
some minimum level of living in our society. But there is little
agreement on what constitutes the minimum. For example, how does
one measure the adequacy of diet? By variation from an ideal
standard diet? Whose standard? Similar difficulties arise regarding
“minimum?” shelter, health care, or clothing. Should a minimum
standard of living make allowance for buying a daily newspaper,
owning a TV, or eating in a restaurant twice a year?

3To assist in auditing the grants paid unmarried couples, the ABLE applica-
tion could require names of all household members, whether or not they were
ABLE unit members.
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Clearly, there can be no general agreement on what an adequate
income is. Present SSI State supplement levels and AFDC stand-
ards of need set by State welfare agencies dramatlze the relativity of
the concept.*

The most commonly used yardstick for measuring income ade-
quacy is the Census Bureau’s poverty index. Originally designed in
the early 1960’s as a statistical tool for targeting anti-poverty ex-
penditures, the poverty index has come to be used as the strict de-
limiter of the “poor” and “nonpoor.” Yet the index is merely a
multiple of the food budget deemed necessary for subsistence by
the Department of Agriculture. Although it has been' updated, and
differentiates needs for the elderly, for people in urban areas, and
by family size, the poverty index clearly is an imprecise tool for
determining when a particular family is no longer poor, especially
since it does not count income in the form of free food, housing,
and health care.

CoNSTRAINTS ON BENEFIT LEVELS

Of necessity, an income supplement program’s guarantee level will
be a politically determined standard. But how do we incorporate a
payment standard into the design of an income supplement system ?
It must be remembered that most of those for whom the system is
being designed already have some income or income opportunities.
If a family income standard of $3,000 were set, it would not be applied
only to people with no income, who then would have total incomes of
$3.000. Census data ® show that only 17 percent of poor families in
1972 had zero non-welfare income. In addition, work incentive con-
siderations dictate that benefits not decline dollar for dollar with
income, and, hence, a $3,000 benefit level must qualify some fam-
ilies with incomes above $3,000 for partial supplements. So to
judge adequacy of benefits, one must consider how much private in-
come beneficiaries have and what proportion of it is subtracted from
their benefit. A $3,000 maximum benefit might sound too low, but
if the average recipient has $3,000 of income, and only $1.500 of it
serves to reduce the benefit (a 50-percent Deneﬁt loss rate), the
$3,000 benefit level results in an average total income of $4,500.

A major constraint on benefit levels is concern about their effect
on work. If a $5,500 benefit level for a family of four were offered
in an area where many full-time workers earned less than that amount,
some would reduce their hours of work. Even if low benefit-loss rates
made work profitable, a person accustomed to living on $5,500 or less
might choose more leisure instead of continued work.

Costs also constrain the benefit level. If the benefit-loss rate is
held to 50 percent to provide a work incentive, the income eligibility
level goes up $2 for every $1 in the benefit level, so a $3,000 guar-
antee level produces a $6,000 eligibility limit, or a $3,500 guarantee
a $7,000 cutoff. Raising beneﬁts hlgher moves the ehglblhty cutoff
into denser segments of the income distribution, raising program

¢ AFDC need standards for four-person families currently range from $187 a
month in Texas and Louisiana to $427 in Wisconsin.
% See footnote 10, chapter ITI.
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costs at an accelerating rate. For example, family income in 1973
was distributed as follows:

P t
Total money income: e?fz%'izigg
0to 85,000 o __ ——- 14. 7
$5.000 to $10,000___ —— —— 24. 4
$10,000 to $15,000__ 25.5
Over $15,000 35. 4

Source : U.S., Bureau of the Census, ‘“Money Income in 1973 of Families and Persons
in the United States (Advance Report),” Series P-60, No. 93, p. 1

The $5,000-$10,000 income bracket contains nearly 70 percent more
families than the lowest bracket.

The following tables (tables 45-47) show 1976 estimates of gross
payments and eligible recipients for a wide range of benefit levels and
benefit-loss rates.® These figures show the rapid escalation in costs and
number of eligible persons as benefit levels rise, given a benefit-loss
rate.

S Two different computer models were applied to projected census data to
produce the estimates of payments and recipients used in this report. The TRIM
(Transfer Income Model) model is a complex simulation model that was
developed by the Urban Institute and used by the subcommittee to analyze the
subcommittee’s recommendations and closely related alternatives. The results of
that analysis are summarized in this chapter. For a description of the TRIM
model, see John F. Moeller, “TRIM Technical Description,” Urban Institute,
Working Paper No. 718-1, Washington, D.C. 1973.

The second model (RACE, or Rapid Cost Estimator) is a greatly simplified
version of TRIM and is operational on the computer of the House Information
Systems office. The RACE model was used to generate payment and coverage
data on 192 distinct income supplement plans for the purpose of illustrating the
trade-offs one confronts when a wide variety of program options are at hand.
These data are used throughout this chapter to help the reader see the conse-
quences of changing benefit levels and benefit-loss rates.

Aside from TRIM’s greater complexity and detail, there are differences in
RACE and TRIM that prevent a mixing of the two sets of estimates. The two
major differences are as follows :

(1) RACE cannot model changes in the income tax, but such changes were
built into the TRIM results; and

(2) The TRIM estimates are based on a population that excludes SSI eli-
gibles, but the RACE estimates were derived from applying plans to the entire
U.S. population.

Thus, the TRIM estimates apply to the specific type of system the subcom-
mittee recommends. The RACE estimates are simply an educational device to
depict general income supplement plans without regard to merger with the
income tax system or with related iFederal programs like SSI.
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TABLE 45.—Gross annual income supplements costs in 1976, excluding
potential work reduction, by benefit level and benefit-loss rate *

[In billions of dollars]

Benefit-loss rates 3

Maximum benefit to

family of 2 adults a3 40 50 60 67 75 100

and 2 children 3 percent percent percent percent percent percent percent
$2,400 . .____ 15.0 12,1 9.8 8 4 7.8 7.2 6.2
$3,000. - ___. 24 8 19.5 15. 2 12,7 11. 5 10. 5 8.7
$3,300_ . _..-- 30. 8 24.1 18.5 15.3 13.7 12.5 10. 1
$3,600 ..o 37.8 29. 3 22. 3 18. 2 16. 3 14. 7 11.7
$3,900_._.______ 45. 5 35.3 26. 6 21. 5 19.1 17.1 13. 4
$4,200________.__ 54. 1 41. 9 31. 4 25. 2 22,2 19. 8 15.3
$4,500._________ 63. 5 49, 2 36.7 29, 2 25.7 22. 8 17.3
$4,800..._______ 73.7 57.2 42. 5 33.7 29.5 26.0 19.5
$5,400_____-.____ 96. 0 75.2 55. 9 44,0 38.3 33.4 24. 5
$6,000. .. __... 120, 8 95. 8 71. 5 56. 1 48. 6 42.2 30.3
$6,600_._ ... 147.6 1185 89. 2 70.0 60. 5 52,2 37.0
$7,500 .- 190.8 156.3 119.7 94. 3 81. 4 70.1 48.7

1 These estimates were made using the RACE computer model (see text footnote 6). The figures in the
table are the income supplements that would be paid to a projected 1976 U.S. population at different benefit
levels and benefit-loss rates. For example, a benefit level of $4,200 and a loss rate of 60 percent could require
supplemental payraents of $25,200,000,000 in 1976. These figures are not the net costs of the plans. Net costs
would be derived by subtracting from these figures.the costs of programs that these plans might replace,
such as AFDC, SSI, and food stamps.

2 The maximum annusl benefit to a family of 4 with no income. The benefit amount for an adult was
set at twice the child’s benefit. Thus, the first plan assumes $800 per adult and $400 per child ($8004-$800+4
$4004-3400=52.400). A family of 1 adult and 6 children would receive $3,200 ($8004-6X$400=$3,200).

2 The rate at which income from all sources was deducted from the maximum benefit level.

NoTe.—These estimates do not include the costs of potential work reduction, which would rise rapidly
as benefit-loss rates approach 100 percent and benefit levels rise.

TABLE 46.—Number of persons eligible to receive income supplements in
1976, e:ailuding potential work reduction, by benefit level and benefit-
loss rate '

[In millions]
Benefit-loss rates 3

Maximum benefit to -

family of 2 adults 33 40 50 60 67 76 108

and 2 children 2 percent percent percent percent percent percent percent
$2,400_ .. _____ 50. 5 38.0 28. 1 22.3 19. 8 17.9 13. 7
$3,000..______.__ 70. 5 52. 8 38.0 29. 8 25. 6 22. 3 16. 7
$3,300..______.. 80. 7 60. 9 43. 5 33. 7 29. 3 25. 1 18. 6
$3,600.._______. 91. 4 69. 6 49. 7 38.0 32.7 28.1 19. 9
$3,900.___ .. ____ 102. 5 78. 1 56. 3 42,7 36. 5 31. 4 21.7
$4,200_____.___. 112. 8 87.0 62. 5 47. 8 40. 4 34. 7 23.7
$4,500. . ______ 122. 4 95. 5 69. 6 52. 8 44.8 38.0 25. 8
$4,800__________ 1315 1045 76. 2 58.3 49. 3 41. 8 28. 1
$5,400_ ... __ 147. 4 1211 90.-2 69. 6 58.9 49. 7 32. 9
$6,000__________ 160.9 135.7 1045 80. 8 69. 1 58.3 38.0
$6,600_._____.__ 171.8 148.4 117.8 92. 5 79. 1 67. 2 43. 6
$7,500..________ 184.0 1644 135.7 110.4 94. 7 80. 8 52. 9

1 These estimates were made using the RACE computer model (see text footnote 6). The figures in the
table are the numbers of persons in filing unitsshat would be eligible in a projected 1976 U.S. population to
receive income supplements at different benefit levels and benefit-loss rates. For example, a benefit level of
$4,200 and a loss rate of 607, would make 47.8 million persons eligible. Many of these now receive welfare
benefits or are eligible for current programs. .

1 See footnote 2, table 45.

3 See footnote 3, table 45.

NoTe.—These estimates do not include increases in the eligible population because of work reduction;
which would rise rapidly as benefit-loss rates approach 100 percent and bensfit levels rise.

52-726 O - 75 - 13
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TasLe 47.—Number of families and unrelated individuals eligible to
receive supplements in 1976, exclusive of potential work reduction,
by benefit level and benefit-loss rate?

[In millions]

Benefit-loss rates
Maximum benefit to

family of 2 adults 33 40 50 60 67 75 100

and 2 children 3 percent percent percent percent percent percent percent
$2,400__________ 17. 8 13.7 10. 4 8. 4 7.5 6.7 5 2
$3,000____.____. 23.9 18. 5 13. 7 10. 9 , 9.6 8.4 6. 3.
$3,300._________ 27.0 21.0 15. 6 12. 3 10. 8 9. 4 6.9
$3,600__________ 30. 1 23. 6 17. 6 13. 7 11. 9 10. 4 7.5
$3,900__________ 33.3 26. 2 19. 6 15.3 13. 2 11. 5 8.2
$4,200__________ 36. 3 28. 8 21. 5 17.0 14.5 12. 6 8.9
$4,500_____.____ 39. 2 313 23. 6 18. 5 16. 0 13.7 9.6
$4,800_____.____ 42,0 33.9 25. 6 20. 2 17.5 14. 9 10. 4
$5,400._________ 47.1 38. 8 29. 7 23. 6 20.4 17. 6 12. 0
$6,000__________ 51. 6 43. 3 33.9 27.0 23.5 20. 2 13. 7
$6,600. ... ____ 55. 3 47. 5 37.8 30. 4 26. 5 23.0 15. 6
$7,500_.___.____ 60. 0 52. 8 43. 3 35. 6 3L 1 27.0 18. 5

1 These estimates were made using the RACE computer model (see text footnote 6). The
figures in the table are the number of fillng units (families or unrelated individuals) that
would be eligible in a projected 1976 U.S. population to receive income supplements at
different benefit levels and benefit-loss rates. For example, a benefit level of $4,200 and a
loss rate of 60 percent would make 17 million units eligible. Many of these units now
receive welfare benefits or are eligible for current programs.

4 See footnote 2, table 45.

* See footnote 3, table 45.

NoTeE.—These estimates do mnot include increases in the eligible population because of
work reduction, which would rise rapidly as benefit-loss rates approach 100 percent and
benefit levels rise,

Another consideration in setting the level of benefits, but one push-
ing them upward, is the existing welfare system. A national income
supplement cannot be justified unless it largely supplants the current
AFDC, food stamp, and general assistance programs. Although setting
Federal benefits at the highest level currently paid by any State is
impractical if not undesirable, the new program must meet one test.
That is, benefits must be high enough to avoid a future Federal role in
State-run welfare programs. This means that the new system must
cover the cost of food stamps and the Federal share of present AFDC
payments. If these costs should be more than covered by the new pro-
gram, the States would save money that could be used to supplement
Federal benefits at their option.

" We estimate that all States would have this choice under the sub-
committee plan. Our proposed benéfit levels, applied to the circum-
stances of AFDC families, were compared with the AFDC payments
and food stamp bonuses actually received by those families in January
1973. This analysis indicated that under ABLE all States could sup-

lement ABLE plus tax credits to continue present AFDC benefit
evels for current recipients and still spend less than they do now.
Near total replacement of AFDC by the new system in some States
would give them large savings. State funding of residual programs
is discussed further in chapter XI. The subcommittee rejected
regional variations in ABLE benefits as inappropriate for a Federal
progx)‘am, impractical and inequitable (chapter VI explored this
1ssue).
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Recommendation

Based on all of the above-mentioned considerations, our recom-
mended schedule of allowances is as follows:

Annual Mazximum

. . . Taz allow- Federal

Member of unit K eredits ences benefit

(a) Married couple filing jointly_______ . ... $450 $2, 050 $2, 500
(b) Head of household filer *______ . .. ___._ 225 1,225 1, 450
(¢) Singlefiler__ _ ___ e 225 825 1, 050
(d) Dependent age 18 orover______ ... _.._____ 225 825 1, 050
(e) First dependent child in filing unit_ . _________ 225 325 : 550
(f) Second dependent child__________ ... .____..__ 225 325 550
(g) Third dependent child___._._ .. ... _____ 1225 225 450
(h) Fourth dependent child____________.__._..___ 225 225 450
(i) Fifth dependentchild__________ .. _....___ 225 225 450
(J) Sixthdependent child._____ ... ____.___ 225 225 450
(k) Seventh and successive dependent children____  ? 225 0 2 225

1 A head of household filer would have to meet the same criteria for this status gs under the Federal income
tax. A head of household filer must be (1) separated, divorced, widowed or single; (2) supporting a child or
a dependent relative; (3) sharing the same household with the dependent(s); and (4) paying at least half the
wst.E of tﬁle entire household.

2 Each.

The recommended schedule has the following characteristics:

(1) A family of two parents and two children with no income
would have a benefit income equal to at least 71 percent of the
July 1974 proverty line, which was $5,058. Because most families
also would have some private income, the Federal income supple-
ments would take them out of poverty;

(2) One-parent families would be better off than now in many
States, and all States could afford to supplement the Federal
benefit up to current AFDC and food stamp payment levels with-
out spending more than now;

(8) There would be no financial advantage for couples to live
together without marriage in the vast majority of cases;

(4) There would be no significant advantage for a low-income
father to desert or pretend to desert his family under most cir-
cumstances ; and

(5) There would be no net financial gain to a family from
having additional children, given the cost of raising -children.

A part of the suggested benefit schedulé consists of uniform personal
credits applied against income tax lability. The flat $225 personal
credit would replace the current $750 personal exemption, which gives
greatest benefits to those with highest income. If the total credits for
a tax filer and dependents exceeded the tax unit’s liability, the balance
of the credits would be refunded to the filer. Because of the greater
progressivity of the credit, most taxpaying families of four with in-
comes below.$25,000 a year, for example, would receive an income tax
cut.

Reducing Benefits as Earnings Rise
.. ErrEcts oF. BENEFIT-Loss RaTEs

In order to relate benefits to need, they must be scaled to income.
The rate at which earnings (or other income) are subtracted from the-
maximum basic benefit, the benefit-loss rate, has several crucial effects.
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1. Effect on labor force participation.—In general, the available re-
search indicates that higher benefit-loss rates have a dampening effect
on work effort, but the studies do not indicate precisely the rate at
which reduction of work effort is minimized.”

2. Effect on poverty reduction.—The benefit-loss rate can have as
decisive an impact on a recipient’s total income as the program’s
maximum benefit for the pe’ niless. Benefit-loss rates under 100 percent
increase recipient income a .d reduce poverty because they enable the
needy to supplement benefits by other income.

3. Effect on fair treatment.—Most Americans accept the general
principle that persons who work should be better off than those who
do not. But no technical basis exists for deciding how much better
off workers should be than nonworkers, or, conversely, to what degree
benefit programs should narrow the gap. This is essentially a question
of fairness, and must be decided on moral grounds. The higher the
benefit-loss rate, the less the income difference between workers and
nonworkers, or among workers at varying wage levels.

Trape-Orrs IN SETTING BENEFIT-Loss Rares

Setting the benefit-loss rate to be applied to earnings require
balancing several factors: impact on cost and caseload; effect on wor
incentives; fairness to workers relative to nonworkers; relation to th
benefit paid to persons with no other income; and the possibility
that enrollment in other benefit programs will further reduce the net
gain from work. _ :

Assuming benefit levels of $3,600 for a two-parent family of four
and $3,000 for a one-parent family of four, table 48 shows the 1976
cost and caseload impact of varying the benefit-loss rate on income
from 33 to 100 percent.® .

7 For a summary of available research, see Joint Economic Committee, Paper
No. 13; and U.S. Congress, Joint Economic Committee, Subcommittee on Fiscal
Policy, Public Welfare and Work Incentives: Theory and Practice, by Vee Burke
and Alair Townsend, Paper No. 14 (Washington, D.C.: Government Printing
Office, 1974).

8 These estimates were derived using the RACE model. See footnote 6 for an
explanation of the estimating procedure.
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TaBLe 48.—F ffects of varying benefit-loss rates on income supplement
costs, number of eligible persons, and eligibility ceilings, given @
mazimum benefit of 31,200 per adult and $600 per child (1976), ex-
cluding potential work reductions

Number of Private-income

Gross income eligible eligibility celling

supplements recipients 3 for 2 adults and

Benefit-loss rate ! (In billions) 2 f(millions) 2 children

33 percent - _ . .___ $37.8 91. 4 $10, 800
40 percent. _ . _ . ___________ 29.3 69. 6 9, 000
50 pereent . oo oo ____. 22.3 49. 7 7, 200
60 percent.____________________.____ 18. 2 38.0 6,-000
67 pereent_._______ . ______________ 16. 3 32.7 5, 400
75 percento .o e ____ 14.7 28.1 4, 800
100 percent_ .- .. __ . ._____ 1.7 19.9 3, 600

! Rate at which income from any source was offset against maximum benefit level. A

2 The amount of income supplements a projected 1976 U.S. population would be eligible to receive. The
net cost of these supplements would be the supplements less payments under programs such as AFDC that
would be reduced or ended. )

3 The number of persons in family units eligible to receive supplements in 1976. Many of these eligibles
would already be eligible for, or receive payments from, existing programs.

Nore.—These estimates do not include the impact ‘of potential work reduction, which
would raise costs and caseloads rapidly as benefit-loss rates approach 100 percent.

Table 48 shows that small decreases in the benefit-loss rate cause
dramatic increases in the number of program beneficiaries and costs.
This is because the income cutoffs for grant payments rise ra?idly,
making more people eligible, and eligible for higher benefits, if they
have private income.

In the past a standard device used to keep costs and caseloads down
has been to keep the benefit-loss rate high. But this is not a reasonable
option in a new program whose beneficiaries are predominantly work-
ers. High rates would probably reduce hours worked and earnings re-
ported, thereby adding to program costs and coverage. It is unlikely
that the higher benefits caused by work reduction with a 75-percent rate
would reach a total of $7.6 billion, which is the cost of reducing the rate
from 75 percent to 50 percent for the plan in table 48. But factors other
than cost buttress arguments for a rate closer to 50 percent. First, we
believe on equity grounds that a 75-percent rate fails to differentiate
enough between workers and nonworkers and between low and mod-
erate earners. Second, the rate on the basic program should be set low
enough to allow for the possibility that many recipients will partici-
pate in another need-based program, such as health insurance. The
lower the rate in the basic program, the greater the margin of safety
in terms of cumulative loss rates. Third, the maximum rate on earned
income in the personal income tax schedule is 50 percent.®

°The marginal individual income tax rate on earned income reached a maxi-
mum of 70 percent before the Tax Reform Act of 1969. In reducing this rate,
reported the staff of the Joint Committee on Internal Revenue Taxation: “The
Congress concluded that extremely high rates of tax, particularly in the case of
earned income, are unrealistic and tend to create distortions in our tax system.
It was concluded that a §50-percent maximum marginal rate on earned income
would be an effective method of reducing the disincentive effect of high tax rates
in the case of earned income.” See General Explanation of the Taw Reform Act of
1969 (Washington, D.C.: Government Printing Office, 1970), p. 224.
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Recommendation

Balancing the factors above, we recommend a 50-percent rate
-on earned income. The large number of persons aided by this choice
should not arouse alarm. All family heads who will gain from it
already are in the labor force and have low or moderate wage income.
(Persons with no earnings would not be affected immediately by the
choice of rate.) These working families are by no means well off.
Inflation and rising payroll taxes have badly eroded their purchasing
power and living standards. Added income—whether in grants or tax
savings—should be extended to these workers ungrudgingly.

The 50-percent rate would be applied to net earnings for many earn-
ers after two earned-income dequctions. One deduction would be for
social security taxes paid (see chapter XI). The other would be a
standard deduction for single-parent family heads and for second
earners in two-parent families to offset the higher work expenses such
earners normally face (see “Treatment of Work Expenses” below).

Reducing Benefits for Nonemployment Income

Many public welfare programs now treat earned income more gen-
erously for benefit computation purposes than “unearned” income
from social security, unemployment insurance, rents, interest, divi-
dends, alimony, and child support. The AFDC program is perhaps
the most extreme example. Whereas Federal rules require States to
ignore the first $30 of monthly earnings, one-third of the remainder,
and all expenses reasonably related to work, in many States no portion
of unearned income is ignored.*® This practice has the effect of making
such income worthless.

There are two main reasons for applying 100-percent benefit-loss
rates to unearned income: First, high benefit-loss rates reduce pro-
gram costs, and, second, they allow limited funds to be used for higher
benefits for all recipients rather than being channelled to persons with
unearned income.

Other factors argue against confiscatory benefit-loss rategs on un-
earned income, however. The most important is that unearned income
usually represents some earlier work or savings. Insurance proceeds,
whether public or private, result from premiums or taxes paid by one-
self, relatives, or one’s employers. Interest, dividends, and rents re-
quire conscious acts of saving or management. To obtain child support
or alimony often involves legal proceedings and continual struggles.
Thus “unearned” income generally requires effort, and some reward
or recognition of this effort seems appropriate.

At issue here is the principle of vertical equity, the principle
that persons in unequal circumstances should be treated unequally.
Applied to income maintenance programs, this principle means that
persons whose incomes are unequal before benefits should not have
their relative income positions equalized—or reversed—after benefits.

As with the treatment of earned income, the benefit-loss rate applied
to unearned income has an important effect on the program’s gen-

*In the States that impose maximums or use ratable reductions in calculat-
ing AFDC, various portions of unearned income—as well as additional amounts
of earned income—may be ignored.
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erosity. Since many people have some sort of unearned income, such
income can help to assure adequacy of total income if not fully offset
against benefits.

Reducing the benefit-loss rate applied on unearned income below
100 percent, as we recommend, increases the income eligibility level
for persons with unearned income; as a consequence, program costs
rise and the distribution of beneficiaries changes. Tables 49 and 50
.show national estimates for 1976 of payments and eligible recipients
under alternative income supplement plans.’* For a given benefit level
.and earned-income loss rate, the tables show the increased costs and
coverage caused by a lowering of the unearned-income loss rate from
100 percent to 75, 67, 50, or 33 percent.

‘TaBLE 49.—Estimated gross supplement payments in 1976, excluding
potential work reductions, by benefit level, earned-income benefit-loss rate,
and unearned-income benefit-loss rate

(In billions of dollars)

Annual benefit level for 8 2-parent family of 4 with no

Benefit-loss rate 2 applied to— private income—
Eamings Unearned income $2,400 $3, 000 $3, 600 $4, 500 $7, 500
.33 percent_____._ 100 percent_____ 10. 9 17. 7 27.1 46. 5 153. 1
75 percent______ 11. 6 18.9 29. 0 50.0 163. 4
67 percent______ 11.9 19. 5 30.0 51. 6 167. 6
50 percent__ .. __ 12. 9 21. 3 32. 8 56. 3 178. 1
33 percent_____._ 15.0 24. 8 37. 8 63. 5 190. 8
.50 percent.___.__. 100 percent.____._ 8.1 12. 2 17. 7 29.0 99.1
75 percent______ 8.6 13. 2 19. 2 316 107. 5
67 percent______ 8.7 13. 6 20.0 32.9 110. 9
50 percent______ 9.8 15. 2 22.3 36. 7 119.7
67 percent______ 100 percent_____ 7.1 10. 2 14. 3 22.3 71. 2
75 percent______ 7.5 1.1 15. 6 24. 6 78. 4
67 percent______ 7.8 11. 5 16. 3 25. 7 81. 4

1 See footnote 2, table 48.
® See footnote 1, table 48.

NoTE.—These estimates do not include the impact of potentlal work reduction, which
»]wou}d l.rialse costs and caseloads as benefit-loss rates on earned income rise and as benefit
levels rise.

1 Bstimates were made using the RACE model. See footnote 6 for an explana-
‘tion of these estimates.

)
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TasLe 50.—Estimated number of eligible recipients of income supple-
ments in 1976, excluding potential work reductions, by benefit level,
earned-income benefit-loss rate, and unearned-income benefit-loss rate

[In millions]
Annusl benefit level for a8 2-parent family of 4 with no
Benefit-loss rate 2 applied to— private income—
Earnings Unearned income $2, 400 $3, 000 $3, 600 $4, 500 $7, 500
33 percent_____._ 100 percent_____ 36. 3 52, 2 69. 8 98. 6 164. 8
75 percent_.___. 38.9 56. 0 74.9 105.0 172. 3
67 percent____.. 40.1 57.7 76.9 107.9 174. 8
50 percent_____. 43. 8 62. 7 83.1 114.7 179. 6
33 percent...._. 50.5 70.5 91.4 122.4 184.0
. 50 percent._...__ 100 percent.____ 22.0 20.9 39.6 57.0 121. 9
75 percent.__.___ 24,1 32. 8 43.2 61. 8 128. 6
67 percent.. ... 25.0 . 34.2 44. 7 64. 0 130. 7
50 percent._____ 28.1 38.0 49. 7 69. 6 135. 7
67 percent_...._. 100 percent.____ 17. 2 22.0 28.1 39.0 86. 8
75 percent___.._. 18. 9 24. 5 31. 3 42. 8 92. 8
67 percent______ 19. 8 25. 6 32. 7 44. 8 94. 7

1 See footnote 3, table 48.
3 See footnote 1, table 48. . .

NoTe.—These estimates do not include the impact of potential work reduction, which

would raise costs and caseloads as benefit-loss rates on earned income rise and as benefit
levels rise.

Cost considerations must play a role in setting the unearned-income
benefit-loss rate. If the rate were identical to that applied to earned
income, administration would be easier and there would be no dis-
crimination among sources of private support. However, since poten-
tial program recipients have less current personal control over their
unearned than their wage income, it is less important for incentive
reasons to have as low a rate applied to unearned income as to earnings.

Recommendation

We recommend a rate of 67 percent as a reasonable compromise
between rewarding unearned income and adding to total income
adequacy on the one hand, and controlling costs on the other.
Furthermore, it is an outgrowth of our view of the proper government
role in income support. We believe that the government’s role in
income maintenance is chiefly to supplement private income, a role
compatible with the facts of income distribution and with the nature
of the American system. -

Treatment of Work Expenses

How to treat work expenses under ABLE raises complex issues
of fairness and incentives. Conceptually, equity means that persons
with equal incomes receive equal supplements. The practical prob-
lem is to decide whether supplements should be based on net income,
and, if so, what costs to subtract from gross income. A second issue
is the extent to which work deductions affect the incentive to work



191

and the incentive to shift spending to deductible work-related items.

In principle, the worker’s ability to consume is measured by gross
earnings less work expenses. Allowing beneficiaries to deduct work
expenses would imply that a worker with a $180 weekly salary and
$70 in weekly work expenses would receive the same supplement
as a worker with a $120 weekly salary and $10 in weekly work ex-
penses. Although this policy appears fair, it is impractical to apply
evenly because of the difficulties in distinguishing voluntary con-
sumption from involuntary work expenses. For example, transpor-
tation costs are not pure work expenses because they depend on the
worker’s desired residential location and his preferred means of
travel. One worker may have low transportation costs because he
pays a rent premium to live near his job while another worker may
incur high transport costs and low housing costs by living far from
his job. Three workers who live equidistant from their jobs will
have different transportation costs if one takes the bus, another rides
in a car pool, and a third drives his own car. In these cases, it would
be unfair to allow a deduction for.transport costs without taking
into account differences in housing costs and in quality of trans-
portation.

The Federal individual income tax handles this problem by pre-
suming that in the long run most taxpaying families will incur
similar amounts or similar percentages of work expenses. Because
of the practical difficulties cited above, the tax code generally does
not single out specific work expenses. However, the code does allow
deductions for extraordinary work expenses such as moving costs,
day care, and home child care expenses. . ]

A related issue involved in distinguishing optional consumption
from pure work expenses. is that of encouraging recipients to shift
expenditures to work-related items. If transportation costs are de-
ductible and rent payments are not, recipients will have a govern-
ment-generated financial incentive to move to less accessible, low-
rent areas. In the case of a program with a 50-percent benefit-loss
rate for earnings, the recipient could increase his total current in-
come by 50¢ by shifting $1 from housing to more expensive commut-
ing arrangements. Currently, AFDC regulations, which require full
reimbursement of working recipients for job-related expenses,
strongly encourage recipients to shift their spending to items that
may be classified as work expenses.’? This policy reduces a recipient’s
normal incentive to economize on work expenses.

The primary reason for allowing recipients to deduct work ex-
penses 1s to improve the financial gain from work. A simpler way to
improve work incentives for the same cost, and one that would not -
distort spending patterns, would be to reduce the overall benefit-loss
rate.’®

’* A recent Supreme Court decision prevented States from setting standardized
work expense allowances in leu of considering each work expense item sepa-
rately. See Shea v. Vialpando, (U.S., Apr. 23, 1974).

*The main advantage of deducting social security taxes—Iincreasing the

worker’s net dollar return from working-—could also be achieved by lowering the -

overall program benefit-loss rate on earnings, but at a somewhat higher cost,
since not all earners pay the social security tax.
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The problem of extraordinarily large work expenses is trouble-
some, however. The presumption that all workers have similar
choices about work expenses does not fit the working single parent,
compared with the working husband.}* The single-parent worker
may face much higher work expenses in the form of child care ex-
penses. Setting a benefit-loss rate that offers an acceptably high net
return from work to the mother raising children alone will be too-
generous to the working husband. . .

The method now used by the Federal income tax for resolving this
problem is to allow deductions for special work expenses. The one-
parent family or the family with both parents working is offered a
tax deduction for household and day care expenses. Although this
provision improves tax equity between families of the same income
with clearly different work expenses, the deduction has some of the-
disadvantages discussed earlier; inequities and incentives to shift ex-
penditures,’> and extra administrative burdens for both the tax-
payer and IRS. ' .

An alternative to itemized deductions for household and day care:
expenses is to allow a general earned-income deduction that would be
a flat percentage of earnings, up to a maximum, based on certain
family circumstances. One-parent families and two-earner, two-
parent families with young children face especially high work
expenses because of child care. Allowing single-parent workers and
second workers in two-parent families to deduct a fixed per-
centage of their earned income has advantages over the itemized
deduction approach. It raises the incentive to work for families that
usually have high work expenses, yet does not increase generosity
to workers who usually face low work expenses: it encourages econ-
omizing on expenses,’® and it eliminates the administrative burden
of the 1temized approach.” The only disadvantage of this percentage:
deduction approach is the continued inequity between people of the
same familv type who have different actual expenses. One working:
mother heading a family with children may have a relative baby-sit
free while another mother may have to hire someone.

An earned-income deduction that extends to all two-earner mar-
ried couples has the additional advantage of relieving the current
tax penalty these couples face.’® Under the current tax-rate sched-
nles for single individuals and married couples, a man and woman
who both work full time often find that their taxes are higher if

* Another way of looking at the inequity is to note that the real income de-
rived from the home prodnction of the wife is not counted as parf of the fam-
il¥’s income, while the entire income of the working single parent is counted as
ineome,

5 The tax provision is generous enough to allow a deduction for a full-time:
honsehold worker at $100 per week.

1 Qince the deduction is a flat percentage of earnings (un to a maximnm),

people have an incentive to economize on work expenses and thereby maXimize

their smendable income.

¥ This is because the allowance is a flat percentage of earnings that is inde-
pendent of actual work exnenses.

* Joseph Pechman of the Brookings Institution advocates this approach in

his testimony hefore the Joint Economic Committee, See U.S. Congress. Economic:
Problems of Women, hearings before the Subcommittee on Fiscal Policy, 934

Cong., 1st sess., 1973, p. 257.
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they marry and file jointly than if they remain single. For example,
if a woman who earns $2,000 a year marries a man who earns $3,000,
together they will pay $184 more in Federal income tax than if they
had remained single. This I])olicy is inequitable, and it is inappropriate
for the government to penalize marriage.

How large this earned-income deduction should be depends on
financial incentive effects and program costs. An income supplement
program designed to replace AFDC should strive to provide work
mncentives at least equal to those under AFDC. Although the AFDC
program reduces benefits by 67¢ for each dollar increase in count-
able earnings, the definition of countable earnings lowers the actual
percentage of gross earnings lost through benefit reductions. As of
1973, AFDC working mothers retained about 60 to 65 percent of
gross earnings after AFDC benefit losses, spent 20 to 25 percent
on work expenses (as defined by the States), and had left about
40 percent of gross earnings after benefit losses and work expenses.
Under ABLE with its 50-percent benefit-loss rate, a 20-percent
earned-income deduction would allow the working mother to retain
60 percent of gross earnings after benefit losses [100% — (100% — 50%
X 100% —20%) =100% —40% =60%], and nearly 40 percent after
benefit losses and work expenses.’® To keep costs in check. a maximum
deduction would be set, and the percentage deduction for husband-
wife families would be lower than 20 percent.?® Thus, a working
single parent with at least one child under 15 would be allowed to
deduct 20 percent of earnings up to a total deduction of $1,500, but
the percentage would be only 10 percent up to $1,000 for the second
earner in two-earner husband-wife families with a child under 15. The
percentage deduction would be 10 percent and the maximum would be
$500 for two-earner married couples with no children under 15. These
rate and limit variations focus the gain from the earned-income de-
duction on families with the highest potential work expenses and on
those with lowest potential income.

The figures below illustrate how an AFDC family of four will fare
under ABLE as compared to AFDC, given different amounts spent on
child care. It was assumed that the mother earned $4,000 a year, paid
a social security tax of $234, had other work expenses of $250 ($5 a
week for 50 weeks), and lived in a State where the AFDC payment
standard is $3,000 (equal to ABLE allowances of $2,100 plus tax
credits of $900). :

* This assumes the working mother continues to spend 20-25 percent of earn-
ings on “work expenses,” is also allowed to deduct social security taxes, and
does not pay Federal income taxes. Work expenses as allowed by State and
local AFDQ administrators also include consumption items. This is, therefore,
a conservative estimate of the net return from work under this plan.

¥ The lower rate also reflects a higher priority on encouraging the single
parent to work than on inducing both parents in an intact family to work.
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Current law Subcommittee plan
AFDC ABLE Taz
Out-of-pocket child-care ezpenses grant grant  credits Total

“$0 (many AFDC families have in-home care

by relatives and neighbors; others receive )

center care paid for by charities or public

fUNAS) - oo oo e $1, 057 $617 $900 81,517
'$400 (this cost would bring total work ex- )

penses up to 22 percent of gross earnings,

which is about average for AFDCfamilies). 1, 457 617 900 1, 517
$800 (this cost would bring work expenses

up to 32 percent of gross earnings)__.__._.. 1,857 - 617 900 1, 517
$1,600 (this cost would bring work expenses

up to 52 percent of gross earnings, an un-

" realistic figure) - o oo oo 2, 657 617 900 1, 517

The average AFDC family, with 22 percent of earnings taken up by
work expenses, is treated more favorably under ABLE.

The benefits of the earned-income deduction should not be viewed
as flowing only to ABLE recipients. A large share of the benefits
from the deduction would be tax relief and improved tax equity for
families ineligible for ABLE. Therefore, much of the budget cost
of the earned-income deduction should be assigned to tax reform.
The deduction recommended below accounts for $3.2 billion of the
annual cost of the proposed tax reforms and income supplements.
Of this amount, only $600 million is in the form of increased pay-
ment amounts, and half of that is in added tax credit rebates rather
than higher. ABLE payments. The other $2.6 billion is revenue lost
through tax savings to working single parents and spouses, net of the
%200 million tax cost of the current child care deduction.

Recommendation

1. The ABLE program should not allow recipients to itemize
and deduct any actual work expenses from income except social
security taxes paid. )

2. ABLE and the income tax should allow the following
.amounts as deductions from countable income in determining both
‘tax liabilities and ABLE grants:

(a) For all single-parent families with children, with at
least one child under age 15 or a disabled dependent, 20 per-
cent of gross earnings up to a maximum deduction of $1,500;

(b) For all other single-parent families with children, 10
percent of gross earnings of the single parent up to a maxi-
mum deduction of $1,000;

(¢) For all husband-wife families with at least one child
under age 15 or a disabled dependent, 10 percent of gross earn-
ings of the spouse with the lower earnings up to a maximum
deduction of $1,000; and '

(d) For husband-wife families with no children under age
15 and no disabled dependents (this category includes child-
less couples), 10 percent of gross earnings of the spouse with
the lower earnings up to a maximum of $500.
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3. The earned-income deduction should replace the present
child care deduction under the Federal income tax.

Assets Tests

Assets tests traditionally have been used in need-based programs to
define the eligible population and to control welfare outlays. Allow-
able asset limits typically are low, permitting only very modest
savings, and stated in flat dollar amounts. There are usually some
exclusions of types of assets considered essential, such as personal
effects, household furnishings. an automobile, or a home owned by the
applicant if within a specified value, and some types of income-
producing property. The basic premise is that assets other than those
considered essential represent wealth that should be utilized for living
expenses before a person with a low cash income is given public aid.

But traditional asset limits have other effects. Savings are discour- -
aged and the meager limits typically applied contradict commonly
accepted social values of thrift, home ownership and emergency plan-
ning. Flat dollar ceilings require evaluations and border-line decisions
that make the difference between full benefit entitlement or no benefits
at all. Moreover, exclusion of some categories of assets from limitation
encourages transfer of excess amounts to excluded items rather than
to use for living expenses.

The problem is to achieve greater fairness while still limiting bene-
fits to the truly needy. The solution should recognize differences in
need that are related to differences in assets; but it should not penalize
thrift, and it should avoid substituting tax dollars. for reasonable
asset decumulation or utilization of income from income-producing
assets. Individuals with considerable assets have a potential for self-
support not available to others.

We recommend imputing income to all gross assets on a formula
basis. This is a reasonable compromise that satisfies the above
objectives better than the present practice of setting all-or-noth-
ing limits on the value of allowable assets. The assumption that a
low proportion of assets will be converted into cash should not dis-
courage saving. Imputation of income based on the gross value of
assets yields lower benefits to persons with more assets. A progressive
imputation schedule, which rises steeply above the $40,000 level, should
be used. This method allows beneficiaries to decide for themselves when
liquidation of an asset is to their advantage instead of forcing liquida-
tion upon them as a matter of survival.

To simplify the administration of this imputation, we recom-
mend that assets be valued once a year, with each recipient’s assets
asigned to $10,000 bracket. Amounts actually earned by assets
(that is, interest on savings) and counted as regular income would
be deducted from the imputed amounts. If income actually earned
by assets exceeds imputed income, the higher amount will be used.
to offset ABLE benefits. Income would be imputed as follows:

-



Total value of gross assets:
0 to $9,999___
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Annual amount of
income imputed
to gross assets

$10,000 to $19,999.

$20,000 to $29,999

$30,000 to $39,999

$40,000 to $49,999

$50,000 to $59,999.

$60,000 to $69,999
$70,000 and up

1 Plus 10 percent of assets in excess of $70,000.

0
$100
200
300
800

1, 300
1, 800
12, 800

A benefit-loss rate of 67 percent then would be applied to income

imputed to assets.




Chapter X. THE SUBCOMMITTEE PLAN: ADMINISTRA-
TIVE ISSUES

Administering Agency

Four bureaucracies exist with experience in large-scale check-
mailing and income verification and a network of local contact offices.
They are the State welfare agencies, the Social Security Administra-
tion (SSA), the Veterans’ Administration (VA), and the Internal
Revenue Service (IRS). To administer a new income supplement pro-
gram, one must either choose one of these or create a new agency.

FEDERAL VERSUS STATE ADMINISTRATION

A basic premise of welfare reform is that the government’s treat-
ment of the poor should be more uniform. In considering State admin-
istration of a welfare system reformed by Federal legislation, a
dilemma arises: How could States be permitted to control programs
. through administration, yet be required to relinquish control over
setting benefit levels and eligibility rules?

The advantage of using State agencies is that offices, payment sys-
tems, and personnel are already in place. But there are two major
disadvantages, aside from the need for new administrative procedures
to implement a new system. First, uniform administration of a national
system requires central control over staff hiring and training. Second,
modernized, efficient payment and audit systems dictate use of a
national or at least regional data processing system.

Given the goals of national uniformity and Federal financing of
income supplements, and given the burden of the history of State-
operated welfare, Federal administration of a new system is desirable.

Is A NEw Acexcy Berrer THAN AN Orp ONE?

The advantage of creating a new Federal agency is the desirability
of starting off fresh. Offices and staffing could be optimally arranged,
the latest information retrieval and data processing technology could
be utilized, and the bureaucratic problems of grafting a new function
to an old-line agency could be avoided. But what are the problems of
starting a new agency ¢ -

The first problem 1s size. Although it would be a major undertaking
for an existing agency to run a new national system, setting up a
wholly new agency would require an even greater investment in build-
ings, training classes, and computers. And the three existing agencies
are very big, as the following data show:

(197)
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Number of

permanent
employees Number of
Agency . (June 80, 1974) local offices
Internal Revenue Service_____________________ 69, 217 58
Social Security Administration__ .. ___..______ 71, 665 1, 246

Veterans’ Administration (excluding hospital

system) - - el 21,148 78

So, the first question is whether a new agency is worth the enormous
initial investment.

The second issue is the compounding of overlapping bureaucracies.
A goal of public welfare reform is to reduce overlapping programs
and to simplify administration. Already IRS, VA and SSA need to
check each other’s data files. Many VA benefit recipients also receive
social security checks. Many recipients of social security and veter-
ans’ pensions must also file tax returns with IRS. To add a fourth
major Federal agency would compound an existing problem.

Croosine Among VA, SSA, axno IRS

A third issue is technical efficiency. That is, what are existing
agencies doing that would be useful to the new income supplement
system? In the case of the VA, there is probably little that could be .
used by a new system. Except for the VA pension program, vet-
erans’ benefits depend mainly on veteran status and physical condi-
tion; and even the pension program is too limited to offer much
administrative gnidance or heln,

Two aspects of SSA are of interest. First, all workers in covered
employment have their earnings reported to SSA every quarter.
This gives the agency direct access to data that are important in
audits of benefit payments and adjudications of appeals. The major
drawback in using the earnings records is that there is a 6 to 9
month time lag in getting the information on file. But this lag would
not preclude using the data for post-audits in a benefit system based
on past income or even for current use in situations that carried
over past income.

SSA already administers the SSI program, which provides income
support to the needy aged, blind and disabled. Thus, SSA has had
to develop the type of resources and methods needed by a more gen-
eral income supplement system.

The main problem with having SSA take on a general income sup-
plement program is that it would alter the character of the agency.
Although it does run SSI, SSA’s main business still is sending pen-
sion checks to retirees, disabled workers, and survivors. A large in-
come supplement program would overwhelm this function, dominat-
ing the agency’s resources and transforming the public’s image of it.
The social insurance program ultimately would seem like an ap-
pendage to the new ABLE system.

IRS lacks experience in operating a benefit program. However, it
is the most experienced agency in matters of income measurement,
income audits, and mass mailings to virtually all the Nation’s house-
holds. IRS has access to more income data than any other agency
and has the administrative mechanism in place to obtain regular
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reports on more than 80 percent of all personal income. After all,
the income tax is simply the mirror image of an income supplement
program, taking income away rather than supplementing it. As with
supplementation, the tax depends on amount of income by source,
on the time-flow of income, on how it was spent, and on a variety
of household and individual characteristics.

A significant advantage of IRS administration of ABLE would be
psychological in nature. Recipients would feel that they were dealing
with a tougher, more efficient, and fairer agency than the State wel-
fare agency. ‘

The two major drawbacks of IRS administration are that: (1) in-
formation would be needed on income not now taxed; and (2) the
agency lacks the capacity to deal with millions of families on a monthly
basis. The former issue 1s not a serious problem since much of untaxed
income (e.g., unemployment compensation, social security) easily
could be reported to IRS. With respect to the latter issue, any existing
agency including IRS would have to greatly expand its personnel and
data processing facilities to handle such a workload. Perhaps a bigger
problem for IRS would be the lack of an existing local office network
as extensive as that of SSA or the State welfare agencies.

Recommendation

We recommend that the ABLE system be administered by the
IRS, on a basis of the fullest possible integration with the
administration of the income tax. ’

Income Accounting Period*

Implicit in the design of all income-related programs is the need
to relate payments to income of beneficiaries measured over some
time period.

Income accounting and reporting procedures help determine the
costs and caseloads of income maintenance programs, as well as their
administrative burden. Moreover, accounting procedures exert a
subtle influence on the character of a program and help to shape
the public perception of it as fair or unfair, rational or irrational.

How much aid is received by two persons of identical annual but
fluctuating monthly income depends on the choice of a monthly or an
annual accounting period, and the difference can amount to several
hundred dollars. A short accounting period favors sporadic work
and fluctuating income; a long one is fairer to the steady worker. A
short accounting period is immediately responsive to sudden need; a
long one gives more recognition to individual responsibility for
money management.

Moreover, a benefit program must calculate payments either on the
basis of predicted future income or reported past income—prospective
or retrospective reporting. And it must decide how frequently to re-

! This section draws extensively from Jodie T. Allen. U.S. Congress, Joint Eco-
nomic Committee, Subcommittee on Fiscal Policy, “Designing Income Mainte-
nance Systems: The Income Accounting Problem,” by Jodie T. Allen, 733ues in
Welfare Administration: Implications of the Income Maintenance Experiments,
Paper No. 5 (Part 3) (Washington, D.C.: Government Printing Office, 1973).

52-726 O - 75 - 14
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quire reports (the reporting period), to pay benefits (the payment pe-
riod) and to adjust payments (payment adjustment period).

The principle of equity requires that persons in equal need receive
equal help. But one must decide over what time period need itself
is to be measured. If the time chosen is a week or a month, a family
may be found in current need although it received twice as much
income in the previous 6 months as its non-needy neighbor. It would
seem more reasonable, and more consistent with usual ideas of equity,
to adjust benefits to income over some relatively long time period.

Income accounting systems can have a significant effect on re-
cipient work efforts. The persons most likely to be in the target group
for payments—that is, the families whose breadwinners have worked
intermittently or at low wages or have been jobless—have income
that fluctuates quite a bit.> Although their control over income flow
is less sure and less sophisticated than that of the self-employed
businessman, the underemployed wage-earner does have considerable
control as a result of his job choices. How quickly does the laid-off
worker look for something else? Faced with a choice of steady work
at $2 an hour or a seasonal job at $3 an hour, which will he take?
A system with a short accounting period will not do much to
strengthen the low-wage earner’s will to find steady work.

An accounting system can also operate either to reinforce or miti-
gate the work disincentive effect of the income maintenance plan’s
benefit-loss rate. Under a system with a short accounting period, the
maximum disincentive effect of a high loss rate may be realized. If
benefits are immediately adjusted to changes in income, a recipient
who has recently increased work effort will immediately feel the bite
of the benefit reduction. The disincentive effect is maximized on the
downside as well.

By contrast, a slow-moving accounting system, by determining
current benefits on the basis of past income over a longer period such
as a quarter or a year, softens the effect of the benefit-loss rate. Under
such a system, benefits increase only gradually as earnings decrease
and, conversely, fall less precipitously as work effort increases.

Work incentive considerations thus reinforce those of equity and
cost-effectiveness in arguing for a relatively long accounting period.
But there is another side of the coin. Considerations of responsive-
ness to need require that some compromise system be found that will
serve the current income requirements of the neediest families in a
prompt and regular fashion.

Tuar DeEvELOPMENT OF A MONTHLY INCOME ACCOUNTING SYSTEM

Experience gained in the administration of the Federal income
maintenance experiments showed that excess payments created by a
quarterly or monthly accounting system relative to an annual system
ave not recoupable. Without specific provision for annual accounting, a
family with varying income could be “overpaid” by a monthly sys-
tem, but the excess could never be recovered if the family’s income

2 Families with the lowest income have the highest income variability. See
Thad Mirer, “Aspects of the Variability of Family Income,” Five Thousend
American Families, Vol. 2.
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in the month in which it received payment was in fact within the
program’s monthly limit. )

Another problem is that unrecoupable overpayments are certain to
-occur frequently if prospective accounting systems are used because
forecasts will not be accurate. Given the natural inclination of
families to hedge their bets against future misfortunes, forecasts are
Tlikely to understate actual income, thus giving rise to a true overpay-
ment.

In the income maintenance experiments, a monthly retrospective
income reporting and payment adjustment system wag most responsive
to the needs of chronically poor people who experienced reverses of
fortune. The experiments demonstrated these advantages to monthly
reporting of income and-monthly adjustment of benefits: .

® Income is best remembered (or estimated) over short periods
of time. This is especially true of the poor, who typically
experience very irregular patterns of income and employ-
ment.?

® Given automated procedures for processing and storing family
income histories, regular monthly income reports are far easier
to plan for and process than a volume of sporadic notifications
of changing circumstances.*

® Low-income families are able to report their income reliably
on a self-administered form and will do so promptly and
regularly if receipt of benefits is contingent upon such action.
This is true of both the newly covered “working poor” families
and current welfare families.

It was found that a monthly system of income reporting and bene-
it adjustment could provide annual equity for less-poor persons with
fluctuating income through use of a “carryover” system. Essentially,
all that a carryover system does is to “remember” past income in
excess of allowances over some period and use it to offset current
allowances.

Three features of a carryover system can be varied:

(1) The length of time over which past income in excess of
allowances is “remembered.” :

(2) The order in which past excess amounts are applied
against current allowances—most recent first (last in, first out,
or LIFO), or oldest first (first in, first out, or FIFO).

(3) The amount of income in excess of allowances that is re-
membered.

*In OEO’s rural income maintenance experiment, a significant deterioration
-of recall over a 3-month period was found. About one-third of the families in
the labor force did not remember correctly details of their employment 3 months
hefore—they either forgot about a job they had, remembered one they did not
‘have, or did not recall their wage rate correctly.

‘In addition, a shorter reporting period, each month versus each quarter,
Tequires a higher frequency of filing reports. With experience comes increased
-accuracy. Thus a quarterly system may turn out to be more expensive adminis-
tratively because of the need to audit more thoroughly. In addition, a quarterly
system implies more recipients because it encourages underreporting of income.
‘On balance, a monthly income reporting system is preferred for its greater ac-
<uracy and the likelihood that it will cost less to administer.
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Since a carryover permits monthly adjustments without serious
violation of annual equity, this alternative is very attractive.
Further, since monthly accounting enables payments to be adjusted

uite rapidly to changing needs, there is no need to rely on prospec-
tive accounting. Thus, the problem of overpayments can be mini-
mized as well.

To demonstrate how the carryover works, consider a system that
remembers income for 12 months, applies the ABLE offset rate to ex-
cess income, and uses the oldest first in offsetting current allowances
(12-month FIFQ). The carryover system takes income in excess of
the program eligibility level in any month and uses it to fill up the
deficit between income and the eligibility level in later months in
which income has fallen. If the family is over the eligibility level for
a month, a negative entitlement is computed. No benefit is paid but
the “negative entitlement” is recorded in a carryover acount to be sub-
tracted from future positive entitlements until it is used up or be-
comes too old to be considered. _

" Assume a program in which a penniless two-parent family is
eligible for a maximum benefit of $300 per month. With a 50-percent
benefit-loss rate, benefits are phased out at the rate of $1 for each $2
of income, and benefits decline to zero at $600 of monthly income.
Assume a family which earned exactly $600 a month in one year, but
has an annual earning pattern in the next year as follows:

$900—January $400—July
$900—February $400—August
$900—March $400—September
$900—April 0—October
$900—May 0—November
$900—June 0—December

If this family applies for benefits in July, when income first falls.
the past year’s income above the $600 monthly eligibility limit will
be carried over and counted as if currently received. In this example,
the family had “excess” income of $300 a month for 6 months, or
$1,800 total, which yields $900 in carryover income after application
of ABLE’s 50-percent benefit-loss rate. In July, only $200 of carry-
over income makes the family ineligible for benefits ($400 earned
+$200 carryover=$600 eligibility limit). August and September each
draw the carryover down by another $200. In October, since the family
earns nothing, the carryover balance is reduced $300 down to zero
($900 —$200—$200 —$200—$300). In November, the family begins to
receive full benefits.

Several liberalizing features may be incorporated in a carryover
accounting system. Perhaps the most important is a provision that
the past income, including carryover, used in computing grants shall
include only the income of persons currenily members of the family.
Thus, if a family breadwinner dies or deserts, the family could im-
mediately become eligible for maximum benefits without regard to
the income of the departed breadwinner.

Under any income maintenance system, emergencies will arise such
as fire, illness, or other calamities. Under ABLE, as under the current
system, it will be necessary to maintain a separately administered
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program that can provide the social services, cash and noncash aid
needed to deal with crisis problems of individual cases that the
carryover system might disqualify for ABLE for one or more
months.

A paper prepared for the subcommittee analyzed 17 alternative
accounting schemes.® The analysis used the maximum benefit levels
and benefit-loss rates of the first version of the Family Assistance
Plan and actual data on family income from the urban income -
maintenance experiments. The data suggested that an efficiently run
carryover system would be more responsive to the needs of low-
resource families suffering sharp drops of income than the current
public assistance system with its waiting periods, complicated
eligibility determination procedures, and strict asset disposal require-
ments.

Recommendation

On the basis of data from the income maintenance experiments,
we recommend a monthly retrospective accounting system for
ABLE with a 12-month carryover provision (FIFO, first-in, first-
out). This would achieve the best balance among cost, caseloads,
-equity and responsiveness to need. xperience in administering the
-experiments has demonstrated that such procedures, including monthly
reporting, are administratively feasible and efficient for large case-
loads, given the availability of automatic data processing capability.
_ The Federal income tax, of course, would continue to operate on the
basis of a calendar-year, retrospective accounting period. The two dif-
‘ferent periods raise the question of what would happen to people who
both owe taxes and receive ABLE supplements in the same year. Hav-
ing different periods will be no problem if the mechanics of the two
systems are effectively disengaged from each other. We propose to do
that by rebating income taxes withheld to ABLE recipients and by
deducting from ABLE grants any tax refunds which result from
-overwithholding.

The tax return would serve as a vehicle for annually reconciling both
taxes and grants and correcting any inaccuracies. Even if an ABLE
recipient had no taxable income, he would have to file an annual tax
Teturn.

System for Reporting and Verifying Income and Other Family
Circumstances ¢

The income reporting system as a whole should aim for:
® Accuracy and cooperation.—The form should be simple and
cover a period of one month. No benefit should be paid unless
the form is filed.

® The results of this analysis may be found in Joint Economic Committee, Paper
No. 5 (Part 3), pp. 69-97. Only the conclusions drawn from the analysis are dis-
cussed here.

®This section draws.extensively from David N. Kershaw’s “Administrative
Issues in Establishing and Operating a National Cash Assistance Program,”
Joint Economic Committee, Paper No. 5 (Part 3).
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o Self-administration.—Techniques should be used that permit
families to exercise their rights and obligations with minimal
interference from the agency. : -

® Low administrative costs—These techniques should be de-
veloped in the context of minimizing costs.

Tae Income ReporT ForM

The income report form should list:

1. Family composition and size—Families should report each
month any changes in status (births, deaths, marriages, members:
moving out, members moving in). Household members not in the:
ABLE filing unit should be reported as well, as an aid in the audit-
ing of benefit payments.

2. Location.

3. Income.—Since incomes tend to fluctuate, actual income should
be reported each time the family reports. Families should report
total income by category and by the name of the person who:
acquired it. A detailed, well-structured report form serves basically
as a reminder, although initially it may be more difficult to learn. It
will result in the reporting of more irregular income and will -
generate more information from which internal consistency checks
can be made by an automated audit.

4. Deductions from income.—Social security payroll taxes should
be recorded on each report. Deductions because of farm and business
expenses could be made only once a year if self-employed people élect
the option of an annual accounting period. .

5. Resources and assets.—These items are infrequently changed
and would be reported on either an occasional supplement to the
regular form or on a special yearly form. -

Prosrems Wit CertaiNn Kinps oF INcoME

Farm income, other self-employment income, rent, and gifts raise
special reporting problems.

1. Farm income.—Currently, serious discrepancies exist between
farm income reported to IRS and that established by the Agricul-
ture Department. Presumably, some of the discrepancy results from
the need for farmers to recall income and expenses over a 12-month
period. ABLE’s monthly reporting system should improve accuracy,
but farmers (and other self-employed persons) would have the option
to report on a yearly basis. Rising values of land and livestock in-
ventory generally are not reported as income until sale. Imputing
income to assets should alleviate this problem. Like many other busi-
nessmen, farmers are allowed by IRS to use accelerated depreciation
schedules. Even with monthly reporting, this problem would be magni-
fied bv ABLE. but imputing income to assets would help to alleviate it.

2. Other self-employment income—Some self-employed persons
are able to report a low net income from substantial assets because
of loopholes in the definition of expenditures. Qur proposed treat-
ment of assets should reduce this problem. Yet, it is difficult to elimi-
nate the advantages that the self-employed possess over wage earners.
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Because the businessman often has considerable flexibility to defer
ifncome, we propose a 2-year carryover for the self-employed including
armers.

3. Rent.—Return on investments and rental income should be
treated as unearned income and subject to a 67-percent benefit-loss
rate unless the income is from investment combined with self-em-
ployment, defined by actual time spent in acquiring this income. When
investment is combined with self-employment, income would be con-
sidered earned and would be “taxed” at 50 percent. It is suggested
that all expenses incurred in the operation of a trade or business
be allowed as deductions—including depreciation. However, renting
out rooms should constitute a trade or business only if there are usu-
ally four or more roomers; renting out property to a tenant, only if
the lessor is actively engaged for at least 5 hours a week in managing
the property. Otherwise, rental operations should be classed as a pure

- investment (like stocks and bonds).

4. @ifts.—1It is recommended that ABLE not count the first $250
of gifts received in a year. Market value should be the guide used in
valuing gifts.

Avpit

Recipients should be audited to minimize waste, deter fraud, and
protect the reputation of ABLE and IRS. Putting the audit on a
sound basis from the start is probably the most critical thing the
agency can do for its image and the 1mage of its beneficiaries. An
audit should be made at time of application; among a random sample.
of families after enrollment; and among families whose income or
family composition have been questioned. In addition, the automated
audit should be used, and administrative cross-checks can be made
with other Federal agencies.

1. Audit at application—The program should accept “reasonable”
statements by applicants at face value, provided they are verified by
such documents as income tax returns, birth certificates, and marriage
licenses. Defining what is reasonable is the key to the system. Giving
too much discretion to local intake workers might cause abuse and
arbitrary and unstandardized practices. We recommend that the
enrollment form itself indicate past sources of income and employ-
ment activities. Persons with doubtful applications could receive
initial payments but should be required to furnish additional docu-
mentation.” Any applicant whose eligibility seemed dubious would
be placed temporarily in the “audit for cause” category (explained
below). He would be informed of this and encouraged to obtain, or
retain, documents to establish his ABLE entitlement.

2. The random audit.—The sample would be a randomly chosen
group of recipients stratified by type of income, living arrangements,
payment levels, and other key factors. Recipients in the sample
would be told that thev had been selected by chance, not on the basis
of suspected fraud. They would be required to supply evidence of
income, family size and composition, employment, and assets. For

"In exceptional circumstances, either when the documentation warranted it
or no documentation was available. applicants could be temporarily denied bene-
fits pending an eligibility investigation.
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some. recipients additional techniques could be used to verify income
and family size, such as employer contact, the net worth approach,
the consumption approach, use of IRS tax information, and com-
parison with social security records.

3. Audit for cause—Recipients of whom fraud is suspected should
be kept separate from the random group to maintain the clear dis-
tinction between the audit for cause and the random audit. On the
sensitive issue of developing methods for detecting fraud we suggest
the following guidelines: , .

(@) Reports from the public.—Although most of us dislike “spy-
ing” by neighbors and others, IRS will need to be prepared to re-
spond to complaints by the public about specific ABLE recipients.
In these circumstances no investigation should be started until the
recipient has had opportunity to explain. If the explanation is in-
sufficient, the recipient should be audited for cause.

(6) Reports from agency staff members.—When a local ABLE
representative finds that a recipient is engaged in a suspicious
activity, the matter should be handled in the same way as a public
-complaint. ’

(¢) Unclear application at enrollment.—Applicants whose initial
applications were very unclear or suspicious would be placed, at
least temporarily, in the “audit for cause” group. Inquiries of em-
ployers, neighbors, friends, and relatives would be limited to cases
‘where there is good reason to suspect fraud. '

(d) Previous findings of fraud.—Any recipient found guilty of
fraud in the past could be placed in the “audit for cause” group over
some time period and would be treated as if on probation. '

4. The automated audit—The automatic or “machine” audit is an
“effective way to detect both intentional and unintentional errors in
routinely reported information. On the simplest level, errors are
spotted by recognition of illogical or inconsistent data. For instance,
recipients could be automatically flagged in the computer system if
their income suddenly dropped below a recognized subsistence level,
dropped to zero without clear reason, or varied drastically in other
ways. More broadly, the machine audit can save clerical time,
identify families whose income or expenses indicate a probability of
having cheated, and detect on-going mistakes in administrative pro-
cessing or respondent reporting.

5. Administrative cross-checks—A number of administrative
cross-checks can be established with other Federal agencies on either
a regular basis or for use with the random audit or audit for cause.
Through the use of the records of the Social Security Administra-
tion, Internal Revenue Service, Veterans’ Administration, Railroad
Retirement Board, and Employment Security agencies (unemploy-
ment insurance system), rather extensive documentation on earnings
and family composition could be obtained. :

Although a sophisticated data bank would make such routine
checking simple, ways to protect confidentiality of information must
be developed, and the compliance of other agencies must be secured.
Cross-checks will not uncover all unreported items, since what is not
reported to one program may be hidden from another as well.
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Work Requirements

To minimize economic cost and social cleavage, benefit programs
for the needy must supplement and support their own self-help
efforts, not supplant them. We have urged strong financial rewards
for those who work yet require income supplementation. But the
question arises as to whether beneficiaries who can work but do not
should be required to register for work and take jobs when available.

To have a work-or-train rule in a benefit program, it is necessary
to decide the following: who must work; what sort of jobs or train-
ing people may be required to accept, and at what pay if any;® on
what grounds work may be refused; and whom to penalize and by
how much in cases of work refusal.

DereryiNing EMPLOYABILITY

One basic decision is who is employable and subject to the work
rule. While the employable/unemployable distinction is clear in
theory, in practice there are many borderline cases, for employability
has little meaning apart from specific people and specific labor
markets. When a large manufacturing plant opens or closes in a
small town, the employability of specific individuals in that town
will change overnight. When labor markets are tight, employers
hire some of the so-called unemployables. When unemployment is up,
personnel directors tighten their standards. They look for ex-
perienced, young, and healthy people. They are less flexible in terms of
educational requirements and work hours.

These processes have operated and will continue to operate regard-
less of the decisions of benefit program directors about who is em-
ployable. The director of an Employment Security office handling .
manufacturing jobs in Detroit testified before the subcommittee as
follows:

Well, a few years ago when the economy was better . . . we
were placing a high ratio of individuals, our unemployment rate
was down, the welfare rolls were down because everybody needed
people. In fact it was almost like when I went into the (mili-
tary) service; they felt me and if the body was warm, I’m in.
For a while it was that way when we really needed people.

Now that the economy has changed, the employer is becoming
highly selective and unreasonable in some respects.?

Similarly a welfare caseworker responsible for making referrals
of AFDC recipients to the Work Incentive program in Atlanta,
testified :

Most of the people are marginally employable, having few
skills and little self-direction. Although there have been many
attempts since the beginning of the program to set up criteria
which would help both the referring caseworker and Labor De-

®No compensation—beyond the amount of their welfare grant—is paid AFDC
mothers who are put to work in public service jobs arranged by the Secretary
of Labor under the Work Incentive Program.

* Joint Economic Committee, Problems in Administration of Public Welfare
Programs, pp. 5734.



208

partment personnel identify a recipient who would succeed in
the program, the selection of enrollees is still a matter of “edu-
cated” guess.®
More than a few people are marginally disabled—whether phy-
sically, mentally, or socially. They do not qualify for disability aid
programs, but neither are they attractive to employers; indeed, in
many cases they have been screened out by a series of employers.
Another issue in employability determinations is whether work
rules should apply to mothers. Most people agree that the presence
of children above some age does not hamper a mother’s ability to
work, but notions of what that age should be range from birth to
18 years of age. To avoid having to provide costly child care for
mothers of pre-school children, AFDC exempts them from its work
rule. If they were not exempt, the Federal Government would have
to be more involved in child care under Federal standards that are
extremely costly. Expenditures on government-provided child care
can easily exceed program savings in reduced cash grants. But while
cost-benefit ratios may be reasonable grounds for exempting mothers
of young children from work rules, equity considerations may not
justify their exemption. Since many mothers of pre-school children do
work, questions of fairness would arise if other mothers were exempted
from a work requirement.

Tae SuBsTaANcE oF WorRK RuULEs

In most programs that impose work rules, the basic requirement
is mandatory registration for work at State Employment Service
offices by persons classified as employable. This is, for the registrant,
a relatively painless process, and here the matter usually rests. Reg-
istrants receive whatever referral and placement services the Em-
ployment Service provides. In most cases. this means only that their
names appear on a roster of persons available for employment.it A
branch manager of the Michigan Employment Security Commission
in Detroit testified with respect to services provided to food stamp
recipients who were required to register for work: “. . . there is no
specify;l treatment that they get over and above any other appli-
cant.” 12

Of course, Employment Services actually are required to give
welfare registrants priority consideration in making job referrals.
However, in subcommittee hearings in Detroit and Atlanta, testi-
mony from Employment Service officials indicated that referral
priorities set by Congress may be counter-productive and unaccept-
able to employers. Employers reduce their hiring standards only
when labor market conditions force them to do so; they start high
and work down. By contrast, Employment Services are required to

* Ibid., p. 1093.

* Special services could be provided income supplement program registrants.
The Work Incentive program provides a model, and such special services were
envisioned in the Opportunities for Families portion of the Family Assistance
Plan. But available evidence indicates that such services have not been effective
in the past for low-skilled persons. See Joint Economic Committee. Paper No_ 3.

* Joint Economic Committee, Problems in Administration of Public Welfare
Programs, p. 576.
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give priority in referrals to “disadvantaged” persons except for
veterans; that is, they are under orders to start low, and work up.
Some employers are apparently reluctant to request referrals from
the Employment Service, since they believe persons referred may not
be suitable.

PeEvavLTIES FOR NONCOMPLIANCE

If registrants refuse to take jobs offered to them, and if this fact
is reported to the Employment Service, and if the Employment Serv-
ice in turn reports to the payment agency, registrants may be subject
to a penalty. Other testimony given during subcommittee hearings,
however, indicates that there is considerable slippage in this process
and that it may be nearly impossible to monitor such cases. Moreover,
the truly recalcitrant individual can circumvent even the most per-
fectly administered system:

Chairman GrrrriTHS. In a study some years ago, Joseph Becker
estimated that as many as 15 to 20 percent of unemployment
insurance referrals could be manipulated by the worker in such
a way as to discourage a job offer being tendered. Have you
experienced any abuses of thissort . . . ¢

Wirxess (Northwest Detroit Branch Manager, Michigan Em-
ployment Service Commission). I would have to agree that it
does have merit. Many an individual can go to an employer and
present himself in such a fashion that the employer wouldn’t
}flire him. T would say that this is not the majority, it’s a limited

ew.1?

Usually the requirement for registrants to take proffered jobs is
hedged with many conditions pertaining to the job and to the re-
cipient and his family. Jobs usually must meet Federal and State
minimum wage or “prevailing wage” standards,** as well as health
and safety standards. Often jobs cannot be located too far from the
recipient’s residence. Sometimes registrants can refuse a job if it is
not related to his usual type of occupation—a condition difficult to
apply to low-income persons with limited job histories or frequent
job changes. Sometimes women can refuse work if child care satis-
factory to them is unavailable.

All these conditions, and possibly others, limit the most arbitrary
application of work rules. But the more protection given to re-
cipients, the easier it is for them to evade the work requirement. A
rule that jobs must pay at least the Federal minimum wage, for
example, effectively excludes lower paying jobs in which some people
in the community already work. and which may offer the only type
of work available to an unskilled person. -

Even if work rules are couched in terms that seek to protect regis-
trants against “unsuitable,” “unsafe,” and sub-standard jobs, there
i1s danger that the rules—especially with respect to who must take
which job or suffer a penalty—may be applied unfairly whenever
potential job applicants excead the supply of available jobs. Under

 Ibid., p. 574.
* Food stamp law, however, requires registrants to accept jobs at $1.30 an
hour.
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any conditions work rules may be unevenly applied and sanctions
rarely used. Unfortunately, there is little more than anecdotal evi-
dence about enforcement practices of current work rules.

Recommendation

It is difficult to build an effective mandatory work policy on the
general—and reasonable—consensus that persons who can work
should do so. Work rules assume that an administrator can judge who
is or is not employable. Even if reasonable satisfactory classifications
were made about employability, shifting conditions such as termina-
tion of a brief illness would change employability of nonregistrants,
thus requiring periodic reviews.

Work requirements raise two paramount policy questions:

1. Can work requirements assure that those who can work do so,
and is the cost of administering such a test less than what it saves in
benefits ?

2. Can such administrative requirements substitute for monetary
work incentives in benefit programs?

We have found little evidence or experience to support—and
several grounds to oppose—reliance on administrative pressure and
sanctions. To the extent that such measures are not uniformly ef-
fective, they discriminate against those who freely choose to work
or who are compelled to work and favor those who do not work but
still receive benefits. In addition, work requirements typically man-
date only the fulfillment of minimal conditions. They fail to promote,
encourage, or reward the extra effort of second jobs, second earners
in a family, or longer work hours. .

‘We have concluded that to maximize work of program recipients.
the program must be designed to give monetary rewards for more
work. and that in most cases the operation of the market and financial
incentives should be sufficient. We recommend that a work registra-
tion requirement and the attendant costly bureaucracy not be
attached fo a new program. Benefits have been set at levels which
assume that recipients have other sources of income, primarily earn-
ings. Thus, moderate benefit levels contain their own work require-
ment. But this is a matter that is not taken lightly. If. at the end of a
reasonable settling-down period, data indicate that public benefits are
substituting for private efforts to a significant degree, then the work
registration issue should be reopened. Systematic analysis of work be-
havior then should be conducted; decisions on work rules should not
be based on anecdotal evidence. Careful consideration would have to
be given to projected costs of work rules and likely savings.

Work requirements may have a rationale in State programs which
supplement Federal payments. States should not be discouraged from
undertaking careful case-by-case reviews of applicants for supple-
mentary payments, which is more feasible for the reduced number of
applicants they would have once a Federal benefit program were
instituted. As part of such reviews, States could impose work require-
ments and discontinue all supplementary benefits for persons refusing
to take jobs. '
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Research, Overview and Oversight Needs

Given the size of income maintenance expenditures, the number of
programs and their tangled relationships, and the wide range of policy
issues that envelop these programs, it is imperative that policymakers
have access to good program data, survey statistics, experimental re-
sults, and analyses of these data in order to do their jobs well. Unfor-
tunately, there are major deficiencies in these areas.

Although $62.2 billion in cash welfare and social security benefits
were paid out in fiscal year 1973, the U.S. Budget reports that only
$12 million, or 0.02 percent of payments, were spent by the Federal
Government to gather welfare and social security statistics. Another
$81 million, 0.1 percent of payments, were-spent on research by the
income maintenance agencies in HEW. By contrast, government-wide
research and development expenditures constitute 7 percent of total
Federal outlays. In the area of income maintenance, the Federal Gov-
ernment’s investment in research and data gathering has been unequal
to the task.

However, meager outlays only partially explain the deficiencies in
information about income maintenance programs. The other major
factor is that statistics generally are gathered only for a single pro-
_gram, whereas recipients live in a multi-program world and typically
receive more than one benefit.

- One way to overcome this problem of overlapping programs is to
survey the recipients of a program (or programs), determining in the
process what other benefits they have received. The Social Security
Administration is making such a survey of recipients under the
new supplementary security income program. HEW surveys AFDC
case records to obtain program survey data about every 2 years. At
‘the request of the subcommittee, the Department of Agriculture is
surveying recipients under the food stamp and surplus commodity
-programs. But most programs do not survey recipients. There are no
national surveys of unemployment compensation claimants, veterans
on pension, or public housing tenants.

- From an income maintenance viewpoint, the general income data
_collected by the Census Bureau and other Executive agencies also have
serious flaws. There are two major difficulties with census income data.
First, information on noncash income (e.g., food stamps) traditionally
"has not been obtained, and such data now are collected only on an
experimental basis. Second, income maintenance payments are seri-
ously underreported in census surveys.

The four income maintenance experiments undertaken by HEW
and OEO focused on the differential impact of cash payments on
work effort, given different program structures. Other types of infor-

“mation, most notably data on the effectiveness of different adminis-
trative methods, have been byproducts rather than direct objects of
experimentation. However, new efforts are underway to experimen-
tally study different mechanisms for financing health care and alter-

_native ways of offering subsidized housing.



212

Recommendations

1. We urge that top priority now should go to learning more
about the people receiving income maintenance benefits, without
regard to the enactment of reform legislation. Every major pro-
gram periodically should collect comprehensive data on its bene-
ficiaries, including the benefits they receive frem other public
programs. Such data collection need not be done separately for
each program. It might be desirable for closely related.groups
of programs (e.g., AFDC and food stamps) to conduct joint
surveys.

2. Next, we urge improvement of general income statistics. The
Census Bureau should obtain better financial data on the low-
income population by: (a) obtaining more accurate reports on
cash transfers received by poor households; and (b) capturing
the full impact of public benefits on household consumption. This
is required because of the rapid growth of in-kind benefit pro-
gralrlns that increase purchasing power without giving -recipients
cash.

3. We recommend caution in funding new experiments in income
maintenance until some consensus emerges on the value of what
the first projects tanght us. relative to their cost. New experi-
ments, of course, should vrofit from the mistakes made in design-
ing the original efforts. In particular, we would urge that future
experiments examine a broader range of policy issues, including
those related to administration of income maintenance proerams.

4. Finally, we recommend much more attention to monitoring
income maintenance programs, not singly but as a system. An
‘official concerned with welfare policy can go to a single Federal
agency and get some idea of how its program (or programs) work.
But many programs overlan. and still others are administered
and even funded locallv, and there is no place to turn to learn the
potential impact of all programs on some particular issue or
group of households. One agency should be responsible for main-
taining a profile of how all income maintenance programs work
together, how they affect different groups, and how these effects
vary from place to place.

One approach taken by the subcommittee that seems promising
was reported in a staff study (Paper No. 15. Welfare-in the 70’s? A
National Study of Benefits Available in 100 Local Areas). The staff
selected 100 counties on a statistical basis that would permit the
counties to represent the entire Nation. For each county, State or
local agencies filled out questionnaires telling how much each of 130r
specifically defined, hypothetical households would receive from a
variety of welfare programs. Assigning the appropriate weights to
the county responses enabled the staff to deseribe the entire welfare
system in terms of several major welfare issues such as work and
family structure incentives.

Such sample surveys could be made periodically as a way to moni-
tor the income maintenance system. We urge that the Federal Gov-
ﬁmgnent adopt such a method to meet this need on a continuing

asis.



Chapter XI. RECOMMENDATIONS FOR PROGRAM
COORDINATION

The subcommittee’s proposed ABLE grants and tax credits are
designed to achieve a sweeping overhaul of welfare programs.

To achieve an integrated income maintenance system that seeks
fair help for the poor, yet does not seriously impede work, ABLE
must be carefully coordinated with other programs that would
continue to help tKe needy, and with the income and social security
tax as well. Moreover, if ABLE were implemented, proposals for
new programs, or changes in the old, should be carefully evaluated
in terms of whether they would undermine the equity and incentive
features of ABLE.

This chapter makes recommendations for program integration, in-
cluding necessary revisions in existing programs. Although the recom-
mendations are tailored to ABLE, we emphasize that similar extensive
planning for coordination would be required by a smaller reform pro-
gram or a fundamentally different one, such as a housing allowance or
a “work bonus” like that passed by the Senate in H.R. 3153.

Coordination With the Federal Income Tax

The Federal income tax would have to be extensively revised to
mesh exactly with ABLE. Major changes in the tax code cannot
be proposed here, and much work remains to be done before a com-
pletely integrated tax and supplement system could be considered.
However, because the two systems could affect people in bizarre ways
that would undermine the reform if uncoordinated, rules must be
established for their smooth interaction.

There are basically three ways to coordinate the two systems. The
first is to have individuals and families continue to pay the income
tax at their present rates, in effect subtracting their ABLE entitle-
ment from the Federal income tax that they owe (and having IRS
make a payment to those who have a negative balance). This:would
provide a smooth transition in disposable income as a person moved
between taxpayer and tax recipient status, but it would have two
disadvantages. First, the marginal tax rate from the income tax and
the benefit-loss rate from ABLE would be additive over the range of
income where the individual both pays the income tax and
receives a supplement. This would cut work incentives below
ABLE’s intended level. Not only would a wage earner have his
ABLE supplement reduced by 50 cents of each earned dollar, but
he might also have to pay an additional 14 cents for income taxes.
Second, it is illogical for ABLE recipients to be required«to pay
Federal taxes on incomes that are below levels the Government
deems in need of supplementation.

A second method of coordination is to exempt individuals from
the Federal income tax so long as they receive an income supplement,
after which they would pay the Federal tax accordine to its rules.

(213)
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The only possible advantage of this approach is its simplicity. The
major disadvantage is that it imposes confiscatory marginal tax rates
at the income level where ABLE eligibility ends. At this notch point,
if the family earned another dollar, all taxable family income, not
just the last dollar, would become subject to the Federal income tax.
For example, the ABLE eligibility cutoff for a two-parent, one-earner
family of four is $5,400. At that amount of earnings, the family would
neither receive a supplement nor pay any income tax. But if annual
earnings should rise to $5,401, the family would be subject to the full
income tax on that amount ($7382 under the proposed tax, before
credits). Thus, a gain of $1 in wages would produce a net loss of $731
in disposable income. . '

_ A third approach to coordination is not only to forgive taxes
owed by an ABLE unit, but also to forgive part of income tax
liability for some range of income above the ABLE eligibility
Ievel. This method can prevent the effective benefit-loss rate from
rising at the point where ABLE grants stop.

As an example of this approach, suppose the family of four now
had total annual wages of $5,500, which is $100 over the eligibility
level. If that $100 were subject to- ABLE’s 50-percent benefit-loss rate,
the family would have a negative allowance (owe a positive tax) of
$50. Since the proposed income tax liability for this family before
credits would be $748, the family would be better off paying the $50
under the ABLE rules.

The subcommittee recommends the third alternative to avoid
the problems of poor work incentives and income notches. Families
would be exempt from the income tax while receiving ABLE. For some
range of income above that point, they would pay either the ordinary
Federal income tax, or a tax based on ABLE’s allowances and offset
income, including income above the allowance levels, thereby “receiv-
ing” a negative allowance. They could choose the computation that
gave them the larger disposable income. Of course, this approach has
a cost, in the form of foregone tax revenues, estimated at $5.3 billion
a year ($3.7 billion in taxes foregone from ABLE units and $1.6 billion
in taxes reduced for individuals and families above the ABLE cutoff).

State and Local Income Taxes

A similar but easier problem exists in coordinating ABLE with
State and local income tax systems. Not everyone is subject to State
and local tax systems. Ten States, which cover 19 percent of the pop-
ulation, do not tax personal income at all, or tax only specific types of
income, such as dividends. Although many cities and counties impose
income taxes, including New York City, Detroit, Philadelphia, Cleve-
land, and St. Louis, at least 75 percent of the Nation’s population is
free of local income taxation. In addition, State and local income tax
rates are quite low in low-income brackets. The Federal income tax
minimum rate is 14 percent, but the jnitial State rate ranges from 0.5
percent in Ohio and Oklahoma up to 5.0 percent in Massachusetts.
Tocal tax rates are even lower, varying from 0.2 percent in a number
of small towns in Pennsylvania to 3.3125 percent in Philadelphia.

Since many people pay no State or local income tax, and since most
who do are subject to low rates, these taxes pose no significant work
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incentive problem. Accordingly, the subcommittee recommends the
first approach discussed above for the Federal income tax; that is,
let the State and local taxes operate as they do now. Some people
will both pay these taxes and receive Federal income supplements
from ABLE, but the combined tax and benefit-loss rates will not be
troublesome. This approach will not add to the cost of the benefit
program, nor will it interfere with State-local tax systems.

Coordination With the Social Security Tax

The effect of the social security tax on the work effort of ABLE
recipients must also be considered. Because the payroll tax rate is
high, applies to the first dollar of earnings, and affects most workers,
the work incentive question is important. The social security tax on
employee wages now is 5.85 percent on earnings up to $13,200 per
year (a maximum of $772.20). (Other mandatory retirement deduc-
tions, such as those for public employees not covered by social security,
are generally higher, but these deductions are not like taxes because
such employees can usually withdraw contributed funds if they quit
the jobs.) ABLE’s benefit-loss rate of 50 percent would be raised to
nearly 56 percent if the full payroll tax were added to it. Some relief
from this combined impact is necessary. :

Short of altering the payroll tax, ABLE could respond to this
tax in three ways:

(1) the payroll tax could be ignored, which would make the tax
and benefit-loss rates additive [509% +5.85% =55.85%];

(2) the payroll tax could be deducted from the income to which
the benefit-loss rate applies, which would make the two
rates only partially additive [50% + (50% X5.85%) =
52.925% ; or

(3) the payroll tax could be deducted from income after the
benefit-loss rate has been applied. This would reimburse a
recipient for the payroll tax and negate its addition to the
loss rate [50% +5.85% —5.85% =50% .

The problem with the first option, of course, is that the combined
rate adds to 55.85 percent. The third option, a reimbursement for
payroll taxes paid, is the current practice of the AFDC program,
which provides such a credit for all work-related expenses. Although
this option succeeds in maintaining a 50-percent benefit-loss rate, it
has two problems. First, it raises income supplement costs by more
than the amount of payroll taxes recipients pay. This is because it
not only reimburses recipients fully, but it also extends the eligibility
level to bring in new recipients. Second, it effectively relieves re-
cipients of their obligation to pay taxes to the social security system.
While payments would be entered into their accounts by the Social
Security Administration, ABLE recipients, unlike other workers,
would suffer no loss in current disposable income. If the social
security tax rate were raised, most workers would pay more, but
ABLE recipients would simply pass the increase along to the ABLE
program. Free coverage for a large class of workers could erode
public trust in social security as a contributory retirement system.

The subcommittee recommends the second alternative; that is,
deduction of the payroll tax from gross earnings before offsetting

52-726 O - 75 - 15
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income against allowances. This approach would cost $1.4 billion (a
little less than half the cost of the third alternative), would retain
the low-wage worker’s contributory link with social security, and
would increase the overall net gain from work. It also would make
the social security tax progressive in part, since low-income workers
covered by ABLE would in effect pay a lower proportion of their in-
come in social security taxes (2.925 percent) than workers with incomes
above the ABLE benefit cutoff but below $26,400 (twice the ceiling on
earnings subject to the social security tax).

AFDC and State Supplementation

The function of ABLE’s basic benefit level would be different from
that of State-determined AFDC benefit levels. ABLE is designed as a
supplement to other income, on the assumption that poor benefici-
aries have or can acquire other sources of income. By themselves the
ABLE grant and the tax credit are not expected to meet all a family’s
needs.

In contrast, AFDC maximum payment levels traditionally have
been related to the total amount of income considered necessary to
meet a family’s full maintenance costs. Today, even though all States
must permit AFDC families to add a portion of earnings to their
welfare grant, maximum grants of many States are expected to meet
full family needs.

AFDC mazimum payment levels for four-person families now
are higher than the proposed plan’s basic benefit (ABLE grants plus
tax credits) to a mother and three children in about half the States.
However, changing to the proposed plan would not affect all families
within a State the same way. In most States payments of many
families are based on lower standards than the State maximums, which
are reserved for families in special circumstances (high rent, certain
living arrangements).

In their periodic reports of payment standards to the Department
of Health, Education, and Welfare, States usually report the highest
amount that can be paid anywhere in the State. For example, Michigan
reports a standard of $400 a month for a family of four, but this
applies in only one county. The level for Detroit is $354, and it is even
lower in some other counties. Thus, to compare ABLE benefits with
State AFDC maximum levels reported to HEW is to considerably
overstate AFDC generosity.

Two-parent families on AFDC (those of unemployed or incapaci-
tated fathers) would fare better than one-parent families in the
transition to the new plan, since the ABLE grant for the second
adult is larger than is usually the case under AFDC. Large AFDC
families generally would face a greater loss of income than smaller
families, since ABLE reduces its per-child allowances in large families.

* A growing number of States have flat grants, or a fixed amount by family size,
but many include the amount of rent paid up to a maximum. Hence, AFDC pay-
ments to many families are well below the proposed plan’s basic level. On the
other hand, some States pay extra amounts for special needs not included in their
payment standards for basic maintenance, so some families have AFDC income
abovle the proposed benefit levels even though their State payment standards
are lower.
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The major impact of reduced benefits would fall on families who
have no income from other sources. Families who receive social security
benefits, for instance, would be less likely to lose income since ABLE
would treat social security income more generously than most State
AFDC programs do. Some families with earnings also would benefit
from transfer to ABLE due to its method of counting earnings against
benefits.

MANDATORY SUPPLEMENTS FOR CURRENT RECIPIENTS

In all, for nearly half the families currently receiving AFDC bene-
fits, transition to the proposed national program could reduce cash
income. In addition, AFDC families would lose the food stamp bonus,
which about 60 percent use to stretch their incomes. :

In planning for transition to ABLE, one must face the threat of
income loss to these recipients. Should they be protected, and how?
It is assumed that States which previously chose high payment stand-
ards would want to maintain them through supplemental payments.
Furthermore, they could afford to do so since ABLE would assume
a large share of the total cost by its funding of the basic benefit.

However, the Federal Government should help protect current re-
cipients in the transition process since its reimbursement policies
helped bring about their benefit levels. Congress also has a duty to
protect States against increased costs caused by a change in Federal
law. Congress acknowledged both of these obligations in the law that
converted State welfare rolls for the aged, blind, and disabled to SSI.

We recommend that States be required to make supplemental
payments to families receiving AFDC in October through Decem-
ber 1976 in amounts needed to maintain total family income at the
December 1976 level. States should redetermine eligibility and pay-
ments during the last quarter of the calendar year so the December
payment would be up to date, reflecting current need based on State
standards. The penalty for State refusal to supplement current AFDC
recipients who qualify for supplements would be the loss of Federal
funds for social services. The States would administer the supplements
and adjust the amounts as family circumstances change. The supple-
menis should be discontinued when families no longer meet the
eligibility conditions for the old AFDC program or when rising
income reduces the supplement to zero. This requirement for
State supplemental payments would lapse after 2 years.

At the time of transition to the new system, the amount of the
supplemental payment to a family would be equal to the differ-
ence beween (a) the total of the AFDC payment, and 80 percent
of any food stamp bonus actually received by the family in
December 1976; and (b) the sum of the new plan’s benefits received
by the family in January 1977, plus tax credits prorated to a
monthly basis. The value of the food stamp bonus is discounted
since the family will be saved the personal cost of obtaining and
using stamps and since discretionary cash income is more valuable than
restricted coupons to most families.

In the event that a State’s costs for this mandatory supple-
mentation exceeds its calendar year 1976 share of AFDC expendi-
tures, the State could charge the Federal Government for the
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excess cost. However, this would be unlikely to happen since ABLE
benefits plus tax credits are expected to exceed the Federal share of
the maximum AFDC payment in all States. Even with the food
stamp bonus included, in every State the total amount of a State’s sup-
plemental payments should be less than the State’s AFDC costs.?
Because of the variations in AFDC payments within States and the
differences in treatment of income, there should be many families, even
in high-payment States, who require little or no supplementation; and
the normal turnover in AFDC families should quickly reduce the
number entitled to a State payment. By the end of the 2-year manda-
tory period, normal turnover and changes in family income and com-
position should have reduced or eliminated mandatory supplementa-
tion for most families.

OPTIONAL SUPPLEMENTATION FOR NEW ELIGIBLES

Some States might want to supplement the basic benefit for new
applicants, or for categories of new applicants such as one-parent
families. Questions of equitable treatment would arise during the tran-
sition since some AFDC recipients in December 1976 would be guaran-
teed a supplement while new applicants with similar characteristics
would not. Savings from abolition of AFDC might enable States to
provide supplements to new recipients, but Federal participation in
costs of such State supplementation is not recommended. Federal
money to help States support higher benefits or selective supplementa-
tion for certain types of families would perpetuate harmful features of
the present system.

The question remains: Should States be completely free to supple-
‘ment new applicants at their own expense ? If a State supplement were
structured in a way that increased Federal costs or defeated the objec-
tives of the Federal program, some Federal limit on State supplements
would be necessary. For example, Federal benefit costs could be
snereased if a State were to maintain a high benefit level to a family
with no income and apply a high benefit-loss rate to earnings, thereby
discouraging work.

We recommend that States have the option to supplement Fed-
eral benefits but that the combined Federal-State benefit-loss rate
be limited to no more than 60 percent on earned and 80 percent on
unearned income. If a State’s plan violates this condition, the
State supplement would be offset dollar for dollar in determining
a family’s entitlement to ABLE, thereby increasing the cost of
such supplementation to the State.

Social Services, Emergency Aid, and WIN

Replacement of AFDC by ABLE would force reconsideration of
Federal-State roles in funding and administering some components
of AFDC and related programs, such as AFDC foster care, social

services, and emergency assistance.

1 Baged on 1973 AFDC payments and fbod stamps actually received. Growth
in food stamp benefits or AFDC payments could mean that a few States would
have federally protected deficits in later years.
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Considerable revision of social services legislation would be needed
since services no longer could be tied to the receipt of State-adminis-
tered welfare. Many of the services that Congress now funds are not
necessarily income-related, and their primary purpose 1s not to move
people off the welfare rolls. Many are not simply income substitutes
and they cannot be cashed out like food stamps. Even under ABLE
and SSI, many services would be needed by handicapped children and
adults, and by individuals and families in many situations where there
is a public concern for developing human potential, even if there were
no “welfare” program from which services could help recipients to
escape.?

Ull)lder ABLE, need for emergency assistance might increase since
the new program would not meet crisis needs or provide short-term
assistance in times of urgent need. State and local general assistance
programs, which would be largely replaced by ABLE benefits,
could use their funds for emergency aid. Any Federal reimburse-
ment for such aid should be part of a comprehensive approach
to services that defines Federal, State, and community responsi-
bility and provides for a flexible system of service delivery.

The work incentive program (WIN), which provides employ-
ment training and placement services for AFDC recipients,
should be incorporated into the manpower programs administered
under the Comprehensive Employment and Training Act of 1973.
There would be no categorical differentiation of individuals and fami-
lies under ABLE, no work requirement, and therefore no justification
for a separately administered manpower program for a specified
group of welfare recipients. The Comprehensive Employment -and
Training Act includes provision for training, child care, and other
employment-support services comparable to those in the WIN pro-
gram. Prime sponsors are required to provide assurance that, to the
maximum extent feasible, manpower services will be provided to those
most in need of them, including low-income persons and persons of
limited English-speaking ability. The phrase “those most in need of
them?” should be interpreted to include women in low-income families
who wish to improve their ability to support or help support their
families. Before the present referral system, there were more WIN
volunteers from AFDC families than available slots in most WIN
projects, so the elimination of a work or training requirement should
have little effect.

Food Stamps*

We recommend that the food stamp program be terminated,
since its income supplementation feature would be met through
tax credits and the grant program. ABLE would reach essentially
the same population and provide cash benefits rather than a less
efficient cash substitute.

3 For example, there is general need for protective services for children to pre-
vent and correct child abuse and neglect, foster care services, services that help
parents improve home conditions and care of children, adoption services, services
to protect the elderly who are isolated and need human concern, and other serv-
ices for the aged who need prepared meals, homemaker services, help in getting
adequate housing or medical care, or appropriate group care when they can-
not manage for themselves.

¢ See chapter VII for a further discussion of the food stamp program.
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. The surplus food distribution and food stamp plans were farm pro-
grams designed to utilize surplus food production. The food stamp
program, which is replacing the food distribution program to house-
holds in all areas, has had the further purpose of expanding sales of
agricultural products by grocers. By offering stamps to all the needy
and limiting benefits to food purchases, the program has tried to im-
prove the nutrition of the poor. However, the present program’s rules
have resulted in family income eligibility levels that extend into the
moderate income range. It is estimated that by fiscal year 1977, 60
million persons could be eligible, on income grounds, for food stamps
sometime during the year, costing $10 billion a year if all eligibles
participate. . ’

Eliminating food stamps would improve efficiency. It has been in-
efficient to maintain a complex and costly administrative structure to
provide benefits worth less than their face value that serve mainly as
cash substitutes to increase consumer purchasing power, when the cash
equivalent could be provided directly. Work incentive features could
be preserved more easily since only one benefit-loss rate would be
applied against income. Under present arrangements, the splintering
of legislative and administrative authority has made it impossible to
control cumulative benefits and benefit-loss rates.

Supplemental Security Income

State programs of federally aided cash welfare for the aged, blind,
and disabled were ended in January 1974, when SSI was launched. The
Social Security Administration sends monthly checks to more than
three million people in SSI, and another three million may be added in
the next few years.

It would be unduly disruptive to the aged poor to make another
drastic change in their aid so soon. We recommend keeping SST as a
separate program, but giving it dependents’ coverage, liberalizing its
assets rules, and moving its blind and disabled children to ABLE to
smooth its coordination with ABLE. We also urge that the overlapping
functions of social security and SSI be corrected. Structural changes
should be made so that social security, supported by payroll taxes, is
more clearly a wage-replacement program, while SSI, supported from
general revenues, provides minimum income protection. After this is
accomplished, the needy aged, blind, and disabled could more readily
be absorbed into the ABLE plan if that seemed desirable.

Since SSI would continue as a separate program, the ABLE
plan would provide that a person receiving an SSI payment
and/or a2 State supplement to SSI could not file for grants under
ABLE or be included as a filing unit member. SSI recipients
would be eligible for tax credits, however. The tax credits would
increase income for most of the aged, and would compensate for
the loss of food stamps. (For example, the $192 in annual food stamp
bonuses for single individuals receiving only SSI benefits of $146
monthly are less than the $225 tax credits, and the $312 in annual
food stamp bonuses for couples receiving only SSI benefits of $219
monthly are less than the $450 in tax credits that couples would re-
ceive under ABLE.) Grant levels would be higher for SSI bene-
ficiaries than for single individuals or couples in the ABLE plan, and
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although there are differences in benefit-loss rates for earned or un-
earned income, SSI would be preferable in most instances.

Provision For DEePENDENTS’ BENEFITS UNDER SSI

SSI is one of the few income security programs, and the only major
need-based program, that deals solely with individuals. Social Secu-
rity, veterans’ benefits, railroad retirement, coal miners’ benefits and
the proposed ABLE grants either include benefits for dependents
when primary eligibility is based on the individual, or treat the family
as a unit. This disparity between SST and other programs requires spe-
cial rules for determining eligibility and allocating family income
when individual SSI beneficiaries are members of family units. For
example, an SSI beneficiary who is the father of children on AFDC
must have his income and resources excluded when family benefits
under AFDC are figured. It is administratively cumbersome for two
separate agencies to deal with the same family, and technical differ-
ences between the programs can cause inequities in total family
income.

The family unit concept is appropriate when an aged, blind, or
disabled SSI recipient is married or has dependent children. In
practice, SSI recognizes family need by counting the ineligible
spouse’s income as available to the eligible individual after making
allowance for the needs of ineligible family members. Maintaining
separate ABLE and SSI units in the same family with appropriate
allocation of income would be extremely difficult to administer and is
unnecessary. It would be simpler and more sensible to include both the
SSI beneficiary and any dependents in the SSI benefit unit itself.
Thus, we recommend including in SSI payments amounts for the
spouse and children comparable to the ABLE plan’s alowances for
a spouse and children. There could still be cases in which there are
SSI and ABLE beneficiaries in the same household, if for example,
?n a_;lw;ed woman drawing SSI lives with her low-income son and his

amily.

TrRaNSFER OF SSI Brinp aND Di1saBLED-CHILDREN BENEFICIARIES TO
ABLE Famimny Unirs

The primary purpose of SSI is to provide a minimum income to per-
sons whose earning potential is limited by old age, blindness, or dis-
ability. But while a disabled child has exceptional needs for medical
care and treatment, in addition to normal needs for general support,
not even an able-bodied child is expected to support himself.

SS1I is helping poor parents of a blind or disabled child with extra in-
come, but its primary aid to them is admission to medicaid for the
child. For meeting the exceptional needs of these children, an adequate
health insurance plan for all families and access to medical treatment
and training facilities are more appropriate than an income supple-
ment. A child’s maintenance needs, on the other hand, would be more
appropriately met through the family income support that ABLE
will §ive. Therefore, we propose that SSI be available to blind
and disabled persons age 18 and over and that all blind and dis-
abled children under 18 be included in the ABLE family unit. This
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is consistent with the purposes of the programs, and it avoids the com-.
plexities and distortions of attempting to allocate family income when
an individual is treated separately from the family unit to which he
belongs. Provision should be made for an SSI supplement to the
family with a blind or disabled child who was receiving SSI at the

time ABLE began if total family income would otherwise be re-
duced under ABLE.

Asser Livrration For SSI ELiGBILITY

Although SSI would be continued as the need-based program for
aged, blind, and disabled adults and their families, uniform general
eligibility conditions should apply to all needy persons. Therefore
SST should adopt the rules on assets of the proposed ABLE plan
(see chapter IX.) Otherwise, assets would bar some needy aged,
blind and disabled persons from SSI even though they might be
eligible for the lower supplements of ABLE. Having the same assets
test for both programs would give equity to aged, blind, and disabled
persons.

Unemployment Insurance

To determine how unemployment insurance (UI) and ABLE
should adjust to each other, 1t is useful to reexamine briefly their re-
spective roles regarding unemployment problems.

The primary purpose of UL is to insure experienced workers
against the risk of temporary unemployment that is unavoidable in
an industrial society with substantial labor mobility. Unemployment,
insurance provides benefits to workers who have sufficient work ex-
perience and (most of whom) have become unemployed for reasons
other than quitting or being fired for cause.® To fulfill their main
purpose, UT benefits should be (a) short-term; and (b) reasonably
closely related to wage losses of recipients.

The existence of ABLE’ comprehensive income supplements
would allow State unemployment insurance programs to concentrate
on their primary purpose of cushioning the short-run unemployment
suffered by many workers. UI currently also tries to relieve
chronic income deficiencies among the lowest income workers through
liberal eligibility provisions, dependents’ allowances, and extending
benefits as long as a full year, but the attempt is largely unsuccessful.
ABLE, rather than UL, should deal with earnings deficiencies of a
chronic, long-run nature. ABLE benefits are the same whether the low-
earnings problem is the result of chronic low wages or spells of unem-
ployment.® And benefits continue as long as low earnings persist.

® Unemployed workers with sufficient covered earnings who quit or are fired
may claim UI benefits in some States after a waiting period of several weeks.

¢Treating both unemployment-related and wage-related causes of low earnings
is appropriate for a long-run program. Chronic low earnings generally are caused
by limited access to, or limited numbers of, high- or moderate-quality jobs, not
by the inability of workers to find any job. Jobs available to many workers
offer little on-the-job training or chance for advancement. Thus, one may realis-
tically see unemployment as an investment by a worker who is seeking a good
job. He may suffer more unemployment than a steady worker at a low-wage jcb,
but obtain higher wages when he works. Assuming their annual earnings were
the same, ABLE would provide equal benefits both to the low-wage steady
worker and moderate-wage worker with more time spent unemployed.
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UT’s ApsustMENT TOo ABLE

Relieved of the task of aiding the chronically poor, the UI system
could improve its effectiveness in replacing lost earnings of moderate-
to high-wage unemployed workers. To move toward this goal, the UL
system should make four adjustments to enactment of ABLE.

1. UI should raise or at least maintain high eligibility standards
for UI in terms of work experience. Those with little work experi-
ence may be involuntarily unemployed, but their unemployment is
not a temporary disruption in a pattern of sustained earnings. Their
aid should come from ABLE rather than UL

2. UI should limit eligibility to short periods of unemployment.
Currently, UI benefits are paid to some claimants for as long as
" 89 or even 52 weeks. When a person remains unemployed beyond
four to six months, his unemployment can hardly be regarded as a
short-term, temporary dislocation. The earnings deficiency from a
long-term unemployment problem is not easily distinguishable from
other chronic earnings deficiencies. Since most workers with chronic
carnings deficiencies will have access only to ABLE, those with UI
coverage should not receive added benefits of long duration.

Limiting UT benefits to short- or medium-term unemployment ap-
pears particularly desirable in light of: (a) the high wage-
replacement rates likely for recipients of UI who also become eligible
for ABLE; and (b) the high benefit losses facing those who consider
part-time work. Many observers note that UI replaces less than half
of weekly earnings for many beneficiaries. However, they often
measure this as a portion of gross earnings. Because this index fails
to take account of the tax-free nature of UI benefits, it is not the
measure relevant to the recipient. The recipient is interested mainly
in take-home pay. Looking at UI replacement rates from his view-
point, one finds that UI benefits are well above 50 percent of after-
tax weekly earnings for most workers who earn no more than the
median wage for their State. Although this net replacement rate
omits fringe benefits workers might receive if they remained at work,
it also excludes work expenses they would incur. If replacement
rates currently are high for many workers, net replacement rates
would rise still further with the introduction of an ABLE program
that supplements UT payments..

Strict time limits on UI benefits also are needed because the pro-
gram penalizes part-time work severely. Many, if not most, claimants
lose a dollar in benefits for each dollar of part-time earnings. A good
rationale for this policy is to prevent part-time work from resulting
in greater income for the beneficiary of UI than is received for full-
time work by many workers.” This would be unfair and would en-
courage spells of unemployment supplemented by part-time earnings.
Another rationale for this policy is that UI claimants should spend
their time in full-time job search so that they may leave the rolls
entirely. UI benefits are intended not only to cushion income losses,
but also to encourage claimants to search for a suitable job, not
simply any job. To the extent that part-time work would not inter-

“ "In part, this is because UI benefits, unlike earnings, are not subject to taxa-
on.



224

fere with productive job-search- activities, its absence is a loss to
society, and this loss is borne partly by the recipient and partly by
those ultimately paying the UI taxes. There is empirical evidence
that such disincentives to part-time work do in fact reduce the claim-
ant’s work activity, although it is not clear whether there is any
compensating benefit in improved job search.® One method for limit-
ing the extent of the part-time work disincentive without signifi-
cantly discouraging job search would be to reduce the duration of UI
benefits and to use the savings to intensify counseling and placement
cfforts of the Employment Service.?

3. UT should eliminate dependents’ allowances after enactment of
ABLE. Such allowances exist in 10 States and cover about one-
third of total UT recipients. There are two basic reasons to end these
allowances: First, large family size relates more to long-term needs
than to the severity of adjustments when actual earnings fall below
expected earnings (and hence, are a problem for ABLE not UI).
Second, work incentive problems are created by high wage-replace-
ment rates. If the percentage of after-tax earnings replaced by Ul is
about 50 percent for a single worker, adding in dependents’ allowances
raises the replacement percentage as high as 80 to 90 percent, and
significantly discourages some workers from minimizing unemploy-
ment. The problem is intensified by extension of family-sized benefits
beyond 26 weeks. The jobless worker is unlikely to improve his
family’s income by taking a job, because Ul typically “taxes” away
100 percent of wages by subtraction from the benefit check. ABLE
benefits, which rise moderately with family size, cause no such dis-
incentive because ABLE reduces benefits by only 50 percent of
earnings. Moreover, large families would receive dependents’ benefits
under ABLE when the worker was employed, not only when he was
unemployed. Thus, under ABLE unemployment could not boost
benefits to levels nearly equal to those of employment.

4. UI should increase the after-tax replacement rate for above-
average wage earners. Having witnessed dramatic reductions in
employment among well-paid workers such as engineers at Boeing,
the country understands that unemployment is not limited to medium-
and low-wage workers. There is a legitimate purpose in helping
all workers avoid sudden major drops in living standards. If Ul
benefits are to serve adequately as a temporary replacement for pay-
checks, UT benefits for above-average workers must rise. Currently,
the after-tax percentage of earnings replaced averages 60 percent for
an unemployed husband who is earning the median wage in his
State and has a nonworking wife. But the average replacement rate
drops to 46 percent for a worker who earned 1.3 times the median
wage in his State.’ Since ABLE would aid low- and moderate-wage

8 Joint Economic Committee, “Programing Income Maintenance: The Place of
Unemployment Insurance,” by Raymond Munts, Paper No. 7, p. 40.

®See Charles C. Holt et al,, The Unemployment-Inflation Dilemma: A Man-
power Solution (Washington, D.C.: Urban Institute, 1971) ; and “Manpower
Programs To Reduce Inflation and Unemployment: Micro Lyrics for Macro
Musie,” Urban Institute Working Paper 350-28, Washington, D.C., 1971, in which
a strong case is made on other grounds for enlarging placement services provided
by State Employment Service agencies.

3 Martin Feldstein, “Unemployment Compensation.”
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workers, the need for providing higher wage replacement through
UT to low- than to high-wage workers should recede.

ABLE’s ApyustMeNT TO Ul

Another issue is how ABLE should adjust to the presence of UL
UT recipients could be excluded from ABLE (as they now are from
AFDC-UF); or, in what amounts to nearly the same thing, each
dollar of UI benefits could reduce ABLE benefits by a dollar. An-
other option would be to ignore UI benefits altogether for purposes
of computing ABLE benefits. But a compromise somewhere between
these extremes seems most appropriate.

One reason for “taxing” Ul payments by reducing ABLE benefits
is simply that ABLE should adopt a comprehensive income defini-
tion. But there are additional reasons. Suppose ABLE checks were
unaffected by UI payments. First, a potential savings in ABLE costs
would be lost by ignoring families’ income from UIL Second, the
net income of many low-wage workers as jobless recipients of UI and
ABLE would be higher than, or nearly as high as, their net income
from full-time work. This would offer a strong inducement for
many workers to delay returning to employment. Many workers
would find that short-term unemployment covered by UI could
actually increase their income. This would be inefficient, and it
would be unfair to steady workers who did not take advantage of
the perverse financial incentive. Third, the UT claimant who obtained
part-time employment and remained on UI would actually lose in-
come. Each dollar of part-time earnings would reduce UI benefits
a full dollar in most States and would reduce ABLE payments by
50 cents. Thus, earning a dollar in part-time employment would cost
the dual recipient $1.50 in lost benefits.

The opposite of the above policy of ignoring UT benefits would be
to have ABLE take back every penny of them by subtraction from
the ABLE grant, as AFDC now does. But this would rob UI cover-
age of any value for large numbers of low-wage workers. Such an
outcome would violate the concept that experienced low-wage work-
ers suffering short-run and involuntary cuts in earnings deserve more
aid than those who have little or no earnings for other reasons.

A 100-percent benefit-loss rate on UI payments is particularly un-
desirable because of the current method of financing UL UI taxes
are levied directly on employers based on each employee’s first
$4,200 of earnings. To the extent that the UI tax is borne in-
directly by the employee through lower wages, low-wage employees
bear a higher percentage of Ul costs than do high-wage employees.
It would be extremely unfair for low-wage workers to pay the bulk
of UI taxes through lower wage rates while receiving none of the
benefits because of the interaction between UI and ABLE.®

1 However, there would be one advantage to having ABLE apply a2 high ben-
efit-loss rate to UI benefits: improved incentives to work part-time. Currently,
a Ul recipient in most States finds that each dollar of part-time earnings re-
duces his UT benefits by a full dollar. But if the ABLE program reduces its
benefits by 90-100 percent of UI benefits, the decline in UI benefits resulting
from higher earnings would be nearly offset by an increase in ABLE payments.
The mechanism would work as follows: a $1 increase in earnings would cause
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Since it is undesirable to apply very low or very high benefit-loss
rates to UI payments, the Subcommittee recommends an inter-
mediate rate of 67 percent as a compromise. The net result would be
to retain a total (post-UIL, post-ABLE) benefit-loss rate on part-
time earnings of 83 percent. Such a compromise mitigates but does
not eliminate the problems mentioned above. A jobless low-wage
family head who receives ABLE benefits might continue to find his
total income from UT and ABLE not far below his total income from
full-time work.?? Nevertheless, the compromise does appear to be
the best solution, given the current Ul system.

In summary, recommendations for coordination of UI and
ABLE are:

® UI eligibility requirements should be tightened, and UL
should cover only workers with a reasonable amount of
work experience;

® UI benefits should be limited to no more than 26 weeks, per-
haps somewhat less, and ABLE should fill income needs of
the long-term unemployed;

® UI dependents’ allowances should be eliminated ;

® UI benefits as a percentage of former net wages should be
raised for high-income workers, but should be limited to no
more than 50 to 60 percent for all workers; and

® ABLE should impose a 67-percent benefit-loss rate on UI
benefits.
Housing Programs

. Federal housing programs that subsidize shelter costs of the

needy would overlap with ABLE. Since both types of aid increase
the purchasing power of low-income families, it is necessary to exam-
ine the programs together to determine their joint impact. Housing
subsidy programs have purposes other than raising the real incomes
of poor families, such as increasing the supply of low-rent housing,
improving the functioning of the mortgage market, and reducing
racial discrimination in housing. This section focuses, however, on how
housing programs operate to provide real income to many low-income
families.

The major Federal programs that directly subsidize the purchase
of housing services, primarily on the basis of income, are low-rent
public housing, public housing under a homeownership program, rent
supplements, the new program which replaces the section 23 leasing
program, section 235 homeownership program, and section 236 rental
and cooperative housing program. Only these housing programs are
considered here.

a $1 decrease in UI benefits, which in turn would cause a 90-cent to $1 increase
in ABLE payments because of the reduced UI income and a 50-cent decrease in
ABLE payments because of the increased earned income. The net result would
be a 40- to 50-cent gain to the ABLE-UI recipient who earned an added dollar
from part-time work.

2 On the other hand, low-wage workers could end up bearing a higher than
average proportion of the costs and receiving a lower than average proportion
of the benefits of UL
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The essential question in coordinating benefit programs is: How
does each benefit program treat income derived from the other?
Consider first how housing programs should take account of ABLE
benefits. Virtually all current housing subsidy programs use income
as a criterion for determining benefits, although their methods vary.:?
In the rent supplement program the tenant must pay at least 25 per-
cent of his adjusted income as rent, and in the new program which
replaces the section 23 leasing program, the tenant pays a maxi-
mum of 25 percent of his adjusted income as rent, and the gov-
ernment pays the rest (up to fair market value). Tenants in section
236 subsidized units may pay a rent that is constant over a broad
range of income, but they are subject to an income test for admission
to the program. Rental payments in the public housing program are
set by local housing authorities. And, low-rent public housing tenants
are subject to the Federal provision that rental charges cannot exceed
25 percent of the tenant’s adjusted family income.

Housine ProegramMs’ TREaTMENT oF ABLE INcoMme

Since Federal laws direct that “income” be considered in deter-
mining housing benefits, the policy question is whether ABLE
benefits and income tax credits should be included in the income
counted by housing programs. Counting income supplements would
seem appropriate since payments are clearly part of any comprehen-
sive income definition and will be important sources of income for
recipients of housing subsidies. Moreover, similar benefits now are
included in the income definition of housing programs. Work incen-
tive and equity considerations clearly favor the inclusion of ABLE
and tax credits in the definition of income. If housing authorities
were to set rents at 25 percent of income but not to count ABLE
benefits, public housing tenants who received ABLE payments would
lose 75 cents in combined ABLE-housing benefits for each added
dollar of earned income. Alternatively, counting ABLE as income
for purposes of determining public housing rents results in lowering
the cgmbined benefit losses to 62.5 cents for each added dollar
earned.'*

** See U.S. Congress, Joint Economic Committee, Subcommitte on Fiscal Policy,
Handbook of Public Income Transfer Programs, compiled by Irene Cox, Paper
No. 2 (Washington, D.C.: Government Printing Office, 1972), pp. 223-252, for
the details on how different housing programs have taken income into account
in determining rent or mortgage payments, which in turn determine total benefits.

* A dollar of added earnings reduces ABLE payments by 50 cents. If housing
programs did not take account of changes in ABLE payments but did adjust rents
in response to earnings changes, then the added dollar of earnings would raise
rents by 25 cents while the decline in ABLE payments would have no effect on
rents. As a result, the recipient would lose 50 cents in ABLE payments and pay
an added 25 cents in rent with each added dollar earned. On the other hand, total
benefit reductions would be 6214 cents instead of 75 cents if housing programs in-
cluded ABLE in their definition of income. The 50 cent decline in ABLE pay-
ments as well as the $1 increase in earnings would affect the total income figure
used to determine rents. The net increase of 50 cents in income would cause a
1214 cent rise in rent charges (25 percent of 50 cents) for a total reduction in
benefits of 621 cents.
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ABLE’s TREATMENT OF HousiNG INCOME

The question of how ABLE treats housing income is more com-
plex. Currently, AFDC and SSI ignore housing benefits in calcu-
lating payments, but there are good reasons to change this policy.
Housing subsidies reach only a small percentage of the families
eligible on an income basis. This means that some low-income
families receive a sizable housing subsidy while most poor families
receive none.”> If ABLE ‘were to ignore income from housing sub-
sidies in computing its benefits, the result would be to perpetuate the
sharp disparity in combined aid available for families with equal
private incomes. A further problem is that of work incentives. If
ABLE benefits were not bigger for those with smaller housing sub-
sidies, the financial reward for the work of dual recipients would be
only 87.5 percent of added wages.

Including housing subsidies as income and applying a high ABLE
offset rate to housing subsidy income ¢ would improve work in-
centives considerably. Reducing ABLE benefits by a high percentage
of the value of housing subsidies also would lessen the pressure to
expand housing benefits as a way to help the poor. But, by increasing
the supply of housing, government programs to encourage construc-
tion and renovation of low-rent units still could make an important

- contribution to the welfare of poor families.

For all these reasons, the Subcommittee recommends that ABLE
count housing subsidies as income and reduce ABLE grants by 80
percent of the subsidy. The combined loss in housing and ABLE
benefits would total only 52.5 percent of added earnings, as compared
to a 62.5 percent rate if the ABLE program ignored housing subsidy
income, and 75 percent if both ignored each other, assuming a housing
gerllleﬁt formula that raised rent by 25 cents for each extra earned

ollar.

To see how this policy would reduce inequities among people with
equal incomes, assume that the annual value of a housing subsidy to
a family with $4,000 in income were $800. If ABLE ignored housing
subsidy income, the dual recipient would gain $800 more in subsidies
than an otherwise similar family of equal income that was unable
to obtain a housing subsidy. Applying an 80-percent benefit-loss rate
to housing subsidies would reduce the benefit differential to $160,
since $640 (80 percent of the $800 housing subsidy) would reduce
cash benefits from ABLE. This policy would allow dual recipients
to retain some advantage over ABLE recipients who lack a housing
subsidy, but the advantage would be narrowed considerably.

Local housing authorities would be required to specify a market
rent for every housing unit. Too high an appraisal would be unfair

B HUD estimates that only 3 percent of income-eligible beneficiaries receive
housing subsidies from any of the major subsidy programs. Of eligible benefi-
ciaries with incomes below $3,000, only 6.5 percent receive housing subsidies.
See House Report, “Housing in the Seventies.”

¢ The income value assigned to the housing subsidies would depend on the
housing program. For families in rental programs, the value would equal the;
difference between the market rent and actual rent paid by the family. In home-
ownership programs, the benefit would be the dollar value of the monthly inter-
est rate subsidy.
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to the housing subsidy recipient. Of course, if the estimated market
rent, exceeded the actual market rent significantly, the dual recipient
might lose from retaining the housing subsidy and so might decide to
move. Thus, vacancies that could result from too high an estimate
would act to restrain estimates by local housing authorities. At the
same time, the housing authorities would avoid making too low an
estimate of market rent in order to maintain their rental income.

A potential problem with this policy of having ABLE and housing
programs each define the other’s benefit as income is administra-
tive. Each program would have to keep track of benefits from
the other. A change in one benefit would affect the other in a chain
reaction. To deal with this problem and to improve on the existing
situation, which requires many local housing authorities to verify in-
comes of tenants, the Federal ABLE administration could compute
federally determined maximum rents under the Brooke formula for
each recipient of both cash income supplements and housing subsidies.
The Federal agency would have all the necessary income and family
information necessary to make such computations. Providing local
administrators with such information would reduce their administra-
tive workload.

In summary, we recommend that:

(1) ABLE benefits and tax credits be counted as income by
housing subsidy programs;

(2) ABLE benefits be reduced by 80 percent of housing sub-
sidy “income”; and

(3) The Federal ABLE administration compute federally
determined maximum rents for each recipient of both cash
income supplements and housing subsidies as an administra-
tive aid for housing officials. :

Child Care Subsidies

Demands for child care facilities and child care subsidies have
risen in recent years because increased numbers of mothers have
entered the labor force and because Federal law now requires some
welfare mothers to seek work. Since large child care expenses can
significantly discourage mothers from work, AFDC program rules
require States to reimburse working mothers for these and other
work expenses.!” In addition, Federal, State and local governments
have sponsored child care centers that are free to poor mothers, par-
ticularly working welfare mothers.

In discussing work expenses earlier (see chapter IX), we argued
that it was preferable to provide a general earned-income deduction
than itemized deductions for specific work expenses. The earned-

" A Senate-passed amendment to H.R. 3153 that attempts to prevent recipients
from gaining dollar for dollar credits on work expenses would allow recipients
to deduct child care expenses but no other work expenses.

f&lthough Federal regulations require States to reimburse AFDC mothers for
child care and other work-related expenses, a subcommittee staff study found
that 42 percent of AFDC families lived in States that, in July 1972, failed to
do so. See Joint Economic Committee, Paper No. 15, p. 21.
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income deduction preserves the work incentive features of child care
deductions, yet also encourages mothers to economize on child care
expenses. In this section we consider how child care subsidy benefits
should be treated under the ABLE program.

Day care may be supplied to families by providing a large number
of child care facilities and charging users a fee that rises with income.
This method was voted by Congress but vetoed by President Nixon in
1971. Another method is to consider day care for children under 5 a
downward extension of the public school system and to furnish it to
all children independently of income. Although both methods may
seem similar to the poorest families, they would have different impacts
on a general cash income supplement program like ABLE.

Day care subsidies that decline as income climbs present the same
issue for ABLE as housing subsidies that drop as income riges. If
ABLE and child care programs each were to cut benefits as income
rises, but take no account of each other’s reduction, the result would be
high additive benefit-loss rates that would discourage work. Also, the
programs would tend to intensify benefit inequities among families
of similar size and income. because child care subsidies are not avail-
able to all low-income families with children.

To deal with the problems resulting from having income-related
day care subsidies available to ABLE families, the Federal Govern-
ment could use the solution earlier suggested for housing subsidies.
Unfortunately, such an approach could be administratively costly.
ABLE administrators would have to know the fee schedules in a large
number of day care facilities: or each day care facility would have to
notify all customers of what they paid and what amount should be
reported as income to ABLE administrators.

We recommend an alternative method that achieves largely the
same results at far less administrative cost. This method is to dis-
allow the use of Federal funds for day care facilities that use fee
schedules based on income. The overwhelming majority of organized
day care facilities receive, and will no doubt continue to require,
Federal support. State and local governments that set up day care
facilities for low-income people generally make use of Federal money
allocated to social services.

Of course, some day care facilities will operate without Federal
funds and some of them might decide to charge fees based on income,
but there are unlikely to be enough of them to cause a significant
problem for ABLE. ’

Thus, enactment of the ABLE program should be accompanied
by laws that prevent the use of Federal money to support any
day care facility charging fees based on income. Instead, day care
facilities should be urged to charge modest, fixed fees to all users.
The proposed earned-income deduction (chapter IX) will par-
tially reimburse parents with low and moderate incomes for whom
even a modest fee might be a barrier.

A study prepared for the subcommittee found child care subsidies,

even more than other in-kind help, an undesirable and inappropriate
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way to help poor families.?® Since day care facilities using Federal
aid theoretically must meet stringent standards specified by Congress
and based on Federal regulations, subsidy costs per child are high.
Government expenditures per child far exceed what most working
mothers are able or willing to pay. In some cases, the day care subsidy
could be nearly as high as all other government subsidies combined to
a low-incorce family. Most low-income families probably would pre-
fer the dollar value of the day care subsidy in cash rather than in the
form of enrollment in an expensive day care center. Of course, there
might be reason to override the family’s preference if it could be
demonstrated that this would bring significant long-run benefit to the
child. And if the benefits outweighed the costs per child, it would be
wise to provide such care to all children who otherwise would lack
access to it. But best current information indicates that expensive day
care is an inefficient way to help poor children.

Coordination With Health Programs

In coordinating health subsidies with a system of income supple-
ments, there are three major issues. First, eligibility rules of health
care programs, by excluding certain groups, may introduce inequities
that the ABLE program has been designed to eliminate. Second,
the way in WhicE health care benefits are financed, or the way in
which coverage is restricted, can seriously reduce the work incentives
of ABLE recipients. And third, inadequate health care coverage can
exert pressures for higher ABLE payment levels.

Mepicaip aAND OTHER CURRENT ProGRAMS

Many Federal health care programs are of little concern in de-
signing an income supplement, because they provide for very specific
medical needs that either affect relatively few people (such as dis-
abled veterans who use VA hospitals) or are of short duration (such
as prenatal care in federally funded clinics for the poor). The dis-
tribution of health care resources among such programs is more a
problem of efficient use of health care dollars than of income main-
tenance.

But two health care programs do affect the incomes of a great
many people—the medicare program run by social security for the
aged and disabled, and the Federal-State medicaid program for
certain categories of the poor. Since access to medicare depends pri-
marily on age or disability—not on income—and since the aged and
disabled are largely excluded from ABLE, this section will focus on
the relationship of medicaid to income supplementation.t®

Coordinating the new ABLE system with medicaid is much more
difficult than some of the other integration problems previously dis-
cussed. Subsidized housing and food stamps can be handled much
more neatly than medicaid, for straightforward reasons. Food stamps
can be replaced by cash with few problems. Public housing and other

® Joint Economic Committee, “Day Care: Needs, Costs, Benefits, Alternatives,”
by Vivian Lewis, Paper No. 7, p. 102.
¥ For an analysis of problems in medicaid, see chapter II.

52-726 O - 75 - 16
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housing subsidy programs are not sufficiently widespread to require
cashing out. But medicaid is a valuable benefit to a large number of
people, and society’s needs for health care seem almost unlimited. In
short, one cannot simply abolish medicaid or cash it out; nor can the
problem of high combined benefit-loss rates be solved by imputing an
income value to medicaid benefits and counting them as income under
the cash plan. Congress could proceed with welfare reform and leave
medicaid as is for a while. But it clearly would be preferable to start
the ABLE plan under more rational circumstances.

NatioNaL Heant INSURANCE

Any attempt to improve medicaid requires that publicly subsidized
health care be expanded to cover more of the population. Groups not
now covered, such as needy couples with no children and most needy
two-parent families with children. must be treated more fairly, and
benefits must be related more sensibly to income. .

This report does not endorse a specific health insurance plan;
but we urge Congress to enact national health insurance as a
step toward rationalization of the many cash and noncash welfare
programs. The features of a health insurance program that are de-
sirable from the point of view of ABLE are described below.

Health insurance affects income maintenance reform in two basic
ways. First, the more a health insurance plan meets basic health
care needs cf all poor persons, the less pressure there will be on a
cash program to meet those needs. Second, health insurance benefits
for the poor give rise to an incentive problem in-terms of benefit-loss
rates. It is this factor—how a health plan “taxes” income—that is of
most concern in reform., :

If a generous package of medical benefits is determined to be the
plan of choice, and if coverage is extended to all groups of people,
the plan will be expensive, even net of current private and public
expenditures. Costs can be reduced by imposing premiums, deduct-
ibles, and co-payments. If these features are related to income so that
the poor pay less, the result would add to benefit-loss rates. _

A simple example shows how benefit-loss rates can escalate. Con-
sider the equivalent of a $700 health insurance package that is pro-
vided free to low-income persons, say below $4,000 for a family of
four, with the requirement that they contribute to the cost of their
insurance as their income situation improves. This requirement
would set up 2 benefit-loss rate for the medical plan similar to the
current food stamp benefit-loss rate. If ABLE reduced cash benefits
at a rate of 50 percent of income, and the medical plan imposed a
20-percent rate above $4.000, the family would face a combined 60-
percent benefit-loss rate above the $4,000 level.2° If the medical benefit-
loss rate were reduced to 10 percent, it would yield a combined benefit-
loss rate of 55 percent. However, lowering the medical benefit-loss rate
would make the medical plan more expensive, by extending health
subsidies to persons with higher incomes.

® For each dollar earned above $4,000, ABLE would reduce cash benefits by
50 cents. Thus, the medical plan would impose its 20-percent benefit-loss rate on
only the net cash gain of 50 cents (and so would reduce medical benefits by
10 cents). The combined benefit loss would be 60 cents per dollar earned.
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We recommend that whatever financing means is adopted, a
health plan should not reduce benefits by more than 10 cents per
dollar of earnings for the preponderance of lower-income
workers. A higher benefit-loss rate would not only make future welfare
reform more difficult; it also would affect the present work incentives
of AFDC recipients, food stamp recipients and taxpayers.

Integration With Other Programs and Benefits

Several other public programs give benefits to likely recipents of
ABLE supplements, so it is necessary to specify how they will relate
to the proposed new income supplements. '

How Bexerits ARE CoUNTED As INCOME

Since ABLE is based on financial need, it should take into account
the income people receive from other public programs. Some of these
other programs pay benefits that are principally or partially work-
related fringe benefits based on past earnings. Since such income from
private sources would be offset against a family’s allowances at a
67-percent rate, the same treatment is proposed for the public benefits.
Thus, we recommend that benefits from the following programs
reduce ABLE benefits by 67 cents for each benefit dollar:

(1) Social security retirement, disability and survivors’
benefits;

(2) Railroad retirement, disability, survivors’, sickness
and unemployment benefits;

(3) Workmen’s compensation, including compensation for
Federal employees;

(4) Public employees’ retirement, disability, survivors’ and
unemployment benefits, whether Federal, State, or local;

(5) Compensation to veterans and their survivors for
service-connected disability and death;

(6) Veterans’ education (GI bill) benefits; and

(7) Special benefits to disabled coal miners and their
survivors.

Another Federal program, non-service-connected pensions to vet-
erans (and to their dependents and survivors), serves a purpose sim-
ilar to ABLE. That is, it serves to keep income from falling below
some minimum level. In contrast to veterans’ compensation, which is
based on service-incurred disability, veterans’ pensions are based on
income need of veterans who have become disabled or aged after leav-
ing military service. Since the goal of the veterans’ pension pro-
gram is income support, its benefits will be offset fully against
allowances under the proposed system. That is, ABLE benefits
will be reduced by $1 for each dollar of veterans’ pensions.

Previous sections have described how current State and locally
administered welfare programs would either be eliminated or
reduced to a supplementary role under the new system. Two Fed-
eral welfare programs would be treated the same way, since their
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benefits are keyed to the State welfare benefit levels. These two
programs are:

(1) Assistance to Cuban refugees (Federal funds now reim-
burse States for welfare payments to refugees); and

(2) The Bureau of Indian Affairs (BIA) program of cash
aid to needy Indians on reservations.

~ It is proposed that BIA supplement “old law” recipients to pre-
vent their being worse off under the new system. In addition, BIA
would be authorized to supplement the new ABLE benefits for
Indians in any State where non-Indians are being supplemented
by the State. The BIA also could continue offering emergency
aid.

The new Federal BOGS program (basic opportunity grants to
students), aids college students based on financial need. Since ABLE
would cover the student-age population, some students could qualify
under both BOGS and the cash program. To avoid duplicate aid, it
is proposed that ABLE benefits to students be deducted dollar for
dollar from any entitlement they may have under BOGS. In other
words, BOGS would be offset by ABLE benefits at a 100-percent
rate. This is consistent with current BOGS policy regarding Federal
benefits to students from social security and the Veterans’ Administra-
tion.

Proposep CHANGES IN VETERANS’ PENSIONS

Two Federal programs now aid the needy aged and disabled: the
supplemental security income (SSI) program run by the Social
Security Administration, and the pension program run by the Vet-
erans’ Administration. The veterans’ pension program is conditioned
on the financial need of aged veterans, veterans who became disabled
subsequent to military service, and their dependents and survivors.
Despite valid historical reasons for this parallel program structure,
there is no reason why both SST and the VA program should continue
separately. Eventually, the two programs should be merged. Such a
merger would be best done in the context of changes in social security.
However, several changes could be made in the VA pension pro-
gram immediately that would both improve the present program
and make its rules more consistent with SSI’s. These proposed
changes are: 2

(1) Count more of a spouse’s income in determining the
pension amount. Presently, a working spouse’s earnings gener-
ally are not counted in measuring the veteran’s need. As a conse-
quence, some veterans are presumed to be needy and are given
benefits no matter how much their wives may earn.

(2) Promptly revise VA pension amounts upward or down-
ward as the pensioner’s income falls or rises through the year.
Since this is a program for the needy, benefits should be
changed as need changes. Such changes, especially benefit reduc-
tions, now are usually made at year’s end, distressing recipients
who have become accustomed to a higher total income over the
preceding months. .

® For a fuller description of the problems these changes are designed to cor-
rect, see chapter III.
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(3) Eliminate the income brackets now used to compute
pension amounts and compute them strictly on a formula
basis. This would eliminate the present income notch upon
leaving the last benefit bracket, a notch that can amount to
several hundred dollars a year. Thus, instead of having a few
dollars more in income. result in large pension losses, pension
benefits would decline smoothly to zero.

Programs for the Aged, Blind, and Disabled; Future Directions

SoCIAL SECURITY

A complex set of programs serve the aged, blind, and disabled,
including social security; supplemental security income and State
supplementary programs; veterans’ pensions (largely though not
exclusively limited to the above groups) ; railroad retirement and dis-
ability ; Federal civil service, foreign service, and military retirement
and disability ; black lung benefits for disabled coal miners; and food,
health, and housing programs for the aged. Fiscal year 1975 Federal
benefit outlays to annuitants, other aged, and the disabled are expected
to total $97 billion.

There is great concern over the future of these programs, their
fairness, and, most especially, their cost and financing. Social security,
the cornerstone program, is in deepening trouble, such that, in our
judgment, the entire benefit and financing structure urgently requires
careful review and prompt action. This is an exceedingly technical
matter and the specific problems are best analyzed by an independent
organization such as the Social Security Advisory Council. We
hope that this council, recognizing the growing necessity to channel
public funds efficiently, will reach beyond traditional notions of
what can and should be achieved by social security to make a com-
prehensive study of its role in conjunction with other public and
private programs for the aged. Because the structure and financing
of social security are unger active review by the Council, we
advance few specific recommendations for that program or the
major need-related programs for the aged, blind, and disabled. All
these programs should be reoriented as part of one package, so
that they operate smoothly together with: less overlap among
functions. Specifically, we believe that social security must be
reoriented to perform a stricter wage-replacement function.

In our judgment the social security program has been stretched too
far in order to serve traditional welfare functions. Through social
security we have been trying to do contradictory things. We want
benefits to be “adequate” for the poor, and yet we want to relate
benefits to past earnings so that higher income workers do not suffer
large declines in their standard of living. But there is no way to pro-
vide adequate earnings-related benefits to people with a history of
inadequate earnings. So, we have increasingly warped the benefit
schedule in favor of those with lower covered earnings.

Unfortunately, expanding social security is one of the most
expensive, inefficient and inequitable ways to help those in need.
It is overly expensive because the benefits of “welfare elements”
go to high- as well as to low-income persons. It is inequitable be-
cause the taxes financing these benefits come from a payroll tax
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that requires relatively more from the poor worker than the rich
one. It is also inequitable because, forced to serve welfare purposes,
funds are siphoned away from wage-replacement for steady workers.
It is inefficient because truly low-income persons can receive SSI.

To date, social security benefits have far exceeded the payroll
taxes paid by most beneficiaries and their employers, plus accumu-
lated interest. The cost of benefits for each generation of benefici-
arles—yesterday’s workers, their families, and survivors—is paid by
today’s workers and their employers. Because the work force and
economy have expanded rapidly, payroll tax collections have risen
fast enough to permit retired persons to share fully in the Nation’s
economic growth and productivity gains. It has been easy to use social
security to help many people who are assumed to be needy without
explicitly cutting back on benefits to retired and disabled workers
with steady, high-wage work histories. However, this happy situa-
tion is not likely to endure. No longer is the work force expanding
faster than the population of ex:workers and their dependents and
survivors, It is estimated that in the coming fiscal year 100 million
workers will be paying $64 billion in payroll taxes to support 30 mil-
lion social security beneficiaries. That is only slightly more than
three workers supporting each beneficiary. Because of the changing
age distribution of the population projected for the beginning of the
next century, however, this already low ratio of payors to payees will
worsen. Based on current trends, by the year 2125, it is expected
to shrink to 2.2 workers per social security beneficiary. Not only will
‘there be more retirees for each worker to support, but those retirces
will have to be supported longer. since many workers now retire before
age 65, and life expectancy is rising. It is clear that we cannot o on
lowering the aoe of paid vetirement, yet there were on the calendar
of the House Wayvs and Means Committee in April 1974 a total of
26 bills to either lower the social security retirement age or reduce
the financial penaltv for early retirement. Further liberalization of
the system eventually will become impossible to finance with a tol-
erable payroll tax rate and taxable wage base. It will be difficult
even to keep pace with the law’s present promise of cost-of-living
increases without resorting to general revenue taxation, to further
increases in the wage base on which social security taxes must be paid,
or to a higher payroll tax rate. Resorting to general revenue financing
would shift the burden somewhat but would no# reduce the heavy cost
to taxpayers. (Moreover, Federal, State and local general revenues
also will be strained in future years to fulfill the liberal pension
pledees made to public employees.)

The aging of the population will force a re-evaluation of the
proner roles of social securitv and other public pension programs,
on the one hand, and cash aid based on income, on the other. The
goal of adequate income for the aged need not be discarded. but
the stress must be on greater efficiency in the use of tax dollars.
Pressnre to help the needy must be removed from social security.
Equallv important, candor is required and overdue about social
security as well as other public retirement programs and about
private pensions. Current social security beneficiaries have not
been discouraged from the belief that everv penny of their checks
has been “earned” because of their taxes. No‘effort is made to ap-
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prise workers automatically (say, every year) of their accumulated
retirement benefits to date and future projections. These comments
apply with equal force to other public retirement programs.

THE RoLE oF NEED-Basep Procrasrs

We have argued that public retirement programs be reoriented
to perform stricter wage-replacement roles. At the same time, SSI
should continue to provide an income floor for the aged, disabled, and
blind, and ABLE should be enacted to assure a minimum income for
all other persons.

We have recommended three improvements in SSI to coordinate
it with the ABLE plan. But SSI must be strengthened and enlarged
if it is to substitute for the welfare elements of social security and
other public retirement and disability programs. Supplemental secu-
rity income benefits, now set at $146 for individuals and $219 for
couples, should be raised, initially by more than cost-of-living
increases, and eventually by price changes alone. Raising this cash
amount, will help needy recipients more than other piecemeal ventures
for the iﬁed such as transportation stamps, housing allowances, and
extra food stamps.

Because programs for the aged, blind, and disabled do not constitute
a coordinated system, small changes in one program can have unfor-
tunate and unintended consequences. If social security benefits are
increased, some people lose valuable medicaid coverage; others are
removed from the veterans’ pension program; many receive no gain
because it is offset by welfare benefit reductions ; others must pay more
for their food stamps or for their public housing and do not under-
stand why. Efforts should be made to help people understand why
income-tested benefits must change when income rises. ‘

Although the problems are complicated by recipient misunder-
standing, they are basically structural. Perhaps the most critical is
that recipients of SSI or State supplements to SSI see no gain from
social security increases unless corresponding increases are granted in
cither or both the need-based programs. For SSI, this problem should
be solved by coordinating social security and SSI increases, as pro-
vided for in Public Law 93-368.

The second serious problem is that the value of social security bene-
fits and coverage declines as welfare benefits are raised. More and more
social security annuitants will find that their total monthly income
is only $20 above what it would have been if they had never paid
social security taxes. Moreover, all social security beneficiaries without
other private income who qualify for SSI will have identical total
incomes, regardless of the amount of the taxes they paid to social
security or the size of the benefit checks they receive from social secu-
rity. This is because, except for $20 monthly, all social security income
offsets SSI benefits on a dollar-for-dollar basis. Since a substantial
share of social security beneficiaries now receive amounts greater than
employer-employee contributions plus interest, there is some logic to
a 100 percent benefit-loss rate. But if social security is reoriented so
that benefits more truly are earned, the SSI benefit-loss rate
applied to social security income should be reduced at least to 67
percent. This would permit a desirable differentiation among
retirees based on their former status as social security contributors.



Appendix A. Description of Programs

This part provides brief descriptions of the various programs dis-
cussed in the body of the report. For detailed descriptions of both the
laws and program operations of many programs mentioned below, see
Handbook of Public Income Transfer Programs, Paper No. 2, pre-
pared for the Subcommittee on Fiscal Policy, Joint Economic Com-
mittee, October 16, 1972, and available from the U.S. Government
Printing Office.? See also Social Security Programs in the United
States, prepared in 1973 by the Social Security Administration and
available from the Department of Health, Education, and Welfare or
the U.S. Government Printing Office.

Programs are grouped here as they were in table 3 of chapter I,
benefits primarily for the needy, social insurance, and deferred
compensation.

BexeriTs PrRIMARILY FOR THE NEEDY

Cash

Aid to families with dependent children (AFD(C).—Federally aided
cash assistance is provided at State option to needy families with de-
pendent children whose father is absent, incapacitated, or in 24 States,
unemployed. Benefit amounts, set by States, vary by family size, and
are decreased as the family’s other income rises. The program is ad-
ministered and partially funded by State and/or local governments.
The percentage of AFDC costs paid by the Federal Government
ranges from 50 percent of total costs in New York to 80.55 percent in
Mississippi. All 50 States, the District of Columbia, Guam, Puerto
Rico, and the Virgin Islands offer AFDC benefits to families without
an able-bodied father.

Supplemental security income (SSI)—Cash assistance is provided
by the Federal Government to needy aged, blind, and disabled per-
sons. Benefit amounts vary by the number of eligible persons in the
family, and are decreased as the family’s other income rises. The pro-
gram, which began in 1974, is administered and funded by the Federal
Government. It provides a uniform national income floor that is sup-
plemented by two-thirds of the States. SSI replaces Federal-State
programs of aid to the blind, aid to the aged, and aid to the perma-
nently and totally disabled.

. E'mergency assistance (EA).~—Federally aided emergency aid is
extended at State option to needy families with children under fed-
erally approved State plans. The Federal Government pays 50 percent
of the cost. Benefits may be in the form of cash, voucher payments, or
goods and services, but are limited to 30 days’ duration in a 12-month
period. Twenty-two States reported expenditures under this program
in February 1974.

* Scheduled for revised publication, fall 1974,
; (238)
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Assistance to Cuban refugees—Fully Federal cash assistance is
extended to needy Cuban refugees by State and local governments.
This program af’so finances health care facilities for refugees in
Dade County, Florida, resettlement costs in other parts of the Nation,
and special aid to school districts burdened by large refugee
populations. ' ) .

General assistance to Indians—The Bureau of Indian Affairs
(BIA) offers cash assistance to needy Indians who reside on reserva-
tions or in areas under BIA jurisdiction, when such aid is not avail-
able from State or local public agencies. All costs are paid by the
Federal Government. Benefit amounts are the same as those in State
public assistance programs, except that no income is disregarded in
con};puting benefits. o )

eterans’ pensions.—The Veterans’ Administration gays benefits to
disabled veterans in need and to their dependents and to needy sur-
vivors of deceased veterans. For pensions, the disability or death need
not be service-connected (other benefits, known as compensation, are
available without regard to income for veterans disabled by their mili-
tary service).

eneral assistance (GA).—Welfare payments are made in cash or
in kind by States and localities to low-income persons ineligible for
federally subsidized aid—two-parent families with an employed
father, the nonaged poor without children. General assistance pro-
grams are authorized, administered, and financed solely by State and
local governments. Rules of eligibility and benefit levels vary widely
from place to place, and some localities offer virtually no general
assistance.

Food

Food stamps.—The Department of Agriculture, through local wel-
fare agencies, provides food coupons for needy families and indi-
viduals. Eligible persons without countable income receive free
stamps; others buy them for a price that rises with counted income.
For households of the same size, ccupon allotments and prices are uni-
form across the Nation. The coupons are redeemed at face value by
grocery stores for food items purchased by recipients. State and local
governments share administrative costs with the Federal Government,
but cost of the bonus stamps is paid by the Federal Government. All
counties now are required to offer food stamps, but until the latter
part of 1974 they could, instead, provide the poor with surplus com-
modities donated by the Agriculture Department.

Food distribution.—Prior to mandatory extension of the food stam
program to all counties, the Department of Agriculture, through loca.
welfare agencies, provided surplus commodities for needy families and
individuals in counties that did not participate in the food stam pro-
gram. Income limits for eligibility were set by States and varieg with
family size. All eligible persons received the same package of com-
modities, varied by family size. State and local governments paid most
of the administrative costs.

School lunch, breakfast, and special milk programs.—The Depart-
ment of Agriculture makes cash and commodity grants to schools for
subsidized lunches. Grants are made through State educational agen-
cies in some States and directly to schools in the others. Participating
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schools must agree to provide free or reduced-price lunches for stu-
dents from needy families, based on income standards set by the De-
partment of Agriculture.

Supplemental feeding.—Foods are donated by the Federal Govern-
ment for pregnant and lactating women (and infants up to 13 months
old) who receive free or substantially free medical care.

Special supplemental feeding for women, infants, and children
(W1C).—A specific package of foods, financed by Federal cash grants
to State departments of health, is made available to pregnant and
lactating women and children up to 4 years of age who receive free or
subsidized health care.

Meals for the elderly—Where available, this Federal program offers
five hot meals per week for those over 60 years old (and their spouses)
who are unable to afford proper meals or without ability or desire to
prepare them. Regulations prohibit any test of need.

Health

Medicaid.—State and local governments make vendor payments
for medical care on behalf of needy families, the aged. blind. and
disabled. The Federal Government pays from 50 to 80.55 percent of the
cost. Most beneficiaries are recipients of Federal cash assistance
(AFDC or SSI), but in some States additional persons defined to be
medically indigent are also eligible. (For administration and financ-
ing. see “aid to families with dependent children.”)

Veterans’ hospital, domiciliary, and medical care (non-service-
connected disability).—The Veterans’ Administration, through direct
operation of a national hospital system and through grants to various
types of State facilities, provides free hospitalization and other types
of institutional and medical services to veterans. Veterans whose illness
is unrelated to military service may receive care from VA if they are
VA pensioners or if they declare themselves financially unable to pay
for health care.

Comprehensive health services—157 comprehensive health centers
operated as of autumn 1974 in areas with high concentrations of poor
people and marked inadequacy of health scrvices for them. These
centers, founded by local health groups and institutions, coordinate
the delivery of health care to the target populations. There are
federally set income eligibility ceilings which vary by family size,
but some of the former OEO centers extend eligibility to higher
levels, charging fees as income rises.

Dental health of children.—Dental care is provided to children in
low-income areas who otherwise would lack such care. Projects are
- operated by local health departments with Federal grants.

Other child and maternal health care—Programs include: health
care of children and youth (comprehensive health care for children
in low-income areas who otherwise would lack care): intensive in-
fant care projects (first-year health care to very high risk infants
who otherwise would lack care) ; maternity and infant care projects
(prenatal and postnatal care, including dental services, for mothers
who otherwise would lack care) ; crippled children’s services (diag-
nostic and medical care for crippled children). Projects are financed
by partial Federal grants.
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Housing

Low-rent public housing—Housing units are made available to
needy families and individuals at below-market rents by local housing
authorities. Public housing rents are related to household income and
family size. : :

Local housing authorities receive funds from the Department of
Housing and Urban Development to help them meet debt service and
maintain rent levels. Every family in regular public housing must
pay a rent not less than either (a) 5 percent of its gross income or (b)
that portion of its welfare payment (if any) specifically designated
for housing, whichever of the two is higher.

There are also homeownership programs for public housing tenants,
including programs that permit tenants, by performing maintenance
labor, to build up “sweat equity” in the unit.

Sec. 235 homeownership assistance—Low- and moderate-income
families receive insured mortgages, on which monthly interest subsi-
dies are paid to the mortgage lender. Initial income eligibility limits
are related to (though higher than) those set by local housing authori-
ties, and family payment requirements are fixed in the law and are
related to income. Income limits are set at 80 percent of the median in-
come for the housing market area.

Sec. 101 rent supplements.—The Department of Housing and Urban
Development makes payments to the owners of approved multifamily
rental housing projects in order to permit their charging below-
market rents to needy families and individuals. Rents charged must
be at least 25 percent of income after certain deductions.

Sec. 836 rental housing assistance.—Federal interest reduction pay-
ments are made to reduce the debt service requirements of a market-
rate mortgage. Mortgages may be insured by the FHA or projects may
be financed through a State or local program of loans, loan insurance,
or tax abatement. Benefits are passed on to tenants in the form of
lowered rents. Income eligibility limits are set at S0 percent of median
income in each area.

-Lural housing loans (sec. 502).—Loans for low- to moderate-income
families to buy, build, or improve homes and farm service buildings.
Loans are insured and low-income families receive interest subsidy
payments. In general, for interest subsidies the adjusted family in-
come limit is $5.000: but exceptions may be allowed to $7,000, and with
approval of national office, higher.

Low-income housing repair loans (sec. 504).—Direct loans for
essential minor repairs for low-income rural homeowners who cannot
obtain insured loans.

Farm labor housing (secs. 514 and 516) —Insured loans and grants
for housing farm labor (chiefly migrants).

Rural self-help housing technical assistance (sec. 523).—Grants for
nonprofit organizations to hire persons who will train low-income fami-
lies to build their own homes in rural areas. )

Indian housing improvement program.—Grants to needy Indians
for housing repair and construction.

FEducation

Basic educational opportunity grants (BOG).—Basic grants not
exceeding one-half the cost of attending an institution of post-second-
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ary education are available to needy students. The Federal Govern-
ment certifies eligibility for grants. ' L

College work-study.—The Office of Education makes grants to insti-
tutions to pay wages for students. This program provides part-time,
on- and off-campus employment at the student’s individual institution.
The student receives earnings limited to his need.

Supplemental educational opportunity grants (SEOG) —Grants
for students of exceptional financial need, for which the institution
determines eligibility. . :

Direct loans (formerly NDEA student loan program).—Loans are
available for students from needy families. The Federal Government
El(')ovides capital for the loans, and interest reverts to the loan fund.

ans are administered and eligibility determined by the student’s
institution of post-secondary education.

Guaranteed. student loans.—Loans may be obtained from partici-
pating lenders for educational expenses. The Federal Government may
pay a limited amount of interest on the loans of students while the
student is in school. A student’s institution of post-secondary educa-
tion determines eligibility.

Nursing student loan program.—The Federal Government provides
low-interest loans for students in need and scholarships for those in
“exceptional need,” as determined by the individual institution.

Health professions student loan program.—Low-interest loans are
available for students in need and scholarships for those in “excep-
tional need.” Students covered are those at schools of medicine, den-
tistry, osteopathy, optometry, podiatry, pharmacy, or veterinary medi-
cine. Institutions decide students’ need, but funds made available to
them take into account the proportions of their students from low-
income families.

Headstart—Federal project grants for comprehensive programs of
educational, nutritional, medical, dental, psychological, and social serv-
ices for pre-school children from low-income families. Ninety percent
of the enrollees in a program must come from families whose income
is below the established poverty guidelines.

Vocational education work study.—Part-time jobs are provided for
vocational education students who need earnings to stay in school.

Jobs and Training

Neighborhood youth corps.—Federally funded jobs and training for
students from poor families, eliminated as a national program by the
Comprehensive Employment and Training Act (CETA), signed into
law in late December 1973. :

Operation mainstream.—Federally financed jobs for adults with
poverty-level income who are chronically unemployed (40 percent
must be more than 55 years old). (Eliminated as a national program
by CETA.)

Senior community service employment.—Jobs for low-income per-
sons 55 or older with poor job prospects. Jobs are to pay at least the
Federal minimum wage ($2.00 per hour) or the prevailing wage
for the task, but no more than $3.00 per hour.

Job Corps—Job training, counseling, health care in 65 residential
centers is provided for low-income young men and women aged 16-21.
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Work incentive projects—On-the-job training, classroom training,
and work experience for welfare recipients. .

Senior companions.—Part-time jobs for low-income persons, 60
or over, to provide supportive services to persons (other than children)
with exceptional needs. Federal poverty %:iudelmes for eligibility are
used, with allowance for higher income 1n high-cost areas. Jobs pay the
Federal minimum wage. Stipends are tax free and cannot be counted as
income by any benefit program. ] )

Career opportunities program.—Jobs for low-income community
residents and Vietnam veterans as teacher helpers and other para-
professionals in schools in areas with highest concentration of low-

mcome families. ) .
Social Services

Services to needy families on welfare (and to former and potential
welfare jaanilz'es{.—Services include counseling (money and home
management, child development, family planning), day care, home-
maker services, health care. Services are financed by Federal, 75-per-
cent grants to States.

Services to needy aged, blind, or disabled.—Services include home-
maker services, chore services, assistance in getting medical care, and
similar aid. Current, former, and potential recipients of SSI (and
State welfare) are eligible. Services are financed by 75 percent Federal
matching funds.

Legal services for the poor.—Local communities set income rules for
providing legal services, limited to civil cases, to indigent clients.

SociaL INSUBRANCE

Cash

0Old-age and survivors insurance (OASI).—Social security benefits
are paid to insured workers who are 65 years of age and retired, and
to their dependents. Reduced benefits are available at age 62. Benefits
are also paid to survivors of deceased workers who had social secu-
rity insured status at the time of death. Benefits are paid from a trust
fund, which is financed by an 11.7 percent payroll tax on individual
earnings up to $13,200 per year (employer and employee each pay
5.85 percent). This payroll tax finances old age and survivors’ insur-
ance, disability insurance, and the hospital insurance programs. Most
nongovernment jobs are covered by the social security system. Benefit
amounts are based on average covered wages, but amounts are rela-
tively higher for low wages than for high wages.

Disability insurance (DI).—Social security benefits are paid to in-
sured workers who become permanently disabled and unable to con-
tinue working and whose disability is expected to last 12 months, and
to their dependents. When a disabled beneficiary reaches age 65, he is
transferred to the old-age insurance program. Disability benefits are
financed by a separate allocation from the social security trust fund.

Unemployment insurance (UI).—Benefits are paid to persons cur-
rently unemployed who meet minimum requirements for prior employ-
ment in covered jobs. Benefits are related to prior wages; the duration
over which benefits can be paid depends on total earnings and time



244

emploved while previously in the work force. Specific benefit amounts
and eligibility rules are set by the States, which administer the pro-
gram through the State employment offices. Benefits are financed by
employer taxes on the first $4.200 of each covered employee’s annual
wages. The taxes are paid into the Federal Unemployment trust fund ;
the trust fund reimburses the States for benefit payments. Unemployed
civil servants and ex-servicemen are covered by Federal law adminis-
tered by the States, but federally funded. Extended UT benefits are
financed half by the Federal Government, half by the States; but
emergency extended UI benefits are wholly paid by the Federal
Government. :

Trade adjustment allowances.—A special program for workers ad-
versely affected by trade concessions, provided by the Trade Expan-

sion Act of 1962, is financéd by general revenues and pays federally
set benefits. o L '

' Black lung benefits for disabled coal miners—As a part of the Coal”
Mine Health and Safety Act of 1969, Congress authorized the Social
Security Administration to pay benefits to coal miners disabled by
pneumoconiosis (black lung. disease) and to the survivors of miners
whose deaths are attributable to'the disease. Benefits are paid out of
‘general revenues and 'are related to the wage'level for a GS-2 Federal
civil servant rather than to'the minér's-wage. For'most new ¢laimants
since ' June 1973 the program has operdted-as a'workmen’s compensa-
tion program administered by the Department of Labor! - ~ .

- Railrood employeé benefits —The: Railroad Retirement Board runs
programs of " retirement,-disability,  survivors’; ‘unémipléyment. and
sickness insurance for covered railroad workers and their dependents.
Benefits are financed by ‘an’ éiployeriemployee tax of 21.20 percent
on individual wages up to $13,2210 per year (employees pay 5.85 per-
cent and employers 15.35 percent).’ Retirement, disability, and sur-
vivors’ benefits are paid from the Railroad Retirement trust .fund;
unemployment. and sickness’ beneéfits ‘are paid ot of the Unemploy-
ment trust fund. Benefits are related to.covered wages earned by the
worker. in the. railroad industry; “retirement benefits’ are partially
‘coodinated with those paid under social security for those with vested
rights under both. social security and’ railroad retirement. .However,
recently enacted legislation will eliminate dual benefit rights for fu-
ture beneficiaries, = - ' o ST

o oo T . Health, . ‘
" Medicare.~Vendor payments are- made by the Social Security Ad-
ministration on behalf of eligible elderly individuals for- covered
medical expenses. Pavments are made from'two trust” funds, the
Hospital Insurance (HI) trust fund and the Supplementary Medical
Insnrance (SMI) trust fund. Virtually all of the aged aré enrolled -
in the HT program. which is financed by the employer-emplovée nay-
roll tax. The SMI fund is financed by ‘general revenue contributions
and by individuals’ premium payments, set at $6.70 per month
per insured individual in July 1974. The SMT program provides insur-
ance against most medical costs except prescription drugs. Persons
elicible for disability insurance (DI) payments for 24 consecutive

months are now eligible for HI and SMI. Persons afflicted by kidney
disease and who are covered by social security as a worker, dependent,
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or survivor—though not receiving social security benefits—are newly
covered by HI and SMI. '

DEFERrRED COMPENSATION
Cash

Veterans’ compensation.—The Veterans’ Administration makes pay-
ments to veterans with service-connected disabilities, the amount of
the payment varying with the degree of disability. Payment levels
are set at rates intended to replace the income an average man would
lose if suffering from the different levels of disability. There is also
a dependency and indemnity compensation (DIC) program to com-
pensate the survivors of veterans whose deaths were attributable to
service-connected causes. DIC benefits for widows and children are
related to the military pay grade of the veteran. DIC benefits for
dependent parents ave related to the parents’ income.

Civil service retirement.—Benefits are paid to Federal civil servants
retired because of age and length of service or disability and to the
eligible survivors of deceased civil 'servants. Benefits are paid from
a trust fund financed by a contribution of 14 percent of current civil
service pay (7 percent from employees, 7 percent from the Federal
Government). Benefit amounts are calculated as a percentage of the
retiree’s salary averaged over the highest 3 years with the percentage
rising with length of service. Benefits increase automatically with
increases in the Consumer Price Index.

Retirement (other programs).—In addition to the retirement pro-
grams described individually above (OASI, railroad retirement, civil
service retirement), the Federal Government also administers several
other retirement programs for employee groups. Some of them (for
example, Foreign Service retirement) require contributions to trust
funds by employees and the Federal Government. Others (the mili-
tary, Coast Guard, and Public Health Service retirement programs,
for example) are noncontributory and are financed from general
revenues. '

Workmen’s compensation.— W orkmen’s compensation programs pay
cash benefits and medical expenses to persons out of work due to work-
related injury or disease. Federal employees are covered by a Federal
compensation program, but there is no Federal financial or adminis-
trative role in the programs protecting other employee groups.
Consequently, they vary greatly from place to place. Financing is gen-
erally by employer contributions to insurors of the covered work force.
In some States a State insurance fund is designated to operate the
program. In other States many commercial insurance companies share
the operation on a competitive basis. Cash benefits paid are related to
the worker’s prior wage level.

Health

Veterans® medical care—The Veterans’ Administration, through
direct operation of a national hospital system and through grants to
various types of State facilities, provides free hospitalization and
other types of institutional and medical services to veterans. All vet-
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erans whose medical problems are service-connected receive these serv-
ices without charge.
Housing

Veterans® housing loans.—The Veterans’ Administration guarantees
or insures loans to veterans.

Education

Veterans’ educational assistance—The Veterans’ Administration
provides a stipend, per academic month, to veterans for educational
assistance. Additional cash aid is available if the veteran needs tutorial
help or has dependents.

Vocational rehabilitation for veterans—For veterans with at least
a 30 percent disability, a subsistence allowance plus free tuition, books,
and supplies are provided by the Veterans’ Administration.

War orphans’ and widows’ educational assistance.—For survivors
of veterans and for dependents of disabled veterans, the Veterans’
Ad:lninistration provides a stipend per academic month of full-time
study.



Appendix B. A Model of Program Design Trade-Offs

To see the conflicts in program design clearly, it is useful to look at
a simplified model. Assume that 50 units of government aid can be
budgeted to help the poor. Further assume that the government low-
income standard per family of 3 is 10 units per family. Families of
three are considered poor if they have less than 10 units, and near-
poor ! if they have 10-12 units. Upon analysis, the poor and near-poor
population 1s found to be comprised of 15 families. Ten consist of
mothers with two children each, and the other five consist of a mother,
father and one child. Most of their income is from wages, but one of
the broken families receives a survivors’ check from social security, and
one of the two-parent families receives unemployment insurance. The
income situation of the 15 families is as follows:

Mother and 2 children: I%'ﬁnﬁ: deficit cff".‘f%’&‘f
Family A eeeeeea - 0 10
Family B___ e 3 7
Family Co i 5 5
Family D_ . ... 6 4
Family E . o oo eeeeee 7 3
Family ¥ ... 9 1
Family G_ o ... 10 0
Family H_ . e 11 0
Family I_ - 11 (i}
Family J o oo 12 0

74 30
0 10

5 5

6 4
9 1
11 0
31 20
105 50

The five near-poor families collectively have 55 units, but the 10
poor families have only 50. Thus, the total income deficit, or poverty
gap, is 50 income units, equal to the units of aid that the government
has available. How shall the aid be distributed? There are four
main options:

Oprion 1. Pay 100 PercexT oF Unit DEFICIT To SoME CATEGORIES
oF THE Poor

Our first option—the one adopted for the family portion of public
assistance 1n 1935—is to restrict aid to women and children on

! The Census Bureau defines the “near poor” as those whose money incomes are

less than 25 percent above the poverty line.
(247)

52-726 O - 75 - 17
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grounds that they are less able to work than two-parent families
and are disproportionately poor. The six poor one-parent families
suffer an income deficit of 30 units, compared with the 20-unit deficit of
the four poor intact families. Thus, 30 units are spent to bring the
six broken families up to the adequate income level—but nothing is
given to the four intact families who are poor, nor to the five near-
poor families. This leaves a government surplus of 20 units. How-
ever, undesirable consequences follow. First, some of the four two-
parent families who are unable to make ends meet split up so that
the women and children at least have access to government units.
Soon more than 10 of the families are “fatherless.” Second, some of
the recipients reduce their private efforts to acquire units, since they
are assured 10 units without work and their aid is reduced by the
full amount of their earnings. Their jobs, generally low-paid,
lack any appeal other than money, and that appeal now is gone.
Third, some of the four women heading families who used to keep
themselves from poverty by earning 10, 11, and 12 units decide to
settle for the government’s 10-unit income floor; and they, too, stop
acquiring private units. They reason that their net earnings—after
taxes and work expenses—are below 10 units anyway. Soon the in-
come deficit .of the 15 families has climbed above 50 units, the budg-
eted amount. The categorical aid of Option 1 has aggravated the
problem it sought to solve. o

Opriox 2. Pay 100 PrrcexT oF Unrr Derrorr To Art, Wao Are Poor

A second option is to renounce categorical aid, which promotes
formation of eligible poor families, in favor of help for all poor
families. Since the deficit of the poor families totals 50 income units
and since the government has 50 units of aid to spend, the obvious
formula is to distribute the 50 units exactly according to.measured
need. This gives each family at least the minimum total of 10 units.
YPoverty is ended. But there are many undesirable consequences as
well. First, all the poor families are equalized at 10 units, regardless
of how many. units they have privately and regardless of the reasons
for their lack of sufficient private income units. The two families
who had nine units of their own feel that their work has been ig-
nored and they resent being no better off than those- who earned
fewer income units. The two families with social security and unem-
ployment insurance checks also resent winding up with no more than
those. who earned nothing. In time, many of the poor families
who formerly worked to acquire some income cease to do so, since
they now can get 10 units in any case. Moreover, some of the five
near-poor families stop working, too, since they can net as much
from leisure. Soon more than 10 families have private income below
the poverty standard, and the total deficit rises to, say, 85 units, up from
the 50-unit deficit at the start of the program. Because of reductions
in work effort, the budgeted amount of 50 units no longer is sufficient.

OetioN 3. PaY Poverry Lever Benerrrs To THE PENNILESS, REDUCE
A1 GrapuALLY AS Private Income Rises

A third option is to give units to all needy families, but to do so in
a way that recognizes differential private income—a proxy for
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differential effort as well as differential need. This option seeks to
cncourage the needy to continue or commence their self-help efforts
by permitting them some net gain above the income floor from work.
It does this by bringing all who have some private income units
above the income floor.

Like Option 2, Option 3 gives a full 10 units to all penniless fam-
ilies, but, unlike Options 1 and 2, it withdraws these units onlv
gradually when recipients acquire some units of their own. Thus,
formerly penniless Families A and Aa can lift their total income
above 10 units by work. If one-half unit of aid is subtracted for each
full unit of private income, for example, it takes 20.units of private in-
come to wipe out their 10-unit aid entitlement. This schedule of aid
looks as follows:

OptION 3

Government- Families’
Families' private units Deficit provided units total units
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As the schedule shows, Option 3 always rewards those who have
‘earned some private units, but it extends aid beyond the “adequate”
level of 10 units. Its eligibility cutoff is not reached until private in-
come totals 20 units, double the “adequacy” standard. Such a program
will cost much more than 50 units, since (a) more families will be
cligible (all families of three with less than 20 units of their own),
and (b) payments will be larger than under Option 1 for all families
except the penniless. If we apply this schedule only to our original
population of 10 poor and 5 near-poor families, in fact, it will cost 97.5
units of government aid. This is almost double their original poverty
income deficit of 50 units, and it means that 47.5 units of aid will go
to the nonpoor (17.5 units to those originally nonpoor, and 30 units
to those poor before any aid). :

Orriox 4. Pay Liess THaN PoverTy LEvEL BENEFITS TO THE PENNILESS,
Repuce A1p GRADUALLY AS Private InconEe Rises

If the Government wants to restrict aid to the poor and near-poor,
since it does not have 97.5 units of aid, it must modify Option 3. If it
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decides to give nothing to those who have more than 13 units and
hence are out of the near-poor class, but if it nevertheless still wants to
reward private acquisition of units by reducing aid gradually as earn-
ings rise, it must lower the maximum number of units that it provides
to the penniless as well. If it pays 70 percent of their unit deficit to
families with zero income and then reduces aid by 50 percent of earn-
ings, the schedule looks as follows:

- OpTION 4
Government- Families’

Families’ private units provided units total units
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As the schedule shows, Option 4 also has consequences. It removes
from poverty only families who earlier had 6-9 units of their own,
whereas Option 3 abolished poverty. However, Option 4 confines its
help to the poor and near-poor, helping only families with no more
than 13 units, whereas Option 38 continued aid until private income
was double the poverty standard. Further, like Option 3, it consist-
ently rewards work. If we apply Option 4 to our original population
of 15 poor and near-poor families, it will cost 52.5 units of govern-
ment aid, only slightly more than their poverty gap. (Additional costs
wollilsl be incurred to aid families with 13 units of private income as
well.

The comparative short-term impact of the four options upon our
hylpothetical population of poor and near-poor families is summarized

ow:
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Government-provided units

Family Infi‘&‘ deficit Option ! Option 2 Option 8 option 4
Mother and 2 children:

Family A_____.___. 10 10 10 10.0 7.0
Family Bo..___._.. 7 7 7 85 5.5
Family C___._...._ 5 5 5 7.5 4.5
Family D._.__.____ 4 4 4 7.0 4.0
Family E_.__.___. 3 3 3 6.5 3.5
Family F_________ 1 1 1 5.5 2.5
Family G...._..__ 0 0 0 50 2.0
Family H..______. -1 0 0 4.5 1.5

amily .. _______ —1 0 0 4.5 1.5
Family J_ .. _.__.__ -2 0 0 4.0 1.0

Mother, father and 1
child:

Family Aa____.____ 10 0 10 10. 0 7.0
Family Ce___.___._ 5 0 5 75 4.5
Family Dd..._... 4 0 4 7.0 4.0
Family Ff..._____ 1 0 1 55 2.5
Family Hh__..___. —1 0 0 45 1.5

Total ! o e 30 50 197.5 252.5

1 These totals are short term and do not reflect later cost increases required because of family breakup

and work reductions.
2 These totals reflect costs only for the hypothetical poor and near-poor population, and

do not include benefits for persons at higher income levels who would be eligible for ald
under Options 3 and 4.

As Options 1, 2, 3, and 4 demonstrate, in income maintenance pro-
grams the goals of adequacy, fairness, and desirable incentives can-
not be fully achieved simultaneously. These conflicts among objec-
tives are unavoidable:

Aiding only some groups among the needy (Option 1) is un-
fair to other groups and establishes financial incentives to change
groups. But it retains full incentives for unaided categories to
work and struggle to get along on their own, reduces program
costs if it does not induce large changes in family structure, and
targets funds on certain groups acknowledged to have acute in-
come problems.

Providing aid based on the exact amount of income families
need to live at a predetermined level, so that aid equals 100 per-
cent of their income deficit (Options 1 and 2), discourages private
efforts because total income is the same regardless of effort. This
seems unfair to those who do work, and if many families reduce
their self-help efforts, the result is higher program costs and
larger number of beneficiaries.

Building in financial incentives and rewards for private efforts,
yet guaranteeing an adequate income to the penniless (Option
3), raises costs by extending the income range over which fam-
ilies are eligible for help and by enlarging payments to most
families.

If costs are constrained, and if financial rewards for work are
provided, maximum benefit levels must be lowered (Option 4)
so that benefits are less adequate for the poorest. Benefit levels
that are less than “adequate,” however, also encourage personal
efforts. Any aid can affect work decisions, but this type of plan
helps to minimize the disincentive to work.



ADDITIONAL VIEWS OF REPRESENTATIVE BOLLING

The final report, with recommendations, of the public welfare study
of the Subcommittee on Fiscal Policy of the Joint Economic Commit-
tee represents the most extensive examination to date of the evolu-
tion of Federal programs of assistance to the needy in providing them
with cash, food, health, and housing services. Certainly it is the most.
comprehensive study ever undertaken and especially impressive from
the standpoint of demonstrating the abilities of Congress, through its
committees, to conduct a major inquiry into a significant set of public
policy questions.

Although I am not in complete agreement with the entire set of
recommendations in the report, I believe the study clearly reveals
how unevenly we treat the poor: welfare benefits can be more generous
to one family than to another with the same family income and size,
and some of the poorest households receive little public aid. The
recommended tax credit may not, however, be an adeqguate instru-
“ment for identifying individuals it is designed to reach, and the
Allowance for Basic Living Expenses (ABLE) requires flexibility
to meet future economic considerations.

The main point of the study, however, must not be missed: there
are too many needy people who, for a variety of reasons amply il-
lustrated in this report, are not being helped. It is up to the Congress
to modernize the system and the product of this 3 year effort repre-
sents, in my judgment, a fine beginning.

(252)



ADDITIONAL VIEWS OF REPRESENTATIVE CAREY

The subcommittee’s report is a sound effort to resolve major prob-
lems in our assistance programs without displacing those social service
personnel who play a vital role in such programs.

Our efforts in recent years have fallen short of our goals. Too often
these programs have reflected frustrations for both those who seek
aid and those who seek to administer such aid. The worst injustice of
our current welfare program has been the omission of many millions
of Americans who really do need assistance. In 1972 alone, we found
that 20 million Americans could barely make ends meet, if at all.
At the same time, we have faced a strong problem with the built-in
work disincentives of such programs. Nonwork and nonmarriage are
more profitable under the current system than work and family con-
cerns. For many, it is a better economic picture when they do not
try and hold down a job than if they do. It is, in effect, a situation
which must be remedied as soon as possible.

It is not the glaring inequities alone which require reform. For
subtle problems have also hampered us. Duplications of effort, un-
necessary expenses, abuses of aid and the frustrations that frequently
surround those who actually deserve aid, must also be eliminated or
we will continue to waste time, effort, money and not help all those
who need help.

Assistance programs touch the lives of all Americans since those
who foot the bills for such aid are the American taxpayers. Hence,
at a time when inflation has hurt all citizens, it becomes even more
important that we be sure that each dollar spent goes where it is
needed the most.

It is an exacting task to try and establish revisions which ultimately
will achieve the goals of insuring that those who truly are in need
are not overlooked and that both State and Federal Governments
will be able to cope with the fiscal and social responsibilities in the
administration of such programs. What is equally as important is
that the resulting programs demonstrate not only to the recipients
but to all citizens that it is work which is rewarded as jobs are made
available.

Despite all the considerations of such a task, I believe the subcom-
mittee has done an admirable job in establishing the groundwork for
an assistance program which will respond not only to present needs
but future ones as well. In effect, the subcommittee has taken a giant
first step in tackling a complex situation.

In supporting this work as a whole, however, I believe that some
serious questions still remain unanswered and must be dealt with
before the program is implemented. '

1. Unemployment compensation—I1 do not believe that limiting
unemployment compensation to a maximum period of 26 weeks is a
realistic approach. At a time when spiraling inflation and a tight job
market have made job hunting extremely difficult, every effort must

(253)
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be made to insure that those who sincerely seek work will be able to
keep themselves out of debt and off the welfare rolls until they are
able to find gainful employment. Surely if we seek to encourage rather
than discourage working, we have an obligation to at least provide the
u}rllemployed with the time to find a job. %uch an extension would do
this.

While such an extension is by no means the panacea for our economic
ills, it would insure that we would not be penalizing the unemployed
for the Nation’s economic problems and that while we attempt to open
job markets, the unemployed and their families will not be victims
of poverty. Both President Ford and the Economic Summit have real-
ized the imgortance that such extensions of compensation play for the
unemployed.

2. Day care.—Adequate day care facilities often mean the differ-
ence between a parent working or being forced to stay at home with
children and rely on welfare. If we provide a fixed fee schedule, then
we will increase the likelihood that many who would work if they
could place their children in day care programs will choose instead to
stay home on welfare. If our goal is to encourage working, then surely
adequate day care facilities for all parents who need such programs
is mandatory.

3. Food stamps—Elimination of the food stamp program may im-
prove the efficiency of assistance programs, but it will not ultimately
reduce costs for the Federal Government since the reforms proposed
produce their own hidden costs. At the present time, approximately
two-thirds of those on AFDC choose the stamp program. However,
should the program be turned into cash grants, there will be a rush
to cash in on this.

4. Public housing.—Reducing cash grants according to the amount
of subsidized housing a person receives would be tragic for our citi-
zens. At a time when spiraling inflation has caused prices to sky-
rocket, particularly those on fixed incomes find it a day-to-day strug-
gle to make ends meet. If cash grants were reduced by 80 percent of
housing subsidy expenses, many in a city like New York would be
forced to choose between a place to live or food to eat. Both needs
could never be met under this proposal.

5. Social security—The subcommittee has wisely suggested that
workers be informed each year of their accumulated social security
earnings. In this way, our citizens will have a more realistic picture
of what their future will be once they stop working and retire.

However, the subcommittee’s suggestion that social security con-
centrate on its insurance aspects would be discriminatory and a hard-
ship for many who sustain themselves through this program. For
example, mentally retarded children over the age of 18 who are con-
sidered “adult children” receive benefits under the social security pro-
gram if a parent is a social security recipient. Should there be a
narrow interpretation of the social security law, such people could
suffer. I, therefore, believe it would be wiser to maintain both the
social welfare and insurance approaches to this program.

6. Welfare cash grants—The subcommittee has proposed that the
States provide additional assistance for 2 years in instances where
the new grant program provides a family with less money than they
currently receive. However, the report does not indicate how a family
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would cope once the 2 years have ended. We cannot sustain a family
for 2 years and then let them sink deeper into poverty when the time
has ended. Yet, this is exactly what would result for those who must
rely on the additional aid to make ends meet. Hence, it would be wise
to seek a means by which these people will be able to deal with their
problem once the State’s role in the matter has changed.



ADDITIONAL VIEWS OF REPRESENTATIVE WIDNALL

In recent years there has been great wringing of hands and anguish
regarding public welfare and the accompanying social breakdown.
Most observers have been concerned not only with the fiscal impact of
our vast welfare system, but also with the negative effects on family
stability and support patterns and work incentives. Specifically, many
experts in this area have been greatly worried about a weakened will
to work and contribute positively toward the economy in a large seg-
ment of our society as one consequence of a welfare system which has
now been in effect and constantly expanding for several generations.

This report is the first in which a congressional committee has, in
my opinion, attempted to come fully to grips with the background and
operation of our overall welfare system. The chairman of the subcom-
mittee, Mrs. Griffiths, should be most heartily commended for her
activities in this area and the leadership which she has displayed. Wel-
fare is certainly not a happy field to enter. Large numbers of people
* are entrenched in our welfare system, not only as recipients of aid, but
as administrators of the programs themselves. These administrators,
as one might expect, defend their own operations most vigorously.
They are very capable at presenting lengthy justifications regarding -
the usefulness of their work, in the classic tradition of “defense of
the realm” by any bureaucracy.

This report is a solid beginning not only as a basis for halting
growth in our present inefficient system but for constructive changes
in the future. Solutions to welfare problems must be introduced
quickly. Their implementation should not be postponed for more years
of factfinding. The basic factfinding work has been done and done
well; the record of that work appears in this report. The backbone
of our Nation is being weakened every day we delay in introducing re-
forms in the critical problem areas before us. Those areas include our
present monstrous welfare system.
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ADDITIONAL VIEWS OF REPRESENTATIVE CONABLE

This report is an important first step toward needed reform in this
area. It is the culmination of more than 3 years of intensive work in
the welfare area by the subcommittee and its'staff, under the leader-
ship of Congresswoman Griffiths. During this period the subcommit-
- tee held a number of highly informative hearings and produced a

scries of 15 well-researched papers on various aspects of the welfare
system. -

yThis long, careful report reveals in great detail a public welfare
system in disarray, with expensive, overlapping programs, hdmin-
istered by a large number of executive agencies and departments and
overseen by an even larger number of congressional committees. The
total cost of our public welfare programs is immense, but poverty does
not appear to be decreasing at anything like the rate at which program
costs increase.

Additionally, as the report makes clear, these many uncoordinated
programs have a large number of unintended and undesirable side ef-
fects. Overlapping, disjointed programs result in very high benefits
for some individuals or families who are able to participate in a num-
ber of programs. Indeed, some such participants achieve greater bene-
fits and income levels than those realized by working people similarly
situated. On the other hand, some persons in identical economic cir-
cumstances may, because of gaps among the many programs and the
vagaries of qualification procedures, find themselves qualifying only
for a very low level of benefits and income. Some programs operate at
cross purposes, with mutually exclusive or at least contradictory ob-
jectives. As the report details at length, the present structure of pro-
grams has some extremely pernicious effects on family stability and
support and on work incentives. Additionally, our present system re-
sults in numerous administrative inefficiencies as a result of both the
multitude of programs and administrative agencies. The waste of pub-
lic moneys implicit in such a poorly designed system is of course great.

Although I do not necessarily support all of the specific recommen-
dations in the report, I believe that it is an important contribution
toward enlightened decisionmaking in this area, in which far-reach-
ing reform is long overdue. Our welfare system simply cannot continue
operating as it does at present. The report provides the type of careful,
detailed factual analysis necessary for sound reform. I hope that it will
receive the attention from the Administration, the Congress and seri-
ous students of welfare problems which it merits. I hope also that it
will serve as the basis for meaningful congressional action on welfare
in the 94th Congress.
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ADDITIONAL VIEWS OF SENATOR BENTSEN

The subcommittee has done a commendable job of isolating and doc-
umenting the major flaws in our public welfare programs. As the
report indicates, the programs are ill-administered, unfair, degrading,
and ultimately self-defeating. I agree that a major overhaul of these
programs is long overdue.

I do, however, reserve judgment on the subcommittee’s recommen-
dations for welfare reform. In my view, there are serious public policy
questions involved in a universal coverage cash program funded and
administered by the Federal Government, questions which I would
want to review further before endorsing any specific concept of wel-
fare reform.
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ADDITIONAL VIEWS OF SENATOR JAVITS

This is a thoughtful, provocative report which merits serious study
by the Congress. I note with special interest the fact that this report
deals with problems of welfare often overlooked by Congress in en-
acting programs to aid the poor. Certainly in setting up the myriad of
programs described herein more attention should have been paid to
the impact on the working poor, those Americans who do not qualify
for assistance, who work full time, and who also pay taxes to support
these programs. As the report reveals, because a wide range of benefits
are available to the very poorest Americans, it is possible that in some
cases their total income—in cash and services received—can exceed
that of a wage earner who works full time at a low-income job. This
is unseemly and inequitable and must be corrected, but is not a simple
matter, for to reform the welfare system as comprehensively as this
report proposes to do we must take apart the entire complicated inter-
dependent system we now have, and put it back together again.

In doing so, I believe we will face some of the following problems:

(1) Will we be able to set the family allowance at a level high enough
to comgensate for the phaseout of such extensive programs as food
stamps ¢

(2) If we make day care further available to working mothers with- -
out regard to income won’t this require a very significant increase in
Federal support? Will low-income mothers be able to pay even mini-
mum fees? Should they be required to do so? -

(3) If we take into consideration the cash value of subsidized hous-
ing when determining eligibility will this encourage an exodus from
publicly assisted housing into substandard, privately owned housing?

(4) Won’t the requirement that basic educational opportunity
grants be offset by cash supplements effectively end this useful pro-
gram and if so, In what alternate way should we provide Federal
assistance to educate the children of the poor?

(5) Is it necessary to disrupt severely the unemployment insurance
program in order to implement this plan? I view unemployment
nsurance as an entirely different measure designed to assist a group
which is different from the chronic poor. Unemployment insurance is a
temporary program structured for emergency use in aiding persons
who are usually part of the work force. It is paid for by worker and
employer contributions and should be sufficient to maintain the worker
suffering temporary unemployment at a level bearing some relation-
ship to his salary. I therefore do not agree with the proposed reduction
in benefits recommended in this report, nor do I believe, especially in a
period of economic distress such as we are now experiencing, that 26
weeks of benefits is always sufficient.

I have proposed the creation of the National Commission on Unem-
ployment Insurance Laws to deal with the complicated questions of
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benefit levels, duration of benefits and relationship to other programs,
for example, social security and welfare. I would hope that before
Congress enacts a sweeping welfare program-which aflects the unem-
ployment insurance system, such a Commission would have the oppor-
tunity to study these interrelationships and issue a report and
recommendations.
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