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This background paper was developed for the Community

‘Services Administration (CSA) in order to provide background )
information concerning welfare reform. It examines possible public

assistance strategies,
transfer (negative income tax,
family allowances).,
(consumption) transfers (food stamps), and

(1) broad-based cash

wage rate subsidies, demogrants, and
(2) categorical cash transfers, (3) in-kind

(4) composite programs.

such as the following:

The paper also discusses various normative, ecomopic, social,
administrative, and political issues raised by the welfare reformn

controversy.

One issue discussed at length, is that of work

incentives and their importance, especially in terms of their
relevance in the redesign of America's public assistance system. The
pctentlal role of the Community Services Administration in welfare
reform is also analyzed. A selective bibliography on welfare reform

is included.
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WELFARE REFORM ANALYSIS

1.0 BACKGROUND AND PURPOSE

On January 24, 1977, Secretary of DHEW Jéséph=Cali£ané announced the
undértakiﬂgAaf a thorough review of tﬁé "welfare reform" issue. A report and
recommendations wili be presented to the President in May 1977. Ajneed,
therefore, exists for timely amalysis and recammanéatians by CSA in the forth-
coming policy discussions. , |

This report is designed to provide CSA with brief background information
concerning welfare reform. ’Féllgwing an examination of possible public. )
assistance Straﬁégiag,_TARP will discuss major issues facing policymakers in
_thewselectiﬂn of an appropriate alternative. In the final section of this
rgpaft, CSA'E pctentiél role in welfa;e reform will be scrutinized.

A review of welfare reform proposals and issues will acéamplish §eﬁéfél
pur§§sesz

1. Acqué%yt CSA staff éith majarfééan@mig, political, and social

policy issues surrounding the debate over welfare reform.
Each alternative approach will be eritically éxamiﬁgdg

2, Focus on those topics and issues ;high CSA might consider as

part of this mandate. TARP will examine CSA's possible role
in a new welfare system.

3. Link the Market Basket Study to the specific aspects of wel-
far - reform where there are manifest linkages.



2 Q ALIERNATIVE §,EAfEGIES FOR WELFARE REFORM

7D4_ig d to Alleviate Poverty

2.1 Overview of ggl;c;

\‘\m

The Uni;ed States has relied upon an extensive number of policies
designed to ’1leviaté ezangmic deprivation, whethefwﬁémpafary or chronic.
Exhibit I presents an enumeration of such actual or potential measures.

Given the scope éfighig report, a détaiiéd analfgis~qf all apti@ns is nct
possible; instead, attention will be concentrated on those specific income
radisﬁribg;iaﬁ Strategie eferred to as ''direct ass sistance’
1. Cash Transfer
a. Broad-Based
| i. Negative Income Tax (NIT)
ii. Wage Rate Subsidies (WRS)
iii. Family Allowances
iv, Demogrants
b. Gateggrical.éash Transfers, .e.g., AFDC
2. In-Kind Transfers »
a. Consumption, e.g., food stamps, hausing, medication

3. Composite: Attempts to combine various direct assistance
measures in an integrated, composite whole

2.2 Broad-Based Gaah Transfers

2.2.1 Negative Income Tax (NIT)
~.The negative income tax (NIT) is a groad5based cash transfer
program which adjusts the amount of the transfers according éc family income
and size. In other words, for a family of a given size, the lower the income,
>the larger the transfer. | |

Three policy variéblgs concisely describe a program of this type:

o income guarantee: the amount transferred to a family
with zero- 1nccmé o
) § ® marginal tax rate: the proportion or rate of reduction of
S ~..the transfer as a fam11“’s pr=tfaﬂ5fEI income rlses

6




EXHIBIT I: ©National Income Transfer Programs®

I. Direct Assistéﬁce

A, Cash Transfers
1. . Broad-Based
a. Negative income tax
b. Wage rate subsidies
¢. Family allowance
d. Demogrants
- 0ld Age, Survivors, and Dependents Insurance (0ASDI)
f. Other
2. Categorical
a. For particular cccupatinns
b. For particular industries
c. For particular age groups
i. AFDC; AFDC-UP
i1. Supplemental Security Income (SSI)
d. For disabled or handicapped persons, e.g., SSI, AB, APTD
e, For unemployed =- unempleoyment insurance; GA -

In-Kind Transfers
1. Consumption
.a. Food: f£food stamps , .
b. Housing: public housing, rent supplements, house owner
assistance, etc. B '
c. Clothing :
d. Medical care: Medicaid, Medicare (as it affects poor)
2. Raising the Productivity of Law=Grada Labor -
a. Provision of complementary facilities (roads, factories
in distress areas; loans to farmers and small business),
_ e.g., Area Redevelopment Administration (ARA)
b. Better job information, loans and assistance in moving
c. Human capital investment: increasing skills’
(empioyability) through adult educatian training,
retraining
3. Raising the Produetivity of Future Recruits to the Labor Force
a. Family-planning assistance —_—
b. Prenatal and postnatal care .
¢. Adding years of schooling (especially at ages 3=6),
. e.g., Headstart
d. Preventing dropouts from school

* Ihe classificati@n scheme presented in this exhibit is drawn from 4 number
of sources, notably : :
Fritz Machlup, "Strategies in the War on Poverty," in Poverty in
America, ed. by Margaret S. Gordon (San Francisco: Chandler
Publishing Co., 1965): 451-52.
- Edgar K. Browning, Redistribution and the Welfare Sys m (Washington,

D.C.: American Enterprise Institute, 1975): 31.
The classifizatioﬁs prepared by these writers have been soméwhat m@d;fied

in this exhibit.

T




- e. Aegéleratiﬁg and improving school programs S LA "

s s ooy Job corps-for dropouts-and-high -school: graduates—wa~~m~- e
2. Work experience for new entrants into the labor force °

h. -Work-study programs in higher education L o

i. 'Aid to education on all levels T L

c. Composite — Attempts to Combine Various Direct Assistance Measu res
in an Integrated, Composite Whole e .
- 1. Adding NIT, etec. to Existing System AT

2. . Integrated System of Broad-Based and In-Kind Tran f315§ Based .
on Federal Standafds, e.g., Aaron's Proposal .

II. Indirect Assistance Thrcggh'Subéidies or Protection to Particular 5
Industries, Occupations, or Regions o )
A. Through Price Suppotts R

‘ . e S
B. Through Limitaticns of Domestic Competition (entry, minimum prices,
ete.) . o ST
PRE

1

C. Through 1imitati§né of Foreign Competition (tariffs, quotas, .etc.) ™'

D. Through Gash Subsidies of Various Sorts

IIT. Abolition of Restrictive Laws and Practices Which Plirportedly Reduce . -
Employment Opportunities (especially for low-grade labor), including the
Abolition Qf , S

‘A. 1. Legal minimum wages ) !
2. Trade union minimum wages : -- el

3. CQBVEntianal minimum wages Cemployees inhibitions) = WA
B. Regressive Employment Taxesg Pension Contributions, aﬂd'Dthér:'ﬂ .
Federal Deductions from Wages AT
s ot

=Y s RN

'C. Restrictions of Access to Better Jobs (direct barriers or wage’ - -
. contracts limiting the amount of labor demanded) :

. V. Full Employment Policies: Public Employment
VI. Increasing Aggregate Demand Through Monetary and Fiscal Expansicn, especially:

A. Increasing Govermnment Spending ‘ - R

S

B. Reduced Taxes
D. TIncreased Credit Available to Business and Consumers ) P

8




® breakeven income: That level of income at which the
transfer 1s zero

breakeven income = income guarantee
~ marg. tax rate

bféakevenAincame % margin ax rate = 1income guarantee
Given this relationship, Pnly!twa Qf the three variables need be specified
é@ deseribe an NIT plén. For instance, an income guarantee of $2,500 with
3750 percent marginal tax rate could be referred to simply as a $2,500 -
'50 pércént NIT, which would, by definitién, have a $5;0D0?bfeakeven income.

A pnegative income tax can also be described graphicall&. Exhibit II
"represents the relation of preallawance income to disposable income for a
family of fagr. |

EXHIBIT II: Relation of Preallowance Income to
Disposable Income for a Family of

- Four
Disposable A
Income ,000

(doilars) . B
6,000 5 -
4,006

| _

2,00r

,mm qub(muaumr”
Preallawance Income (dollars)

0A is a forty-five degree line which represents the relation batwee disposable

o

incame and preallowance income if there were mo income tax or transfers. O

represents this relationship with income taxes but no transfers.

For purposes of illustrating possible NIT 6pti@ns, the income tax will be

ignored for the present. If the income guarantee is set étf$3,000 with a

o it o o . -

1]



100 percent marginal tax rate (i.e., dollar for dollar reductions of income

W;:gnsfef;%g earnings increase) CD states the relationship between preallowance

and disposable income. For any preallowance income below $3,000, the disposabla
income will always equal $3,000. Or, to put it differently, earnings will have

no zansequenca!below $3,DDD == the disposable income will remain the same.

""For a $3,000 - 50 percent NIT, CE would represent the resulting relationship.

" Disposahle income would increase w;thvadditianal earnings, but at half the rate

of the increase in earnings. A $4.00 per hour wage, under these conditions, will

have a net value of $2.00 to the transfer recipient. Thus, there are potentially

an infinite number of possible NIT alternative, with different guaranteas and
tax rates. Nor must a marginal tax rate be set uniformly throughout; the rate
can be placed lower for lower incomes and higher for higher preallowance levels,

Compared to the present American syst em of welfare, a negative income tax

offers several definlte advantages:

1. Assistance is objectively related to need, defined as low
income. 1Indeed, according to some write:s, the NIT goes
further than any other welfare design in its comprehensive-
ness toward elimigating poverty, insofar as pcverty can be
equated with low income. Since benefits vary in proportion
to poverty, the NIT may, at least theoretically, represent
the "ultimata weapon' in the poverty war.%

2. More assistdnce is given to thosa with 10war incamas, the
adjustment is automatic,

3. Since assistance is in the form of cash, the recipient is
given maximum flexibility in disposing of his income.

4. The NIT is highly flexible.®
There are, however, a number of disadvantages which must be considered as
well:

1. Because of the nature of the relationship between the three
primary variables, any NIT design must face a problem of
conflicting goals or trade-offs, with the resulting necessity
‘for compromise. An income _guarantee should be high enough to
permit a "decent level of living," but the higher this figure
iz set, the more expensive the program becomes. A high

Jcseph "A. Kershaw, Government Against Poverty (Chlcaga' Markham

*
Publishing Company, 1970): 98-130.
- Edgar K. Browning, Redistribution and the Welfare System (Washington,

DLz Amefiﬂan Entarprisas Inszitﬁte, 1975) 31-64. .1()



marginal tax rate will offer a disincentive ‘to work.

If there

is a markeﬂ degllne in hours worked by the poer, thé amount of -
transfer must increase. A low marginal tax rate, on the other
hand, would extend- transfers well into the nonpoor income
levels. In addition to being more expensive, a low marginal
tax rate would reduce the number of those who must finance.an
income tranfer system. Regarding the breakeven income, the
higher the lavel, the larger the income transfer necessary and .
the smaller the number of families above the breakeven point

to support the system. :

- Thus, ideally, an NIT should have a low breakeven imcome,
low marginal tax rate, and high income guarantee. These goals,
however, cannot be achieved simultaneously. The necessary
trade-offs involved are illustrated in Exhibit III below:
EXHIBIT III: Three NIT Programs -—== Relative Advantages
and Disadvantages

NIT Scheme

1 2 . ) 3
$5,000-100% NIT $5,000 - 50% NIT $2,500 - 50% NIT
Characteristics : ’ '
@ This 100%Z marginal] e higher breakeven | & income guarantee
tax rate destroys point, $10,000, " less than poverty |
* | all incentive to would not destroy] line, '

& but has work
incentive features

work work incentive,
o Cost increases as | ¢ but would be very

earnings decline costly, for it
would imvolve
transfers to more
than 80 million
people*

-One should carefully note that these inverse relationships -
between variables are not limited to the aegative income
tax; similar trade-offs are necessary regarding athe: wel-
fare proposals, including the presaut system *

2. Méney does not adequately measure '"need"; special circum-
stances, such as unusually high medieal ‘expenses, are

ignored by NIT.

3. Some allege that reciplents of cash traﬂsfézs are likely to
spend their money on nonessentials.

* Browning, pp. 65-70.
: ] 11

See Browning, p. 46




*

5. There 1s a problem regarding frequency of payment. It is
precisely low income people who need money promptly and
frequently. Periodic payments will, in turn, generate numerous
methodological and administrativ; problems, notably estimating
income for the forthcoming year. '

6. Before an NIT can be implemented, the following methodological
_problem areas must be addressed:
® Definition of Income --The use of current IRS definition

of gross adjusted income would lead to grave inéquities,
For instance, a retired millionaire whose sole income
congsisted of interest from municipal bonds would be,
under the IRS definition, eligible for the entire Income
guarantee. The definition of income under an NIT would
have to be very broad. ’

e Adjustment for Family Size == Adjustments reflecting
differentials under the current Orshansky measure may
give an incentive to breaking up family units. A
separate husband and wife with children may, together,
receive a larger transfer than as a single unit. A flat
per capita rate, on the other hand, .would either leave .
a single individwual with a grossly inadequate income
(1f the rate were low) or provide a large family with
an excessive sum (if the rate were large).

Coordination with Federal Income Tax ~- For a number of
possible NIT options, a case may arise of overlap
between negative tax transfer and positive tax payment.
If no change is made in the tax law for this overlap

group, a new high marginal tax rate would result.=-

2.2.2 Wage Rate Subsidies (WRS)
Several economists** have recommended an alternate broad-
based income transfer program: wage rate subsidies (WRS). The WRS subsidizes

wage rates rather than annual income. The size of the transfer depends on

wage rates and hours worked, not on pretransfer income. The breakeven level

* Browning, pg‘Ség
Kershaw, pp. 98-130

- Broﬁﬁing; pp- 65-94.

** See Henry Aaron, Why is Welfare So.Hard to Reform? (Waéhingﬁcn, D.C.:
The Brookings Institution, 1973): 60 ftn. - -

’ 12
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i‘l?a'ﬁd'!f';ai:éygiff: subsi‘df'a{fétbe twa key’;variablas_ If $3,00 is the bréakgveﬁ"'péigt
o and'SD péréeﬁﬁ'is tﬁe,sqbsié? rate, the SubéiﬂY‘fOf a $2.00 mérkeg wéggwféter
" 'is one-half the difference between thé:bféakeven”wagéﬁ:ataVand‘;hé mafket wage
‘rate: ($3.00 - 2.00) 1/2 = $.50. |

Exhibit IV presents a hypdthetical WRS plan.

EXHIBIT 7V: Hypothetical Wage-Rate Subsidy Plan
| [$3.00 - 50%] '
MARKET r}iAi:é R.ATE o SUBSIDY ~ |- NEL-WAGE RATE .

3, work incentive effects comprise two elements. An income effect fefers to thg
‘ . L4 ,
. reduced need to work so hard to sustain the same’ standard af living» feSulting”

from increased income. A man with a minimum income guar ntee of $§ DGD wauld

in this raspagt have less incentive to work than one whose guarantea was $2,000,

A s qrs,igrtian effect refers to the reduced net wage rata gf :ecipients af

transfers resulting froam ‘the mafginal tax rate. A man with a 50 percent margi—
nal tax rate keepsﬂéﬁly'$1;00 of 3’52;00_13253353 in wages [$2iDD - .50(%2.00)

= $1.00]. He would thus have a reduced incentive to increase his wage rate.

VAD NIT”éxercisés a negative incentive regdrding both these factors, income ef-

fect and substitution.effect. The magnitude of these negative effects would

13
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dapend upon the incnme guafantee and the size of the marginal tax rate. For"
thé WRS, however, the income effect is pasitive, though the substltutlon effect

remains negative. Thé Subsidy attached to wage rates places a premium upon’

numbers of hours worked -— the longer the hours, the greater the prémium.  But,

there remains a'negativg incentive to increase the wage rate, as the marginal

tax rate applies with increasing hourly earning rates,

One should note that higher money income does gpt necessarily mean that

.,:,_working hours .and . fe’duced leisure_, L -_ e T e o e o e

=

Disadvantages -

work, the incentive to increase the wage rate 1s negative,
due to the substitution effect. This will also negatively
affect investment in human capital, i.e., aﬂquiring skill
~through Eralning to earn more, - - h . -

1. While there is a positive incentive to- increase hours of

2. Wage rate subsidies do not concentrate their benefits on
the poor. Many nonpoor working families will receive
transfers, while the nonworking poor are ¥ntirely outside
the system of income transfers. o

3., There are major difficulties in administration. It is
necessary to know the wage-rates and hours worked. This
information will be difficult to acquire in the case of

many occupations, e.g., waitresses, and there is great
leeway for fraud.

4, There will have to be an accompanying provision for the
nonworking poor, perhaps an NIT. The two programs will
have to be coordlnated.* N : ’
2.2.3 Demogrants ("Social Dividend Plan")

Social dividend plans, such as demogrants or family allowances,

make equal cash transfers to all members of a demggraph e group regardless of

ncome. In this respect, they differ from othér br@adibased income transfer

. prograns [e.g., NIT, WRS] which are specifically focused on low income.

*- Browning, pp. 83-91.

OASDI, rather than being a true insurance program, is, in fact, a broad-
based social dividend income transfer plan. Economic resources are taken
from the present working population to subsidize the present aged.




'A demogrant 1s a universal social dividend, making an equal payment to

every man, woman, and c hild in the United States. One apparent advantage of

Q*W“@wsuzb‘a scheme is the fact that the same marg nal tax rate would apply to .

everyone.

However, in practice the damégfant warks out to be a modified negative

income tax. If a $1,000 demogrant were guaranteed to avery Ame:ican, this

would require transfers to ZlD,DDD,ODD people (1973), requiring $210 billioﬁiA

Edgar Browning estimates that such a sum would require an across-the-board

33 1/3 perceﬂt tax on all income with no dadugtions or- exémptions.

fDT thé moment, a flat (pr ai) tax rate of 33 1/3 percent and ignoring

other gavernmant expenditufas, analysis wi;; show that this is equivalént to a

$4,000 -~ 33 percent NIT. When other tax needs (e. g , defense) are

the marginal tax rate would vary with income, with the resultant diffa:enﬁial

effects on work incentive.

Exhibit V illustrates graphically the analysis ju presented.

==

EXHIBIT V: Hypgthetigél'ﬂamogrant Program Financed By
A Flat Rate Tax on Income o

- Disposable
- Income
54,000 A
(family of 4)
ay T f':$12,300 -

Pretransfer Income

IIJ’]\

Source: Browning, p. 82

15




0D represents the pretax, pratransfér‘rglationship (1:1) between éretrausfef
income and disposable income. AB deggribes a $4,QDD demggfanﬁ for a family of
four. A 33 1/3 percent iﬁ:@mé tax (flat rate) céfgespands‘tcrOE; The net
gffe&t of both a demogrant and a 33 lfgrpEféEﬁE fiat income tax is represented
by AF, a $4;000 - 33 1/3 percent NIT with a $12,000 breakeven level income.,
Once agaim, when nonwelfare government égpendiEUEés‘aré in;luded; Ehé
marginal rate will p?évavto’be';énsiderably highe;;. A $1?éGD démagrant will
thus, in effect, equal a very expensive NIT with large income Erangferéi*

2, 2 4 Family Allcwances

Social dividEﬁds need not be uﬁivefsal and may ba established“

el

fQZSpecificdemographic groups. Family allowantea, one type of nanéuniva:sal

social dividénd— avard grants to families based on the number of Ehildféﬂ 

present. Except in the highly diluted. farm Ef tax Eﬁ?ﬁﬁﬁiiﬁéj the United -

‘véﬁates”£$5 ﬂot ralied up@n family allawanges fér its sociai ﬁélfaéé égiiéi;
though they are cammaﬁ in Western Eufapgif

‘As already noted, the number of chi;dféﬂ, not incqme,:is the criterioﬁ
for granting transfe Most family allowance saﬁemes classify grants as
‘taxable income and remove income tax exemptions for children. While the
wéalthy can rézaive the benefit, many family allowance formulas specifﬁ that

those above the taxpaying level should receive less than a full grant. Those

in the highes: bracket would find digpasable income reduced.
Pr@pcnenés of family allowances note that the receipt of grants would .

iﬁvoké no igma and no means test. They would not impair wnfk incentives,
since additional earnings wculd not reduce the grant. Critics, however, note.

sever al drawbacks: : ’ - .

* Browning, pp- 81-83

+ Daniel P. Moynihan, The Politics of A Guaranteed Income (New York:

16
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* Payments must end one day, e. g, thﬁ'tha‘tﬁilﬁtsﬁ’bsttms e
- 18. Expenses must thsraupon be reduced to matth tadutsd -
income. : . = S

w:

¢ No prgvision is mada for ths poor. ‘who are tn;ldlsss, E.g.,
7 aged poor. : : :
© The payment is the same, whether to the near poor or véry'
poor. ; e
-'t ,Huch mansy will gs to ths ncnpoor.

In sumoary, opponents of family allawancss view ‘this pslity as highly insffi= v

tisnt as a device to attack psvsrty %

2.3 Qatgggtisal Cash I;agsfsts

»wGatsgsricalmcash~tfansfsts»arsmgfagtsfts—ths5ptarss£

graphic groups; some of the poor are siﬁglsd:aut andrttﬁsts,sitludsdi‘ Ths o

'ﬁgitsd States has placed hsavy‘emphasisiupaﬁ'this‘typa'cfrintsms t:ansfar

dsvica in its welfare policy.' Esamplas of catsgorit al cash transisrs include:

Aid to Families with Dspsndent Children. (AFDC),,”HUV o

@
@ Uncmployment Insurance ; o
e Supplementary Security Inc ama (ssI) far;ths agad poor,
disgbled, and blind ' ’ ' : -
] General Assistance to Indians
. @ Asgistance to Cuban Refugees
] Aid to Surviving Relatives af Dstaass& Coal Hinars, ‘

Space pfsvsnts a full discussion of agsfica s'prasaﬁt'systsm.of tatsgstital

cash transfers. ' But in order to illustrats the wurkings of such a program,

asswsll as to axamina its aﬂvantagss and disadvantages, AFDC will bs singlsd

- out for analysis.

AFDC originated in the Social Security Act of 1935 as sns.sf tﬁa pubiic

assistants pragrams designed svsntually to be supsrssdsd by sacial ssturity. .

In fact, AEDC has grswn substantially. In addititn,-ofiginally it was'antis

f76 psrcsﬁt af AFEC familiss wara haadsd by women who were divnrtad dasertsd

separated, never mafrisd, or otherwise living apart f:sm thair‘thildrsn's
fathers. - Ten psrtsnt of rstlpisnts were intact familiss many helped under

a program for nemployed fathers (AFDC-UP), first anastsd in 1951.1"5335 is

1’7
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is a Joint Federal-State pragra@.*v
Defenders of categorical cash tfansfers agigiﬁail? thought the iﬁéﬁrgnce
- provisions of the Saaial=53:;fity System would_evgntually absorb "fésidual"
puhli: assistan:e prugréﬁs‘ EEEEPE for old age assis aﬁce (DAA), none nf
these programs have declined as antlcipated and in fact have grown. Th;é is
particularly the case regarding AFDC which now surpasses.all other éash trans-
fer public assiétagce policies in expense and number ofvfeciﬁiants; An |

argument has been made ;hat the incidence of poverty is highly ééftélated with .

7 the demographi: gr@ups whigh are the focus of Qategarical prgaﬁars Fgr

instanaa, 54 percent nf tha aged have prettaﬁsfer income helcw the poverts

and amgng ﬁan—agea families headed by a female, 43 perceﬁt would be poor in the

absence of transfers. Gatagazigal grants thus are targeted to Pspulatign Eeg—

ments with a high risk of poverty.. Crities note, however, that:

. f>méﬁy néﬁéé@f families érevincludedrﬁith-ﬁhé pd@t in these
demographic-groups, and

o many poaf+(e g.;, male workers, heads of families) are
Excluded.

Among all the writers réviewed for this aﬁalysis;&éFDExréceived liﬁtleg,if
any, praisé. Almost universally, iﬁ-is felt that AFDC requires massive
- restructuring, if not complete replacement. Some of the major defigiaﬁcies
of :the program are the following:

1. All categorical programs require precise definiltions of
eligibility with some '"means test'" to determine whether
the family meets the requisite criteria for inclusion-in
the program. This has often degenerated into demeaning
"spot checks" and examinations to prove eligibility.
Animosity between fecipients and caseworkers, arbitrary
judgements, deceilt, and cheating are pfomcted under suzh
a system,’

* Aaron, pp. 7-11. 1.8

Browning, pp. 35-36 °




the distiﬁctian bEtWEEﬁ "deserving and "nondeserving' poor.,
In fact, however, there is. no way to rationally make this -
distinction! There are too_many factors which enter into a -
family head's decision whether to work, and these faat@rs
~interact in a very complex manner. Furthermore, among
fatherless families with preschool children, about one-half
of -the mothers work; more than. 40 percent of women now (1973)
receiving AFDC worked at. 13;32 part of the year. ' Regarding
unemployment insurance, 83 pEIEEnt of recipients were ffcm
families making more than $5 QDD year (1973) % '

3. Levels of bgngfits and numbers of aligible vary widély am@ng
) the fifty states; AFDC in practice, therefore is Eaprieious.

Under the joint Federal-State- program, states havé
. ~  adopted such diverse benefit levels and- administrative rules:
e ndpeo . that fifty-one. separate-public- assistance- programs-are -in opera- .
tion in the fifty states and the District of Columbia. Annual .
average payments to a family of four can vary fram $67Q in : }

im

Hissigsippi to $3 730 in New York (1971). . L e

These variatiocns arise fr@m a numbér of sﬂuréés:f'

-® States set differént ‘'standards- of need
(full standards). [ o N
e e i@ Not all states pay. :eaip*aﬂts theofull .
o & standard (maximum payment) . . : ' '
’ o States pay for certain work-related .
expenses, bui each defines them;
differénhly.
s . f. AFDC has a high marginal tax rate with the co equent negative
O work incentive: Prior to-19! 573 this raté waé 100 percent -—-
51.00 was subtracted From the;cransfer for each $1.00. of earnings
8ince then, the beriefits have fallen 67 percent for each - -
dollar of earnings beyond the first $30. OD Eagh m@nth.

5. Recent studies** ‘have suggested that . AFDC may contribute to
the breakup of families. 'The data imply. . .that independent
of other factors, the size of the AFDC payme&g itself was an
impartant determinant of family dissolution.

* ,Browniﬁg, pp. 36-39.

Aaron, pp. 7-11. -

1+

BrGWﬁing, p. 38. . e

.. %% _U.8,. Congress, Jaint E:Qnomic Cammiftee, Subzammittee on Fiscal PDllEy, Studies
' on Publi: ‘Welfare, Paper No. 12; Part I, 93rd Congress, lst Session, November
1973. Study on '"The Impaet of. Walfare Payment Levels on Family Stability," by :

{Marjorie Honig, pp. 51, 38.
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In summarizing his conclusions regarding cetegorical cash transfer pro-

1

grans, Edgar K. Browning stated* S o i
Categariga? pragrams are essentially NIT programg restricted ‘

to certain demographic groups. They have all the disadvan- g

tages of the NIT, together with several -additional nnas, but ;

' 1ack most of the a&vantages *

s 2.4 ;In—Kind CConsumﬁtign) Tra $f

; In4kind E:ansfers assist the pcor by financing gonsuﬂptian of

pazgigulagrgoﬂds and s;:viaés; . Exa ples f such pragrams inglude fgad stamp%, o

'hausgngvsubsidiés, ard Medicaid. Food stamps will be lnaked at 2laSely here.'

e »fiiéalw~an§»Stamps i
e . 7 Eligibility for food stamps*dééands upon famil? sigé.aﬁd
incomé- A family of fcﬁf*is eligible if its income is bglow=$6{860i'a£ﬁ3f
deductions for such items as housing and utllity costs in excess of 30 perceut
-.of income ....Once Eeligégle, ; family can purchasg food stamps at a price»balgw '
their faée or market value.’ A
.. .The amount of tthdisébunc comprises the value éf the fgodistgmysg and%¥;175'7
will vary with-ingama and family size, as displayedgiﬁ Exhibit vIi. vThusha.?
family af fuur which has a gross adjusted-igeame of $3,000, can pﬁ:;hasé :
81, EDD wg:th of food stamps for 5852 In effgc;,!the government will pay fé:
53 percent of its food bill. B o | | | |
5 i 2
* ﬁ}omiﬁg, ﬁ; 38=39:;' Q 20
y S
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EXHIBIT VI:

-y
\

e =

Food Stamp Béﬂéfiﬁs for a Family of

Four (July 1974)

Precransfer Tramafer " Total | Minimum Food
_Adjusted Income R Adjustment Consumed
0o 1,800 1,800 1,800
1,000 1,572 2,512 | 180
2,000 1,308 | 3,308 . | 1,800 S
3,000 948 | 3,948 1,800
4,000 660 | 4,660 1,8t i

While there is a variable purchase option, most recipients elect to
the basic $1,800 allotment. The effect is to place an $1,800 floor

_ purchases. There is an implicit”mafgiﬁal tax rate of approximately

percent.

One noteworthy feature of the food stamp program is its effect upo

consumption patterns.. Some economists argue that in-kind transfers dis

purchase

on food

25 - 30

consumption pacterns, forcing a recipient to purchase more of a particular

commodity than would have been tha case if the transfer had been unrestricted.

One scholar estimates that $1.00 in food stamps’ié worth $5.82 to the

recipient.*®

Zz.4.2 Evaluation of Iﬁ—KindATranstTE

The usual argument made in favor of in-kind transfers as

soecial poliecy is that they promote the Qonsumptiqn'of essential items Chousing,

medical care, food), and discourage frivolous purchases fefg.,”éxcessivé

tobacco, movies, liquor). Opponents, however, note that:

* Kenneth Clarkson. See Browning, pp. 40-43.

21



" 1. The assumption is often made that experts would be able to’
evaluate each’ family's needs and make sure that the appro-
priate quantity and quality of goods are consumed. The - S
reality, however, is far different. Existing in-kind . s
transfer programs are adjusted for only a few variables, :

e.g.; income and family size. All kinds of: vag}ables are . .
' ignared in order to make these® programs administrat;vely :

manageable.
Evidence does seem to imdicate that the poor do- consume

more now than befora facd stamps, Th;s daes not. neces-

i b
il

3. To fiﬁe§tune allotments wcuL& raquire far more informatlon R
than presently available. -There is a questlon whéﬁher ffi -
such an elaborate information system would be adminlstra— '

: tivély manageablé. ’

- =
4. Consumption survey data seem to indicate that the poor. - 7
) actually spend proportionately more on food, housing, and A -
medical care than higher income groups,“’Evidenne of wide- : Tz
spread irrational purchasas is 1acking : S : ;*gg

5. Administrative costs are often quite high for in-kind
transfer programs in comparison to simple cash tfansfers.‘r:_
‘At least 9 percent of-the amount transferred-under -food.- o
‘stamps ‘is allocated for administrative expenses, compared -~ .’
to the approximately 2 percent for social security. A
: full-scale NIT, it is estimated, would involve an overhead -
—— *  of around 3 percant.ng L . )
EIr 4‘ ) N . -

6. . Like categorical cash transfers, in’kind transfers are Ty '
truncated NIT programs, often with severe disadvantagesﬁﬂ-

1aeking in a full=scale NIT * : ‘ , .

2.5 Composite Programs -

0f course, there are also proposals to bulild upon the existing array
' of programs ( ash transfers, in-kind transfers) and merge them into an inte-
zrated, refoimed system. Any consideration of welfare reform, and particularly

of proposals to "fine-tune" the pfesent system must examine the totality of
- s . 1;.45

some 168 existing programs: their discrete effects and interactiansi Exhlbitii

' 5 .
I on page 3 illustrates, to some degree, the complexity of such an undertaking.

*# Browning, pp. 45-50.




" be worth the effort:

;(‘

' SGEE analysts do not think an attempt to integrate existing‘grogfams to
. bl =
e  Contradictions and anomalies pervade the present welfare
system. Defects of individual programs are often magni-
.fied in combination. For instance, an across-the-board
increase in social seaurlty will result® in no 1mprovemant
for the elderly poor who are presantly reg21ving 881 as
well as social security. Higher social security’ pgyménts
reduce SSI payménts, dollar for dollar.

e  The combined-effects of programs often. déstroy all work
~ incentives. The .effective marginal tax rates of several
programs 1s approximately Ehé sum of the separate rates.

77 Rates can exceéd 100 percent ‘on some income levels .

® A systém, which gonsiszs.aflﬁsdiscfeté programs, .
administered on several levels of government, will inter-
act with such incredible- complexity, thag their net
wffects will often bé hard to determine.

Aﬂ intefestlﬁg altéfnative camposlte appraazh is suggestéd by Henry Aaron.Z- -

He re:ommends a tripartite comp051te made up of cash allotments, housing sub-

pravided using the formilas he developed, and if. the tax rate were imposed

;gsidies, and medical care, If :ash housing,.and’ﬁédical assistaﬁzé were

m— I ’g‘

'%SEquentially, the basie benefit for a family ef four with no Qutsidé eafningé

.‘ivwaulé be worth $3,410. Eénefits in the form of éash would be availébiévuﬁtilv

earnings reached $7,728, Aaron avoids the horrendous cumulative tax rates

‘which either fresently exist or would arise in:combination with proposed welfare

‘reforms (e.g.. FAP). These rates are still high, however, approaching 80 per-

cent at some income levels. On the whole, AaroﬂfsAsystém, if adopted; would

result in.a vzstly impraved équity and would improve work incentives.

1+ 4+ *

Aaron, pp. 31-46

‘Browning, pp. 59-63.

Aaron, pp. 59-69. 29



3.0 WELFARE REFORM: MAJOR ISSUE AREAS

?;‘; 3 1 Summary of Issue Areas

Exhihit VII presents a datailed abstract of issues raised hy the

-

welfsfe reform cantraversy, grauped into five 1ﬁtérrelated issue clustérsz

- narmativavissqes
] economic issues .
' social issues - ,
e administrative issues
° political issues

A full'discussion of all thesg topics is impgssibla in a :epﬂrt of this size_v
...However,. one. issue has staad out as of paramnunt significanca amang writars on_
the SHbjeEt of welfare réfgrmg the que sti n of work incentives and théir im=,

pgrtanﬁai This sestian will, théréfare, foeus on tha mattef-in detail, ass sing

“dits ralevanca in the redesign of. America g public assistance systém. Specifically,

the following questions will be addressed: .
»  Of what eocnomic importance are work incentives?

oes the marginal tax rate have on work incentives?

® What effect
S I rlcal EVldEnCE to, documént thase éffects?

d
Is there empi
tion

@  For the nat hale, what is the overall affect af redis-
tribution of i, upon the marginal tax rate?

3.2 Of What Economic Importance Are Work Incentives?

Work incentives are important because they affect the cosﬁ af a_pfdl

- gram of public assiséénga,bthe available tax base to support such, a system, as
well as long-term economic ggowtha Two factors actually Eamﬁfise workainéen—&uv
tive effects: |

® income effect -- increased aggregate income reduces the need

to work as hard to sustain a comparable standard of living.

® substitution effect -~ highar matginal tax rates reduce the
net wage rate of recipients of transfers as earnings increase.
e - The marginal-tax rate is the proportion-of reduction-in trans-
fer payments as earned income rises.
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EXHIBIT VII: Issua Area Abstract

I. Normafive Issue Cluster

A. Equality
1. To what extent is equality, hawevar defined, a deslrable
: social goal?
a. In addition to income equality, what varieties of -
equality are there?
b. Do various forms of inaqualitv serve a. social good?
c. Should income equality be considered synonymous with
equality? Should it be gonsidered the criterion of
o human happiness?
2. Can income equality, in fact, be measured?

B. Need
R Wélféféfprégféﬁévéahééﬁfféﬁé'éﬁ"éééﬁéﬁié”ﬁéédﬁf Afé‘bthéﬁ T
needs important? Can government social programs addre
these other needs? .
2. If the goal of a welfare program (i.e., income Iédistflbutiaﬂ)

is to provide economic resources proportionate to need, to

what extent do present or proposed -measures achieve this?

2. Adequacy -- Is“the minimum income guarantee adequate
for subsistence? For socially defined '"decency'? .

"b. ~ Coverage == Are all tle poor, once’ identified; in fact = -~
covered by welfare programs? Are resources distributed
proportionate to need?

3. Dbje:tivity -— Are income transfers objectively (empirically,

_quantitatively, and clearly) related to need? To what St

extent do present and propased pragrams demonstrate a clear LTI

- linkage? _
4.  "Deserving" vs. "NcﬁsbaserVLng“ Need — To what extent gan:
"dessrving" and "non-deserving" groups of the poor be dis-

~ tinguished? What are the criteria of 'deserving'? Can the
" "degerving'" poor, however défin%d be ZEliably delineated -
in practice? ,

"II.” Economic Issue Cluster . , .
A. Con:eptual Economic Issues in Design of Welfare Erggrams
1; 0f what importance are work incentives? How do they affezt
overall economic grgwth? Individual productivity? Cost of
income transfer programs? What are the relative effects
of the work incentives components: ‘income effects and
substitution effects? '
2. ' What effect does the marglﬁal tax rate hava on wark
" ‘incentives?
a. What 1s the effect of marginal tax rates on earning
b. _ On investments in human capital? o
c. What are the marginal tax rates of pfesent ?ragfams
considered discretely? Considered cumulatively?
d. How do proposals for reform handle marginal tax rates?:

25




III.

" B. _ Het;hadﬂiogica’l Issuag in Implament;aticn 'éf Wéélfare Reform )

e

[ %]

- proposals” display ‘flexibility; that is,trhe i:apability' to be
--modified -to-meet-newly- perceived-needg?i———

e. What empirical evidence exists regzarding thé precise work
incentive effects of income mainte=nmance programs? ’

‘Cost of Redistribution -- What is the. owverall effect of natlonal-'

redistribution of income upon the marg;;gal tax rate?  How muzh -
can soclety afford by way of increasedi- marginal ‘tax rates to

" support income transfers? Given this imit, what income guaran—i

tees and breakeven levels are possible?

How are the "poor" defined?

What is the current state of iuzame red;istributlon?

a, How many are poor? '

b. How much transfer of incgmé alregﬁiy is channeled tc tha
poor? .

¢. What is the distributian of incomes?

d. What are the current consumption pmtterns.of the poor?

Flexibil*ty ~ To what degree do varicuss income.maintenance.

e i

Economic Value —- To what extent does’ tihe face value of . a

transfer correspond to the value—placeﬂ: on it by a rézipieﬁt?
.a. Is there a, gap between cost to sociiety and value piaéad

" by récipients? »
b. Are there distortions in consumpticon patterns? Da cansumers
spend transfer income-in ways diffiéarent from ways they
would spend it free of restrictions?? '

Income -- How is pre-allowance income deffined? Is the IRS
classification of "gross adjusted incomse" sufficienE? CIf n@t,
what should "income" encompass?

Treatment of Family Unit == In aﬂditionafto pratraﬁsfer»incnme,
an- income transfer program must account: ‘for differences in
family size., What are the available meains for doing so? What

are the ralatlva advantages and disadvantzages of these options:

] -approximately the same proraticon according to

. family size used in the presentt @fficlal poverty
.. measure, .
® equal per capita guarantee, ‘

@  per capita guarantee of $1,200 ffor each adult and

$SDD per Ehlld?
be a problém in coordlnating a prégram nf_ income guaranﬁées
(e.g., NIT) with the positive income tax,. if the breakeven
income of an NIT exceeds the sum of exemyi*ions and deductions
under the Federal income tax. How can thiis "overlap" be
handled ‘without creating very high marg1:mal tax rates and
inequities? .

iy

Sagiél Issue Cluster

A.  Externalities -- Some proponents of in-kind trzansfers take the- posi~
- tion that externalities (economic and soecial besnefits to others
flowing from transfers to the poor) arise from:tthese programs. . To
what extent does thé empirical evidence supportt this supP351tlon?»
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B. Stability of Family Unit -- Critics of axisaing tegorical cash
transfers (e.g., AFDC) maintain that these programs often promote
the disruption of family units. Have empirical studies shown this

. to be the case? Do proposed reforms promise to remove incentives
to break up family units? ’

Iv. Administrative Issue Clusters

A. Coordination and Control -- The large number of existing social
assistance programs and the complexity of jurisdictional divisions
between Federal, state, and local government create grave diffi-
culties regarding coordination and comtrol. What are the conse-
quences of lack of sufficient control? How have present programs
failed in this regard? Do welfare rafarm proposals give attention
to this issue? If so, how? :

B. Administrative Costs -- What are the administrative overheads
associated with different welfare reform models? Which have the
lowest? -

c. Eligibility -- How will eligibility for a given welfare program be
determined? o :

D. Filing and Payment -- How frequently will payments be made? Under

' an NIT, the program does not immediately f£ill the income needs of
an individual suffering a sudden loss of income. Can a system be
designed for frequent, periodic payments? :

E. Audit Standards -—— Direat assistance programs will require a dgter—
mination of pretransfer income. What kinds of audit procedures are
available to assure accuracy and avoid fraud? Can sampling proce-
dures maintain credibility of enforcement? Would IRS be the best’

agency for regular auditing procedures?

B. Jurisdiction in Administration -~ Which Federal agency should have
primary responsibility in the implementation of a major welfare
reform system? DHEW? IRS? What role can CSA play as an advocate
of the poor in this process?

R

. Politiecal Issues

A. Interest Groups —— What are the different constituencies affected
by the welfare system'{e.g., trade unions, activist spokesmen for
minority groups, politicians)? 'What has been their behavior in the
past with respect to différent welfare proposals? What is their
current position? How would they likely react to initiatives in
this area by the Carter administration? What would be the likely
impact? '

B. Congress -- What is the current attitude of Congress? What versions
of welfare reform are supported there? By whom? What do committee
staffers think? 2 7

P
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.Research Institutes -- What is the current role of research
institutes ("think tanks'"), such as Brookings, in this affair?

What has been their involvement in the past? What rele do the¥y
seek for themselves now?

Executive Branch ~- What position does the Carter administration
take regarding welfare reform issues and alternative proposals?
In what way can CSA contribute to a meaningful discussion of
welfare issues as the new administration assesses its options?
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Any income guarantee linked to earnings will have a negative incame;effégt
by eliminating the necessity to work for that amount. The higher the income
guarantee, the greater the ﬁ;gative iﬁéama effect. Héwever,'an income trans-
fer program linked to wage rates and hours worked, such as WR5, will have a
positive income effect by increasing the economic value of hours warkedi

Since all transfer programs prescribe some rédﬁctisn in payments propor-
tional to earnings, they will exercise a negative substitution effectg The
loss in transfer reduces the net value of new wage earnings received. " For
instance,”with a 50 percent marginal tax rate on transfers, a worker who in;
creases his earnings by $1.00 per hou; will have a net increase in dispocsable
inceme of only $.50. This, naturally, will diminish the incentive to increase
one's wage rate and annual earnings.

.A reduction in the hours worked by rezipiééts of income transfers concerns
econonists because of cost implications for a welfare design:

vl, Each percentage point decline in éa:ﬁings Wili result in a

corresponding increase in transfer ‘payments of approximately
1 percent.
2, Thé larger the disincentive effect, the more difficult énd

expensive it will be to increase the disposahle income of
the poor. '

3. High disincentive features may influence those just above
the transfer eligibility line to reduce work effort as well.
This will increase the number of recipients, the cost of the

program, and will, incidentally, also reduce the available
tax base to support the program.

4. Many believe, on philosophical grounds, that work is
necessary to give meaning to life and promote a sense of
personal worth. Policies tending to create a ''dole'" may

* Browning, pp. 69-73. 29
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3.3.1 The Importance of the Marginal Tax Rate
Marginal tax rates with their attendant substitution effects

fare reform proposals. High marginal rates potentially can:

] reduce work effort of both taxpayers and recipients,
e reduce the incentives to save and invest, including invest-

ments in human capital,

] create an incentive to convert income into nontaxable form,
and
@ by reducing overall productivity, can endanger long-term

economic growth.#*
Consider the question of incentives to invest in human capital. This refers to
the willingness of workers to undergo Erainiﬁg or any educational program |
resulting in increased earning capacity. If a $3,000 - 50 percent NIT were in
Effégﬁ, a man with an annual income of 54,000 would receive $1,000 in transfer
paym3nts. Supposing he could increase his earnings to $5,DOQl§er yvear by
undergoing training, the actual increment of increased disposable income would
not be 52, QOD, ;t $l;GDD [52,000 - $1,000 lost transfer]. The 50 percent

marginal tax rate will thus 1mpair the incentive to improve one's mafketabla

iy}

kills. As Browning noted:

In the short run, work incentives may be impaired by a
high marginal tax rate and, in the long run, work
skills may be allowed to daterigfata or may never be
acquired in the first place. . .

30
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3.3.2 Empirical Evidence Concerning Marginal Tax Rates and Their
Effects

. While it is often very difficult to assess the net effect of
America's present morass of 168 programs,* evidence that does exist suggésts
that the effective marginal tax rates are quite high. fhis is particularly

true for the cumulative effects of several programs examined together: marginal
rates are @ftenradditive. Henry Aaron did extensive research on the subject

and concluded.that the tax rates for a family of four under AﬁDG in combination

with in-kind benefits average 75-80 percent for most low earnings levels. 1In

addition, there is the notorious "notch" effect whereby a person can ;egeivé

less disposable income by earning more. This can occur around the uppef income

limits of eligibility. -

Perhaps more interestingly, Aaron calculated the net tax transfer rates

which would have arisen under various legislative proposals for reform:

'Nixon's original FAP, HR i, and the Long Plan. Their cumulative rates were

considerably higher than under the present system, and would have affected far

more families than the present AFDC. For some earnings~levels, HR 1 would

- have resulted in marginal tax rates of 130 percent. Some economists, there-

fafa, argue that an NIT or other significant welfare reform must not be merely
added to the existing system, but must replace itgf
3.3.2.2 Effects of Marginal Tax Rates

Economists agree that high marginal tax rates have a

negative work incentive effect; the exact quantitative measure of this effect

is,however, open to dispute. This section will review the evidence available

* Browning, p- 63

Aaron, pp. 31-46.

- frﬂwning, p. 0194 g 31



on this question, with special emphasis on present government-sponsored income
maintenance experiments.

1. Nonexperimental Evidence
Irwin Garfinkel* found disagreement among varicus studies
regarding the extent of work reduction caused by potential in-
come maintenance programs. The estimated reduction in work
effort for prime-aged married men under a $3,000 - 50 percent
NIT (family of four)- ranged from 3 percent to 5g percent.
Clearly, there was a wide range of uncertainty.

2. Income Maintenance Experiments _

Four major experiments in negative taxation have been
sponsored by the government. Originally developed under the
auspices of the Office of Economic Opportunity (OEQ), the
Department of Health, Education and Welfare now exercises
supervision. The Institute for Research on Poverty of the
University of Wisconsin and Mathematica, Ine. of Princeton,
New Jersey have played leading roles in their implementation.
The four experiments included:

® The New Jersey - Pemnsylvania Graduated Work

Incentive Experiment (1968-1972)
] The Iowa - North Carolina Rural Income
The Seattle Expériment
‘The Gary, Indiana Experiment
The results of the first two of these experiments will be
reviewed here.

The New Jégggyvg§aﬂgaggdAﬂggk"Ig;gptiyg_gggggiﬁgg;t

The experiment examined eight combinations of income gg%?anﬁees and tax
rates as to thei, ralééiva gffeﬁts upon a samplé drawn from the poor and near
poor (125 percent or less of the poverty line). They were matched to a
control group. The study concentrated on male-headed urban families, and

lasted three :rears.

# U.S5. Congreas, Joint Ec
Studies in Public Wel.

nomic Committee, Subcommittee on Fiscal Policy,
e, Paper No. 13, 93rd Congress, 2nd Session,

o

es in Public Welfar
February 1974, pp. 1-32. | |
* Browning, p. 71. o oo \

Harold W. Watts and Albert Rees (eds.), Final Report of the Hgﬁmgefsey

Graduated Work Incentives Experiment, Vols..l, 2, 3 and David N. Kershaw

T+

and Jerilyn Fair (eds.), Vol. 4 (University of Wisconsin-Madison, Institute
for Research on Poverty, and Mathematica, 1973, 1974). :

Also see: Joseph A. Pechman and.P. Michael Timpane (eds.) Work
‘Incentives and Income Guarantees: The New Jersey NIT Experiment

(Washington, D.C.: The Brookings Institution, 1975).
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The major finding of the experiment was that there was only a small (5 to-
6 percent) reduction in average hours worked by the male heads of recipient
families_ For working wives, the reduction was greater: about one-third of
the previous work effort for whites and more than one-half for Spanish-speaking
wives. Black working wives were not affected.

There were, however, a number of severe methodological difficultiles which

o The limited time period of the experiment made it more diffi-
cult to assess the impaét of a permanent, natiomal NIT.
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duting thé course of the ax@e:;ment which may havg cgntaminaﬁed

the results. One reason for selecting New Jersey in the first

plgcé was the ldck of an AFDC-UP program for unemployed fathers.

But on January 1, 19 the state adopted such a program, with

very generous prog%§ &, As a result, controls became subject

to income mainterance policies often more generous than t¢he

ggperimenﬁal NIT. grggps, Furthermaré, EthE was 1323% seale ‘ .
attrition in-the’ experimental samples, ﬂatably among the . -

less generous NIT groups. . ) . . .

e Dﬁly a small fra;tian of those who would be covered by a natianal
program were included in the experiment. A national program
may have different labor market effects than a loeal experimental
program -- e.g., reduction in normal work week for low-skill
laborers to.thirty hours.#*

The Towa - North Carolina Rural Igggme.ﬁaigtenangg,Experiggnt
- The New Jersey experiment focused on the urban poor, and the results can-
not nacessarily be generalized to the poor of rural areas.  The Iowa - North

'fuéafa;ina NIT experiment was designed to £ill this gap. Families meeting in- )
come criteria were randomly selected and placaé in five different experimental -
treatment groups. Benefit levels ranged from 50-100 percent -of the poverty
‘level income and implicit tax rates Eram.BD to 70 perzént. Bbﬁh_wégaséarning
‘and sglfsemplayéd workers were studied,

For wage earners, hours worked for wages were lawer among experiméntal

graup membars comparad to &ontrols by a weighted'averaga of 13 percent after N

Rl Paﬂhman and Iimpane, pp. 7-14.




holding constant Qnexperimgntélidifferen;es. Hours worked by men remained

essentially unchangadggbut for wives, a negative experimental effect of 27

o7
‘percent was obser’v’ed‘

Among ééperiméﬁtéi'fafm operators and maﬁagefs, declines in farm profits

dppeared, relativarﬁa aantrals, but the diffarentials were only marginally

By

significant. G@néerning hours waked, a curious anomaly was observed. Farm

work by farm operators showed a positive experimental effect of 11 percent in

both states.“Farm_ hours declined over time for all groups, but at a faster

rate for controls : af’agﬁerimantals. Experimental wives also seemed to

work langaﬁ hours than controls. Implicit tax rates and benefit levels

appeared to have no-&ffect on level of farm work. Thus, a deeline in produc-

tivity was evident, despite more hours worked among farm operators compared

to controls.* —

Conclusions -

The available “evidence seems to suggest thit economists' concern about

work incentives is not miSplaéed, but that fears of a complete céssatian of

". work are unjustifie

3.4 < What is ﬂhé?‘ﬂv&r li ,ff ct of National Income Redistributio
Palia;as Upon the Marginal Tax Rate?

\ 7 ,
,Dne major éé%mentﬁaf.the work incentive question concerns the cost

of redistribu: ion: ‘Zét are the costs of income redistribution for society
as a whole, both iﬂ%égémszaf;ngt transfers, and in marginal tax rates which
taxpayers must bear?7é§%uallyathé‘cost of redistribution is defined as the

-net amount of rediégggbuﬁiqn which a gi¥en plan would accomplish. Thus, it

34'
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was estimated that a hypothetical $4,000 - 50 percent NIT would yield a net
transfer (redistribution cost) of $27.5 billion in 1971. A $5,500 SD percent
N1T* would have, according to some, cost $71 billion in tha same year. Some-
times, these costswere represented as percentages of the GNP: espectively,

2.5 percent and 6.5 percent for the two plans.

true cost of redistribution. Edgar Browning, for instance, has emphasized that
marginal tax rates, not percent of GNP, are the key variabie in assessing cost
to society. He estimated that a $5,500 - 50 percent NIT in 1971 would have
resulted in an 80 percent marginal tax rate for all families in the United
States. A rate of this magnitude he felt to be ruinous.

To 1llustrate why this was so, Browning constructed a hygoﬁhétigal model

of a demogrant with an income guarantee set at one-half the average (not

median) family income. In 1973, this amounted to a $6,750 ($13,500/2) income
.guaranﬁeei For purposes of simplicity, he assumed three premises in his
analysis: ]
o the demogrant program was the only gévérnméni expenditure,
e demogrants would be financed by a proportional (flat rate)
tax on pretransfer income, and
. all families were of equal size.

Twé of these premises were dropped later invhis analysis. Browning stated that
a demogrant of this type would be equivalent to a $6,570 - 50 percent NIT with
:a breakeven point equal to the mean familyfinccia'($13,SDD). In effect, the
;upper half of the income curve wauld redist ibute ecanomic‘resourées to the
:;, lower halfn Browning estimated that this plan would result, ‘given America's

present distribution of income, in a net transfer of 10 percent of the

* TEEomEﬁdéd by the NWRO. . 35
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national income. From this, he concluded further that for aéch @ﬂé,pétééﬁé of
total income redistributed, the marginal tax rate must be increased by 5 éercegti
. Lozw "J’i i

for the entire population.*

-3

't

While there is disagreement as to the upper limit Qf .margina al ax”iatés‘ é
before serious work disincentives arise, Bfowning assumes 50 percent to be the
maximum safe limit. Subsequently, Browning factored in other government expendi-

tures and the taxes needed to finance them, which amounted to around 22 percent -« .-

_‘}

of the Net National Product in 1973. Thus, he concluded that 28 p *2, is thé
‘actual upper limit of income transfer marginal tax rates (50 pef e - 22 pergent L

= 28 percent). Given this limit, 28 percent of $13,500 is $3,750, the highest .
safe minimum income guarantee, according to Browning.

than that. The NWRO $5,500 - 50 percent NIT, according to Browning, wguld have
: . ., p A%
resulted in a marginal tax rate close to 80 percent for the entire pnpulati@n_

Browning feels that the real significance of this fact is thaﬁ the" marglﬂal

tax rate would apply to thé middle and upper income class. Since Ehése”gfgups .

generate the bulk of economic resources in the country, a severe work disin-

centive affecting them would seriously erode the tax base and campraﬁi;é future
economic grﬂwth.+ T ?
Re ardless of the val;dlty of Browning's 5pec1fic conclusions, it seems clgar
that serious gcﬁsideraﬁiaﬁ must be given to the overall impact of different ‘i
Sl

welfare reform strategies upon the marginal tax rates (and consequent work

incentives) for the nodPoor as well as for the poor.

* To redistribute 10 percenf
rate. Thus the 1:5 proportiom.

Browning, pp- ééslll. - 36 - '



1
Ly,
M‘ .

é.D CSA'S POTENTIAL ROLE IN WELFARE REFORM

4.1 The Unfolding Scenario .
In the precading pages, we have presented a brief overview of the

range of issues and topics likely to be considered by the DHEW review. When
particular topics émergé in the coming months, we will be able t§=provide_
more focused analyses.

of particular concern to CSA at the present juncture, however, ought to
be three sets of questions:

& How will the agency relate to DHEW as that department moves
forward with its review? Secretary Califano has said that
his review will involve all Federal agencies that have an
interest in welfare reform, as well as state and loeal -
governments and interests. But, just how will CSA relate
to the eview process, 5tructurally?

] How will CSA relate to the welfare refofmxreview, substan-
tively? Which of the topics outlined in preceding pages
of this report are most appropriately of concern to CSA?

. Where govermmental reorganization occurs (as it most surely -
will) following a Federal welfare reform initiative, what
might CSA's new role be? Closely related, where is CSA
likely to land as a result of such reorganization?

ach of these questions will be considered below. No conclusions will

be reached. However, the options that appear to be likely candidates for

consideration will be presented, with no attempt to evaluate their merits.

=

That evaluati: n must come later, as events unfold, and as -CSA begius to shapa
its policy pecspectives.vis 4 vis.welfare reform.

4.2 CSA's Possible Roles in Welfare Reform::-Some Likely Options .

4,2.1 Structural Options: Relationships to the DHEW Review
Thefe are (at least) .four possiblé ways CSA might relate to
DHEW's welfare reform review (these are not mutually eleusive opticns);mm
a. No formal relationship -- If DHEW makes no Gverturas to CSA

and CSA, in turn, makes no overtures to DHEW, it is quita
possible that CSA could be "left out" of thé review process.
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" b. Occasional informal contact; some review and agmmeﬁt == This
option is alsoc possible. Howavaf, it might not be consis-—
tent with Secretary Califano's expressed intention to solicit
broad participation from the Federal “family.".

C. Occasional formal contact: review and comment through some

—em

kind of advisory committee mechanism — Certainly this is a

Tikely vehicle. The secretary might even utilize the Inter-~
agency Poverty Studies Task Force. Whatever vehicle might be
chosen, CSA would want to be-a formal participant.

d. A formally defined role; possibly, involving the CDC/CAA

netyg;k -- CSA is the on! ly Federal agency with an ongoing,
active grassroots constituency Eémprlséd of representatives
of low income communities. As the welfare reform review and
subsequent initiative evolves, this "outreach/constituency"

. network could be envisioned as playing an important role,

- v both in shaping options and in facilitating program imple-
mentation. Alternatively, one wonders about the costs to
the White House, DHEW, etc. of not involving grassroots
constituencies of the poor early im the process. This

option may be CSA's best "shot" at a prominent and endurlng
rolé in th% welfare reform inltlat;ve,

4.2.2 Subsﬁgﬁtive Options: Relationships to the DHWY Review
Reélistigal;g; CSA must recognize th=z seibical wasc £ analy-
tigalrwérk=élready in place for the welfare refcrn czviaw, as'well as the large .
number éf skilled analysts in place at DHEW (i.e.. ASTE - Ihc@mé Security
Group). However;-one observatjon can be made (based on our experilence with
DHEW's Office of the Secretary):

_and s&holastic, 1ack1ng in uﬂderstandlng cf ptactlea;
- ’ . realities of low income communities, and also: bu11din¢
conclusions om highly tenuaus data bases. :

In this context, the patentlalizies of the Harket*ﬁ k ,§‘S£uiy should

not be ov rlsoked; However, in "publiéizing" the Market Baskets szudy, CSA
should not éversell 1t, especially in view of the time égnstraints. But,
there might be an opportunity -- over the next f;w months -- to weave into

DHEW's raviewS a sa§§i;i;§;ipn't§ the issues being confronted in tha Market

Basket Study. ;

38
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In essence, then, three possible substantive options (among others) emerge

in the short rum:

a. Articulation of the kinds of information the Market Baskets

information would sharpen

Study might provide and how such

the wglﬁare,teform process — ‘Most writers who discuss wel-
fare strategies assume, as given, two vital premises:
@ poverty has been validly defined such that the
poor can be reliably delineated, and
° rationally constructed "poverty lines,'" in fact,

have been established which are truly representa-

tive of a minimally decent standard of living.
Usually, the Orshansky measure is uncritically accepted as
appropriate for this purpose.

Currently, poverty measures or income eligibility
standards are extensively used by a variety of Federal
agencies in the administration of national programs
designed to help the poor. These measures have had two
primary uses:.

1. An allocative formula to distribute appzapria—

tions among states and other jurisdictions
[e.g., Title I of the Elementary and Sagaudary
Education Act].

2. Income eligibility criteria for individual

applicants [e.g., CSA admin}steréd,prcgrams]g

. There is, however, considerable diversity regarding
which specific measures to apply. While the official
Orshansky Measure is widely utilized, other formulas are
also used, and in addition, the official measure is often
modified or simplified, reducing the number of thresholds.
Income definitions also vary.* '

Furthermore, there iz general agreement by specialists
dealing with this question that the current Orshansky
poverty thresholds are in naéd of major revision or replace-
ment. Major wq}fare ‘eform innovations will not end the
need for such measures; on the contrary, scientifically

N bassd thresholds founded en absolute standards of need will

becr.ne all the more necessary in order to rationally dis-

" trihute Federal monies. Whatever income maintenance formula
is adopted, there must be some rationale for drawing a
"break point" between net receipt of support and payment of
taxes. The amount of support will also have to vary with
income in such a way as not to penallze productive work.

' DHEW'Eévarty Studies Task Force. The Measure of Poverty, pp 14-17.

See
Plan (Washington, D.C.: TARP Institute, 1975) 20-22.

-89

TARP Institute, The_ Davelcpment of Low Inccme Market Basket ;f;g Work
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Absolute poverty measures, as envisioned in the Market
Baskets Study, can fill this need. This project is designed
to aghievé greater conceptual and maﬁh@dclogical”clérity in

,alute measures Df nead Once canstru;taéﬁiéﬁese,market baskets

~ can be linked and costed out to provide "poverty thresholds"
of a minimally acceptable standard of living (whether défined
as subsistange or adéquacy) Cufrently, however a graat deal
ingome markat baskets of consumpzlan gaads and serviéééiéaﬁ
achieve their potential.

The completion of these research and development activi-
ties will result in the development of poverty thresholds
which will, in fact, have a scientific basis, insofar as the
current state-of-the-art permits. Policymakers, in consider-
ing alternative welfare reform pfopasals, will thus be able --

® to-propose "break points" based on a plausible
rationale,

] to price out their likely costs,

® to identify the administrative and fisecal
implications of different proposals

] to pinpoint the relative impact of diffa:ent

proposals on different papulatioa sagmants of
the poor, and
— 8 to avaluate the true impa:t cf Eederal poverty
= _ programs., : . »

In conclusion,. it seems clearvﬁhaﬁ the Harkét Basket Study
will prove very useful to those Federal policymakers consider-
ing different income maintenance designs. -This fact is CSA's

major strength in the forthcoming welfare reform discussions
and ought to be emphasized.

b. Critical analysis of substantive economic proposals; e.g.,
the real world implications of establishing a guaranteed
income minimum at a particular level --CSA could (at least
potentially) provide a reality test in the form of first- -
hand knowledge of the experiences of low income familias
and communities.

c. Critical analysis of various options for reorganizing the
administratian of Pategarlcal QESlSEaﬁCQAPEGEESES —- The
focus of such crlﬁlques could -be on the impacts of alterna-
tive arrangements on the’organization of local programs,
hardships caused by shifts in eligibility criteria, etc.

4,2.3 Administrative Dptionszm-GSA‘s'LDcatian ip the Federal
Bureaucracy . ‘ : ‘ : e

CSA's role in any reformed and reorganized system of public 7

welfare will, to a very great extent, depend on (1) how the agency is organ-

40




-_?;iaad; (b)'i' location within thaﬂfadafai bureaucracy; and (c) fun:tiaﬁa:

aaaignad to it.
Amang tha 1ocatiana1 options available.
No _change -- It is quite poasible that CSA ‘could
‘remain an independent agency. This might be con-

gidered desirable becausa of ita ualqua advo:aay
function.- - ~ :

b.. Become paft of HEW or HUD -- Certainly thia is an
' option that will be considered =- primarily because
CDC/CAA service functions overlap categorical ser=
vice’ pragfams currantly funded thraugh thase agaﬁcias

a nawlysfofmad consumar pratact;en agancy == Ih;s
option should be conaldarad, although, CSA' s service’
funetions do not, prima facie, appear -compatible
with the ombudsman-regulatory missions slated for a
consumer protection agency. However,. if CSA were to.
no longer be a service agency, it.is conceivable that
an ombudsman/advocacy mission, particularly suitable
“to the consumers movement, could- gain ascandancy.
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