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The adllnlstratloﬁ recently announced a broad

~overhanl of the welfare system ,alled the program for better jobs and
-#ncome. This proposed plan would consolidate three major components,
of the current welfare systew and proggd-h for the first time, a
nationwide minimué\ federad cagh payment for all the poor. In this
paper the existin elfare system is reviewed. Changes which would be

brought about by'the adwministration's plans are presented. The
structure of the existing progran'de31gned Lhe aid the poor. is.
ontllned as’'is a description of the many probléms with the welfare

system  today. The administration's new proposal is also ontllnéd. A ey

cricial issue in all proposals designed to aid low income families
that of work incentives. The effect on work ihcentives of the
administrationt's proposal is holpared with the cdrrent systen. )
'second crucipl concern with reform.proposals is how they’ affect
current welfare recipients and other 4roups of low income’families.

is

-Because of the complexity of the administration®s proposal, this is a

difficult question-;o answer definitely, but a r?uqh answer is
provided. This is accomplished by looking at the effect of the

proposal on several types of families. The extent to which individual
states will supplement the benefits wvhich are provided by the federal

government” is the 'main conplication in assessing who will-gain and
+»who will lose.
proposal, and these dre explained. A criticism of the'

adainlstratlon's proposal is also presented. - (luthorﬁan)

~

There are incentives for. such supplementation in the
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‘ ’ . T O 'm[%ut 12, 1977.

*

S
To the Members of the Joint Economic Committee:

Transmitted herewith for nse of the members of the Joint Economic
Committes and other Members of Cor}}'oss is a study entitléd “The
Program for Better.Jobs and Income-£A Guide and Critique.”

This is one of three studies conunis<ioned by the Joint Economic
Committee on the subject of welfare reform. These studies are intended *
to provide information and analy s to the Congress onthe important
issue of welfare. This study. prepayed by Professors Sheldon Dandiger.
Robert ITaveman, and Fugene Smhlensky. focuses on the strengths and
weaknesses of both the present welfare system gnd the Administra-
tion’s welfare reforin proposal. ‘ :

The views expressed in this studv are those of its authors and should
not be interproted as representing the viéws or rocommon({ntipns of the
Joint Economite Committée or any of 1ts members, ot

Sineepely. : o
. - Liciako Borling,
. . ( hairinan. Joint Fconomic Committee.
. .
o OctoBer 7, 1977,
"Ton. Riciarh Bortie. . ‘

Chairman, Joint Feonomic Committee, U.S. Congress,
Washington. D.C.°

Dear Me. Cinvroray: Transmitted herewith i a study entitled
“The Progratn for Better Jobs and Income—A Guide and a Critique”,
prepared by Profescors Sheldon Danziger, Robert Ilaveman, and
Eugene Sniolensky, Uniyersity of Wisconsin. *

The &tudy i~ the scasnd of threg committee studies onavelfare reform
intendeet to protide information and analysis on important aspects of
the webfate reform proposal. including a review of 1ts macroeconomic
effects and an analysis effects of its labor market implicatiops.

Drs. Danziger, Havemat. and Smolensky have reviewed some of th#
key economic issues which should be considered in a discussion of wel-
fare reform. - ‘

"This study was reviewed by Town Cator and Deborah Norelli of the
committee staff.

Sincerely,

.

. . A
Jonx R. Srank. Erecutive Dipector.
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pg. 14, second llge from the bottom should read ”$4,191"
not ''$4,291" "1$200'. not ”$100” !
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pg. 15, Table I Total Income Proposed sttem should read

"4, 191" not '4,291" . ) o
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‘o . THE PROGRAM FOR BETTER JOBS AND.INCOME—
\\. , A GUIDE AND £RITIQUE* * 1 .

- . .
Dy SueLnaN Daszecer, RosEr? IHavEMAN, AND EUCGLNE SMOLENSKY**
o \
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" ) , 1. id "RODUCTION

*  The Administration recently announced a broad gverhaul of the
welfase system called tRgsprogram for better jobs and ingdme. The plan
would consolrdate thre2 major components of the enrrent. welfare sys-
temn and provide, for the first tune, a nationwide minimlﬁh\\Federal
‘cash payment for all the poor. It also pledges to provide a public serv-

+ " ic® job for come of those able and expected to work, as an integral part ‘

of the welfare systemr. Earnings, welfare, manpower poligy, and taxes

would be interréfated through anjexpanded #rned income tax credit
and a new, nationally unidgrm system of basic income suppert
ayments. . b »

. While some parts of she Adminidtration’s proposal are new, mapy .

' of its elraracteriStics are/irect descendants of earlier attempts to re-

form weffare. most notgbly President Nixon's family assistance pla.
The major new elenieyts in the Admintstration’s proposal are! 8om-
bining welfare reform with publie job crea®on; integrating an earn-
ings supplement with income-eonditioned eagh assistance, and extend-
+ing cash benefits to individuals zmsl intact families. The more standard
Q elements eemmon to many welfare reform proposals are the establish-

ment of a wore uniform national basie henefit structure for all low-
4ncome families, the impo~itmon of a work requirement as a eondition
for receiving benefits: and the administrative echsolidation of at least

some of thegeverafexisting incomte-eonditioned programs. ’

The purpo~e oftthis paper is first to review t&m existing system and .
{Hen topresent the ehanfres in it which would be hrought about by the
Administration's plan. In Seetion 2, the struoture of the existing me-
lange of program« designed to aid the poor 1s <ketehed <ol some of the
achievements of these policies arg described. Section 3 oytlines the
problems with the \;g'nl fare system which have led to its heing referred
to by the President as a “mess.”” Following this, the Administration’s -
proposat js outlined in Seetion 4. A ecrueial issye in all proposals de- ‘\
signed to aid low-income families i< that of work ineentives., Simply,

-

- - .
*Based on the HEW news release, (IIFW Nens) Aug 8, 1977 The final form of the
. Adrintatriilon's bitl may differ In vome Jetalls from thie release .
**The anthors wish to_acknouiedge the comment« of Jeatherine Rradbury, Irwin Gar-
finkel, Robert Lampman Robert Plotnick, Timothy Smeeding Sheldon Danziger is an
Asuigtant Professnr of $peifl Work, Univerfity of Wisconsin, Madison Robert Haveman
and Fugene Smolencky ate P'rofecsorz of Economics at the Univeraity of Wisconsin, Madi-
son , A1l of the authore are «tall members of the Institute for Research on Poverty, Unlver-
<Ity of Wisconsin, Madlson. ¢ '
, (1)
-~ N N
»
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. -
S 4
ERIC - « ! - o~ g .
Y .

.oy o R ‘ . 2



.2 .

@ . R
stated, does the proposal discourage whuk effort by providing an alter-
“Native income squrce,and by decreasing this income in response tb in-
creases'in labor incorme? This issue is discussed in Section 5, where the
effect on work incentives of the Adihinistration's proposal is compared

.with that of the current system. A sefond crucial concern with reform -
proposals is, how they azﬂgct currént welfare recipients and other
roups of low-income famiJies—who is benefited by the proposal al
who is hurt, and to what extent? Becaus#-of the complexity of the
Administration’s proposal, this-is a diffioglt question to answer défini-
tively. We attempt a rough answer in Section 6 by looking at the effect
of the proposal on several types of families. The extent to which indi-
vidual States will supplement the benefits which are provided by the
* Federal Government is the main complication in assessing who will
ain and who will lase. There are incentives for such supplementation
in the proposal, and these are explained in"Section 7. Finally, in Sec;
tion 8, we critique the Administration’s proposal. First, the fikely ad-

_ vantages of the plan are summarized ; then a offg series of concerns and,
{)otential problems with the proposal are epumerated by means of a
ist of questions which should answered before the program is
implemented. - .o

.l. '

O"ﬁ\b




2, AD'\'.\NTAGF}S OF TIHE (‘I'RREN'I; SYSTEM

. At present the welfare éystem as general]yvthohght of consists of

“three income-tested programs: Aid to families with dependent chil-

dren (AFDC) with abeut 11.5' nullion recipients, supplemental se-
curity income (SSI) with roughly 4.5 million recipients, and food

) stamé)s withr about™ 18 mullion recipients. AFDC and SSI provide

benefitszin cash wlile foad stamps provide benefifs in-kind. These

‘prograiys would be consolidated under the Admnistration’s plan.

In addition, thére exist a number of other income tested progﬂlms
not directly affected by’ the .\dmimstration’s plan< Certain veterans’
benefits and pensions, housing assistance programs, basic opportunity
grants for higher education. Finally, there is Medicaid, ‘the largest
income-tested program of all (currently about 25 million recipients),

The Administration’s plan, as such, does not mention Medicaid, Na-

tional health ingurance proposals promised for next spring by the -

Administration, hibwever, will probably be offered as a replacement
for Medicaid. R —- - ;

* The<e programs, plus the non-incolne-tested social insurance pro-
grams such as old age survivors, disability and health insurance, and
unemployment compensation provide a great deal of relief to the poor.
In fiscal year 1977, $19 billion‘in public funds were spent on inconze-

- tested programs, and another $134 billion. were spent on social insi
e

.

ance. .\bout two-thirds of the $19 billion of welfare expenditures w
finanted Ly the Federal Government, These programs have expanded
rapidly since 1965 both.in the number of recipients and in thé average
benefit per recipient. In 1963, $8.9 billion or 1.3 percent’of GNP was
spent on income-testeel programs: thi¥had increased td $39.4 billion
or 2.8 percent of GNP by 1974. The programs succe ully deliver
their benefits to the poor: About 92 percent of AFDC. benefits and
about 83 percent of food stamp henefits o to those who would be poor*
in the absence of transfers. Although the current system has been

charaaterized as a “mess” and although President Carter feels that .

the welfare system is worse than he had expected. it has been successful
In targeting increasing amounts of relief to an increasing number of
poor.beneficiaries. ' co o

Severalgimportant attributes of the>Administration’s plan are al- |

Yeady pre-ent, in this set Qf programs. Food stamips, for example,
work in a manner which is similar to the work benefit and income sup-:,
port provicions of the Administration's proposal, As.in the praposal,
food stamp benefits depend on the amount of earnings and other in-

-come of the family and on family size, and accrue to all types of fam-

thes. The program includedta work test, Similarly. the SST programs1n
operation since 1974, has rules of operation and a uniform national
minimum pavment much like those of the incoame su port provisions
of the \dministration's proposal. However, the SSI program cur-
rently serves only the aged, blind, and disableds while incoma support
in the Administration’s proposal wou](igo to the éntire population,
Alsol the earned income credit.’an important component of the Ad-

nimistration’s proposal. is already; in place.

: 3 .. L ) )
06-958—77—2 (3) :
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3, PROBLEMS ASSOCIATED-WITH THE CURRENT ¢

' oL, SYSTEM 'y - _ ;
) . 12

¢

The problems of the current wilfute s stem have been gvaluated N

and cataloged numerous tirges.! Asg yeBult, qur discussiofof them will
be very brief and terse. Figst, the existing q‘fi':.far_e system is irtequit-
able. Jt treats people, tvho have similat needs'tilerently. A one-parent
family of four living in Missigsippi:is entithd to $2,712 per year in,
AFDC and food stamps. Whilewa-sjimilye ffmily livbog in awaii 1
eligible for $7.04+4. In addition. to the Anequity itself, these geograplne
disparities enfourage Thigration from low-benefit to ligh-bencfi#
States. Second, welfare treats people differently iwho have similar
weds but are of different family types. In any of the 26 States with-
out.an AFDC program fbr unemployed parents. a famyly with two
pérents but no earnings becomes eligible for AFDC- Wenefitg oply if

the father deserts the family. If the father st.'l:\'s with the family. it |
: 4 .

will be‘eligible only for food stamps. .
Besides ditcouraging marital stability and enlouragmg migration}
the current svstem discourages work, In some cases benefits are higher
if an individual doesn't work than'if he/slie takes a job. And in some
States a two-parent family of four receiving benefits frony the AFDC*
program for unemployed parefttc siffers a lo&% in income if the father
aoes from a ‘part-time job to & full-time ‘job. In taking the job and

L

leaving the AFDC-U program. Medicaid henefits might also be lost.

Moreover, benefits in’ these welfaregproerams are income-condi-
tioned. so that as.labor income rices. benefitgdall aad. as a result. the
reward from working is dininished. Bechnsq e families particjpate
imtiwq or more of-these prodiams at the safhe time. flig total l#:c in -’
benefits cqused by ipkgeaced earnings mav completely” offset the in-,
crease in earnings. s A

Finalw. cach of the welfare programs has different operating rales, .
Tn a single hagiseold. one per<on may receive food statips and AFDC
benefits while another receives food stamps and K87 henefit=, Sigee
cach program has djfferent rules. different accounting periode, and
different, notions of the filing unit. Admini<tration is complex. AFDC
is administered by the States with Federal <harina of pn);monts.e\vhilv\

QQT is a Federal program rwith payibénts that thé States chn-

supplement. . A

Thne the welfare <vstems, despite the advantages cited m Sectron 2,
covers some people but not others. pavs ¥, rvine amonnts of henefits
to persons with.cimitar needs. and is Aiffientt. to administer. Tn addi-
tion. it contains adverse wofk incentives, migration incentjves, and in-
centives for family break-up. Perhaps moet driousty, it is too complex

-

-

.

for many of the peor to nnderstand. Therefbre. thev may not reccive ™

benefits which they need and to whielf they ar entjtled.
T ) ] ) ) ‘

1 Qe for example M Barth G Carcapno and 7 Palmer “Toward an*Tifectiye Tnoome
Supnert Qeatem  Prohleme Prospacta Chofere (\Madteoh  Inatitnte far Receapcl of
Potarty 1978V and U° S Congress Inint Peannmie Committes “Studtes in Labite Welfareé
1974 19 (Washington, 110 Government DIrinting Ofhee ) € -

v (4) @
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) 4. AN'OYERVIEW OF THE ADMINISTRATION'S . -

g ' . ! " PROGRAM ' .

To fully comprehend the Administration's welfare reform proposal,

“jt must bg seen as part of a comprehendive set of chapges in the -in-

. come tax, the health care system, social security, the low-wage labor

market, and’even in'the energy market, as well asin the welfare system. -

» AIl of these programs or systems are somehow affected by the pro-

al. Even i?the legislation passes;the effective date for the chamnges

is not until October 1980, and all the details of the plan are not yov
available. Butethere are already some hints, even as regards th

i

1d

%

changes in the personalincome tax and the fnedieal care system, whi
are implied by the proposal. The threshold lev?s at which persopia
income taxes begin would rise and the-earned infome tax, credit
benefit many more households;, Medtcaid would be replaced by a(ng< "
tional health*insurance plan as yet to be designed; aid for the N
_income aged, blind, and disgbled would be removed to a considerable
degree from the social insutance system; public jobs- weuld be pro- . * . %
- vided, but in such alway that a public job would be more lucrative .. .- =
‘than welfare and a private job more'remunerativg than_a public job .
paying ‘the samé wage; and, finally, the energy, tax wauld- pay part -
of the welfare and jobs bill. LY oL . -
Compared with the current system,-large gains have been claimed. -
(¢) Welfare would ber integrateds with qarnings and hoth coupled .- - M
with the fax system. (b). C‘onsolldatign would streamline administra- ‘
, tion. (¢) ¥grk would alyays pay:more than welfare. (d) Family
stability would be enhanced by allowing marricd cowples with children L
to, benefit in the same manner and to the same extent as'single parent ‘
families. (¢) The relatively high national minimum paymept would
reduce incentives for migratior from high- ta low-benefit g#ates. (f)
» States and localities W()ufd be provided fiscal relief. ‘
The. details of the Admgnistration’s program for’'better jobs and , - " .
incorrie can bést be understood by focussing seriatrm on, , its four major

. .
-
- -~
.

Y

. © components: Job opportunities, the work benefit and.income support -
g provisions for those expected to Work, income support payments for- -
those ‘not expected to work, and tax reductions through the earmnbd = ~ -
o income tax credit. . » ‘ 4 . -
) # "OPPORTUNITIES « , *

R
. First, $8.8 billioff would be Set aside to create upto 1.4million pub- ’ X
lic service jobs: for ‘adylt workers with.children who cdnnot find-a
private job, Most of these jobs. would pay the minimum wage, which ™
~ ™ currently is $2.30 but which is expected tq be $2.63 later this year
and about $3.30 by about the time the program would begin in 1981).
. Those pligible for’the jobs would be. adults—one per family—who
: vould be placed in yne"‘ex ected to 'work” category. These people
would be Eivon a job¥only if they were unable to find a regular spri-

“ 7 viite or public sector job.on their own or with the Labor Department’s”
.« ‘help, -, . . v o ’ # °
’ ‘ . 2 ‘(5) v )
4 e 1""" I 4 .
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, In determining which families have an adnlt who is expected to®
work. there woudd obyiosslv be adummnistaative diseret on, But. basy-,

- . cally one member of all families would be expected to work unless all

e+ the adultsenthe fapily fall into one or anothet, ¢ [ the foJlowing.cate-
1({‘. dlabled, or mothers withont husbands (and fa- -+

gories: Agedy bin

H thers withont S¢ives) whose youngest child is less than 7 years old.
" . Mothe ithout hushands (ot fathers w ithont wives) whaose voungest
. child i*ween 7 and 14 vears would be expected to work part tune,
while sutgarents whose youngest chitd 1» over 14 would be expected

.work full time.-Because earnings from employ ment 1 a private job.

ould be accompanied by a subsidy—the earned income tax credit

N ’ (EITC)—in addition to't reswork benefits. a family wonld always find

a private job more hicrative tian a public job."This restriction of the
EITC to regular private or'pgvblic sector jobs gives an incentive for
& Workers to yse the public service jobs only as a last-resort.

Worg BENKFIT AND INgOn Serpronr vor Thost Exprerin To Work

Earhings of low-wagg workers would al-o be supplemented-by the
.+ - cash support system.J nlike the benefits from the EITC. Iékwov r; the
, cash support system wenld add to the infome of those in Yhedpecial
. .pablic jobs as well as all other job holders. The size of the cash supple-
_ment would depend npon earnings, other wcome. and family size. and
- upon the whotsmr or not the family is expected to have a workipg
. member.’ Cash supplements for g .four-per-on’ family would start at
$9.300 when a faniily member is expectesd to work. and remain at that
level 1s long as éarnings are less tean R3,800. The cash supplement *
' would decline by 50 cents for every dollat of‘earnings in excess of
$3,800, becoming zero at $3,400. In addition, the family with regular -
" etnings wounld receive henefits from the ga hed income tax credit
(according to a schedule defineil helow) to supplement both earnings
and income support benefits. Cash sapport benefits would decline by
420 cents for every dollar of unearned income (e.g.. social securitv).!
Mmiler families would get smailersupplements. The maxifnum sugr-
plement for as fam1¥ of three,for example. would be £1.700: a fam)ly
.t of fivein contrast. would have a nuximum supplement of $2,900: ( '
relationship hetween earnings, family size. and cash supplements is so
i that it is discussedin‘great detail in Seetion 5.)

~&treont For Trosk Nor ExpegTen To Worgk

.« , Fora family of size four in which no one is expected to work, a hasic.
\%ncome support- payment of $4£.200 would be granted. Thus, the maxi-
num support pavment fora family not expected to waork would exceed
. by $1.900 that for a family expected to work. For ghis group. benefits
weuld fall by 50 cents for every ¢ ddhitional 1 of carnings right from
the first dollar earned—-there would be no $3.800 “disregard” range as
. wohld be the aage for those expected to work, The not expected to work
group woulfl inchule mo<t of tIm'curron'thI)(' recipients and all SST »
recipients, and for many of them hene ifs wonld increase undef the
proposed wgram. . o

-

The final component of the plan is tax reduction. Since 1975, we
—~ - have had a tax credit for low earnings fanilies with children—the

-

Tx RepretioN’

—————— I3
o 1 Cash supports fall by 90 cents'per dollar of unemployment benefits
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. earned income*tax credit. Thiy eretlit; for ex#mple, gives benefits of .

100 (oithevL as cash or as rednced taxes) to a family with $4,000 of
carnings; $200 for' fgmilies .with $2,000 or $6,000; no benefits to

" famifies with mere than $8,000 or no earnings at all. Under the new ,
. prog¥am, benefits from this credit woild be increased for ajl famllié?\'

with regular earnjngs (meaning earnings fiom jobs other than th

- special public jobs) of more than $4,000 but less than $15,620. Indeed, .

all families earning between $8,000.-a4nd $15,620 would receive a benefit
for which 4liey are not now eligibld For those with $8,000 of earnings,
the ‘henefit would rise from zero ta $600.-For a family of four the
Hhaximum brnéﬁt would be $654 at. $9,080 of earnings. Mere than half
of all*families would pay lower tgxesgbecause of the increased earned
B L 3

i ' incotho tax eredit.?

» Inaddition, the levet of income at which families would be liable for
.income taxes would be raised from the 1977 level of $7,200 to $9,080.
‘The President’s announcement did not explain how this new tax ‘\\
threshold is egtablished ; however, a substitution of g $250 nenrefund- - | .
able tax vredit for the existing $750 personal exemption woyld accom-
plish this shift. . - . P .
*The provision of jobs for those expected to work, plus the increase ..
in income snpport for those not expected to work, plus the work bonus, —
the earned income tax credit. and the raised tax threshold for those who
are expected to work and who do.work, would mean a' total intrease o
“of between $4,and*$1:5 hillion (depending on how the.score is kept) in ‘.
the income flowing to the low-income population and to the lower .
middle and middle income populatiorr as well in thefirst year. These .
fign So bracket estimates of the ﬁxg cost of the Administratién’s
roffosul. S — . . T .
P Several-other features of the plan deserve brief mention: ;
While benefit levels and ®]igibility criteria have been stated in
.annual terms. in realit¥, this would be a monthly program. Cash .
supplenients and the KITC would be calculated and paid monthly
 based ‘primarily upott income in the pivment month.?
) The plan contains an asset as well as an income test for aligi- - :
bility. Enongh assetwonld cause a family to be ineligible even {f
its earningrs were law. Further for.an elizible family, earnings 5‘
wouli be attributed to its ®sets above and beyond any income the °
family mav have reeeived in the form of interest. divigends, snts, /,)
und royalties.* ;'} . - 7

Finally, virtual ‘ﬁo“o‘o‘ir\ the civilian, noninstitntionalized

! population would be catégorically excluded. Single persons, = - - -

- married couples, individuals living together in group quarters,
students, aliens. residents of Puerto Rico and the territories, and
other residents would bgeeligible as long as the living unit meets ‘
the income and asset reqiremnents, - h‘_i "

2 1t shonld be noted that this component of the program ix avnilahls only to families with
ehildren. \s a reanlt, it peavides an Incentivegto hasve additional children hy reducing the
net coct ‘'of them. The teansfer vomponent of the program alno has this pro-natalist effect

_hy placing «Ingle parent familier withpyoung children on a higher'benefit sachedule than such
mmllllm with oldee children and b not requiring work from single families with young
ren o .

THowever, the henefite ro calenlated wonld be adjusted downward if the family's income
in anv of the precefing 6 months was above the level for which the family would Raxe been
eligthle for income support (

4 The nkeetn teat han a “fiotell, In it Families wlt\h financial assets of $1 00 over $3.000
1#se eligibllity for all program benefits . !

© e . .
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t HOW BENEFITS CHANGE WHEN EARNINGS INCREASE

Because all compomi*ngs of'thp rogran fit-together and because most
fof them condon the amount of bengfits provided on the level of eatnl

(and other income) of the family. the plan 15 complex. Tu tlns .

section, tl.lb}mttenrhy whieh benefits.w ould clufuge with earmings wijl
be shown for e?eh\v'(l't:génent of the plan. Then. in the next section, the
way in which all 4hiese components fit togethier will be“illustrated by

.. .showing how each of a nin 2
affectec Tt T .
The clearest way of illustrating hosv benelits change as earn-
“ings change is by means of the 45-degree diagram.” Such a diagram

_ * is shown below as Figure 1. On the hori%ontal axis. dollars of s ned
incormte are ploftod; dellars of totul-1lncome are plottcd on the vertieal
axis. The line runnnjn?&mgonallﬂ' throueh the diagram is drawn
45°—it divides the area between the two axes into two equal pguls
 Because of liow it is drawn, any poiat on thes45° line indicates. tRdy
. total ipcomic is equal to earncd income. This is showrf at point A i the

f re{nésgxtati\'e families would be

diagram. If there wera no ta’xgs'. no nnearned incame; and no incomte,
supplement bo’ne{its. severy family, \Y@llﬂ fal on thatwif° line. The =
¢

ow that linet benefits boost {he

* effect of taxes'is to drag the fantily b
7 .

famgly aboverthe line.

. .
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*With suck a diagram, the way in which benefits under the, Adminis-
tration’s plan woulg vary with earnings can be seen. First, consider the
benefits for a family of four in whieh no one is expected to work, The

.. program would grant eachsuch fanily $1,200 of benefits (shown by

point A in Figu’& 2). If such a: fasily did have earned income, even
~—though unexpected, the $4,200 of benefits would fall by 50 cents for *
- each $1 of earnings. Becapse of this feature, a family of four would
find itself somewhere alorig the heayy black line ABCD in the figure,
As can be seen, if the family earned $8,400 benefits would fall to zero,
The Adminis‘trptil '§ program, then, would shift the relevant line
for families ngt eypectetl to wotk up from the 45° Fne to the heavy
black line, wlnich éounects to the 15> line at poigt D. Below $8,400 of
- .éarned income, the family would receive income supplements, and this
is showm by the dotted and striped area 1n the figure. As that area
shows, more benefits would be given to families with lower earnings ..

. than to those with higher carnings, : -
> . .
E . a
fos -
D
> *
T
5

* o } T T T Y T T o ’

\ 1000 2000 30b0 4000 5000 8000 7000 8900 - 9300 $10/000
. b ) Earned  Income ")':?.J !

Fyoome 2.—-Some components of the Administration's plan, <t

. r .
Quite a different plan would apply to families expected to work.
For such fawilies. income supplementation penefits would be lower—
‘with no earnings only $2,300 of benbfits would be provided. This is
.shown by point A”in Figure 2: 4s level of benefitsg—$2,300—would .
be’ provided to farflies expected t®Pwork until they have earned $3,800 -
{(point B). Bevond earnings of $3.800, the $2.300 of benefis would be

reduced by 50 cents for each additional doKar of edtned income. This

*
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two-level structure is Blustrated by the kinked dashed then solid bene-
fit line A’BCD in Figure 2. and thé area of benefits is striped. Between
A’ and B the benefit reduction rate would be z?ﬁ: ! between I and ID
it would be 50 percent. The total income of the family at various level-
of earnings can be read from the lme. Again. income ~upplements
would*end when earnings reach $8.400. Between points B and D the
two lines coincide—benefits wauld be the same for those éxpected tQ
work and for those not xpected to work if earnings are the same.

. “The third source of benefits from the plan would alfo assist those
families expected to work. These benefits would come from the 1.4 mil-
lion last resort public jobs created by the program. The public jobs.1t

_will be recalled, would provide employvment’ for the’ principal wage
earner in- families expected tqgwork, if that person could not find a job
in the regular private or pub(!: sector labor market.2 Rather than zero

,earned income. a familv with a person holding one of these jobs would
earn an incame of $3.300—the minimum wage of $2.65 per hour times

< full-time work of 2,000 &isurs per year.'Shown on-the 453° diagram
(Figure 2), such a* family would attain point C” with the special job.
rather tlian zero earnings and nonemiplo¥ment. In addition. by having
a worker, the family would be eligible for the income support benefits—
which in this case would add $1.550 to {he fagily’s $3,300 of carnine-.
for a total income of $6.850. This'is ~howngfs point C.*

* Figuve 2 illustrates the cash benefits—or felfare—aspects of the pro-
gram. Thése components provide the 1major $8ygee of mconte support to
“families.and determine the ‘primary relationsh]p between benefits and
ecarnings. However. this relationship is also iffluenced by the earned
income tax credit-( EITC). the social security phyroll tax (FIC.\). and
the personal income tax (PIT) (nonewf which.are shoyn in the fiz-
ure). Both the EITC and the PIT would change as a c#xsequoncn of
the Adminictration’s welfarqand fax propesals, and he has snggested
that FICA alco be changed fo-mcet the emerging deficit in the <ocial
security trust funds - / . ,

. The Adminiitration's prapngal would havesthe EITC work as follows
for a fpmily of four, From.zero earningsgid $4£.000 of earnings there
sould be ne change. with henefits ricirig from$0 to $400 (i.c.. the credit

. is 10 percent of egrniny<). Beyvond $4.000, the ELTC would be higher

T ffxaﬁ.at’presont. reaching a peak of %654 at $9.080 of edrnings for a

.- ¢ famly of four (i.g..‘to the %400 eredit on the firet £4.000 of earning-
" yould be added a eredit of 5 perceng of earnings between $4.0008nd
20.080).% Therea fter. henefits wonld declipe by 10 cents per dollar of

.

earnings—reaching zero at $15.620, This weuldbe a sizalile expansion,

- . [ .

IThe Benefit- reductlon rate deceribes, thedamonnt b which hepefits are rediced A< A
recipient’s income“incrinses The higher 1. he henefit ‘reductinn {no the sinalier is thwe
inerease {in family income, npd)hp grdnter 14 Yhe disincentive to earn additional fneome
® _The ptinclpal wage earpre/sould be the adplt who had the highest eqrnings or worled

, the most houre In the previous sear If the pringlpal W age eaFner lwnuXo Auahlid o7 in-
capaeltated a joh or training <lot wenlid he made ay aflable to anaother adult In the famth
In, some familles the Mneipal earner will be the wife in some athere a child
s The Aimalsresdlution of the change in FICA has not yet'been determined by the relesant
coggres<tonnl comimittecs . < . N - .

TR poigt at which benefite hegin to decline would varv with famile size, and thev would
herin Yo decMne at that _lpeeomg threshnld at which the famllv would begin to pav personal
Income tagen fn the absinee of the (pedit Elgibllity for the EITC {6 not changed under the
Administentiongs propos.ls —households without dependgmt children would renrain cate-
goricelly exclufed . - .
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carrying Benefits in the form of tax reductions almogt up to the median C,
inconge leve]. It should be noted,.however. that although this is tabbed
an earned income tax credit, one kind of earnings would be excluded
‘from benefits—the earnings from the.special plﬁ)lic johs. This exclu-
o ~ion is to make regular private or public employmépt financially more
) ,'attmctive than the ~pecial public jobs. :
+ \Changes that would be made in the pomtiye mncome tax ale not ex-

b~ . plicit in the AdminStrations welfare pg‘oposiRather, the ‘changes

gre implied by “the threshold ‘levels at whichiillersonal taxes would .
~. _  begin to-be paid. As indicated eXrlier, the s threshold level of - -
-+ $9.080. whieh is above the current $7200 threshold level for a family, )
*  of four. probably results from sybstituting a $230, per'capita tax |
+ credit for ‘the current $750 ‘personal exemptioh. along*with a stight
~ .change In tax rates. .. A o, .
An example of how benefits would ghange with eained indome idthe
entire Administration’s package become- law is illusfrated in Figure -~ .
3 -by the line. ABCDEF."The benefit that would be paid under the -
.\dministration's}sﬂan at éach egrnings level. for an intacf family of
¢ .- fpur with the head employed in a regilar private or public sectof job.
> - 15"shown a} the atea between "ARCDEP, and the’ 45-dégree lirie. The
line A’B’O'D’E’F” represents cugrent: benofits for the.same tyge of
. family" Tota] income under the proposeded dniinisfration’s plan would /. ..
L. be détermined by the supplemental income .qupports.ogle ehrngd in-"
' " “come tax cregit. the sopial seciirity payroll tax, and the bersonal in- )
“ come tax. For th& current_sys,ten\rthe Behu- valie of food stamp -~ /
Benefits and. the exitting tax structure determine totel inéome. {Fig- -, -
.“ure 3. ap})li'e_s to a State where there is no :\FIXC program for, unen- (.
.- ployed fathers.) L, . Co 7RI
S + " CTRRENT SystrAL®? ‘. TR . s
LN . [ N - . < . . vt 7
. JFsom'pgint A’ to B’ ($0 to Skrzogaf'nings) there'is io-benetit re- .
duction ‘rate for food stamps bécai® ‘of an assuuied $100° monthly’ .. . 5 "
~tfeard dednction incarporated antp the benefit schedule of the pro-
grani. Thecumulativesbenefit reduction rdte is thus, —4 peicent a< the . &
10 percent credit rate ot the ETTC isteduced by the duployee shate of , . * ™

)Y

P
.

= " the social security payroll tax ¢6:percent). From B o (™ (81200 to . %.gq.
v £4.000). the 30-percent tax rate of food'stamps is addedZresnltinginy *~ . -~

a . &t cmttlative rate of 26.percemt. From (7 ta 1)’ 4$1.000 to $7.200) the © -« "
" 10 prerepnt credit rate'of the EKTC changes to a 10 percent tax rates— * * -«
*  * the cumulative ratg is'increased to 1§ percenty From 1, t6, E" (42005 -
to.$8.000), the cumulative mte'\risesﬁovfj(l percent:as the familv,begindk~+ - ' .
., paying the persepal income tax at 4lie 14 percenf firct-bracket rafe. LA
‘. ‘Bevond E*, ($8.000) thé tax rate fallsta ¢ Jercent as both food.stamps. ¢
“ (31) percent) and the EITC (10 percent), hgve I/eqh phased out. ’Ege ot
o tax rate now depends only on tE:*pafyroH %y and the income-tax.” .
.- Beyond F’ the rates rissdue to the progressive tax rates-in the per- . =
sonal’ income tax. T N . '

-, . . t
—— . , , . » R ’ PR .
2 This discusmron tad Eigure 3. it ‘sbould® be noted. ignodes’ State {hcome tafes, which et
- would increase the combined tax rate oser the tncome ranges to whick theéy a ply “It, khould ~ -
\, ba borne in mind that “‘current” refers to fiscal year 1977 while tite Adnln&mtlon's pro-3 ot
gram refers to fiscal year 1978, . ¢ R w o0, . .
. o8t ’ . e - -y - . “ ~
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‘ ' . ; Ea‘ned In.ome, ¢ M
'S / ' ; Y RSN N
/ Fiat gF 3 —Comparison of Admimstration’s proposal and current system it
/ . T, family of four ' .. i
/ : . ) — .
Proposep SysTEM ®” " ,
, hd ' . -,
From A to B (30 to $3,800 earnings) the tax rate is =4 percent K

. cause ghe income support progtam “disregards” the first $3.800 of
=/ carmings. The rate 1s due to the 10 percent ereilit 1ate of the KITC
angd the 3,85 pereent tas rate of the iy goll tax, From Bto ¢ (S3AM0to

$4.000) the 1ate wmereases by the 50 pdreent benefit redaction 1a€ of
< the incomie support provrsion-, uwu{tih;z 1 a cumulative rateof 46¢°
* percent. Betwéen Cand D (54,000 to ¥8.400) the tax rate merease~tonl

percent as the EITC credit rate falls from 10 percent to 5 percent. .

From D to.E (38400 to $9.080) the fax rate falls to only 1 percent
. because the incomg support program and its 50 percent tax rate have
. been phased out—sthe cumulative rate of 1 pereent 15 due to the 5
» pereenit credit of the EITC and the 8-percent pavroll tax. Bevond I

($9.080) the tax rate rjses to 35 percent—the EITC switches from a
5 percent credit to a 10 percent tax, the social security fax is 6 percent.

-_ = . » .
* « ygqumes that the $75 per-onal exemption is repiaced by a £250~per capita credit

.
Aruitoxt provided by Eic:
. .




E

- fected'by at least threc.componeits of the Administtation’s plan. and )

\" In thi- example, all families would gain from thie Administration's- -
N i

REN . AL

.

wril R personal income tax begins at 19 percent—amd contynues te N+
. rise dM% to the progpessive tax rates in-the personal mcome fx. Be- N\ - '

. vond $15,600 the.rate drops by 10 pepcent as the EITC i~ phasedbout . 7
(not in diaggam). 2 = ‘
The most obvious, characteristic of Figufe 3 is that total mcome at .
_every earnings level would be higher under the propo~cd ~vstem thap o ¢
ihder the current systein { \BCDEF 15 cvarywhere above \'B'C'IYE ~7

Y. For example. at veyo cunings the Admmmstratron’s plan pro-
)} Y Jd

v, . . '

A poses to gite the faimly an income zuarantee of #2300, while thé exist-, i g
arantegs food stumps.worth S199237 Suntlarly. Tipe 1y v

Ly s stem
 A'B’C'D'E'F’ crosses the 45° lifie at abont'$7.000 of warmng~, while |
benefits would be positive until about $0.200 nndér the propo-cd=ys: |
tem. The lqvﬁt ditferences between the two systemg ocem in the range * ° .
of carnings between %3000 and $11,000. v
|

; From this catalog of mterdopendent com{{xm(-nh it 1=l thigf “ -

most intact families below, 515000 of annual earnings would he af- ~

that sone families might 1eceive benefitvor pgy taxes a~ a vonsequence
of all the compartents, Together, the-e components form a sy=ten de- .
sidned to provide income support for thowe, at the lower end of the ‘
.income distribution., % N A .

an. In the next section We examine some more detailed cases that N
~apply to other types of families, some of which 'might lose under the
\Agni.nistmtion’s plan._- ) .
. . '

.

i Food stainp beneflts are indexed agd would he' higher tHan the.1977 value of %1992 for~ ,
a ;amﬂy of tour by 1978, but probahly not so high as $2,300 .-

. . [N L

»
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Y 6. THE ADMINISTRATION’S PROGRAM AND SOME

.

PROTOTYPICAL E{\MILIE.S ’

Because of the complexity of this multicomponent system, we will

select several kinds of families and indicate how each family type.

- would be affected by the President’s proposal. In each case, the way in

. which the several components of the proposal would contribute to the
» family’s financial position will be described. We will also show how

the family’s position ,with the President’s program would compare
with their current position without it. A .
Tables 1. 2. and 3 present such a comparison for three family types:
(a) A”couple whose head is aged. but not-eligible for social security :
. (b) a female-headed: family of four in which the head currently re-
ceives AFDC, but is not,emploved; (¢) an intact family of four in
which the head is not employed. Within each family type, where rele-
vant, we will illustrate the benefits for those families not expected to
work. those .expected to work part time. and those expected to work
full time. For the last two groups we.examine two situations—one in
w hich a job is refusedtand the other in which the head takes a special
public job. In the examples that follow. we do not takg into decount
supplemental benefits which States would add to the Federal hasie
henefit. even though <uch supplementation is likely to occur.! They ,
) conld not be taken into account here becanse the supplementation plang
the States would actually choose to #dopt are not now known. State
<unplementation options are disens<ed in a general way in Seetion 7.

Fawiiny Tyer (1) e anp Nor Exereren To Work : Aarp CovpLE NoT
J ’ TLigiBLE For Sociar, Seetrity: Hrw dFarns $1.000 Prr YEar I1v

Parr-Tinver Wo . o
As Tabie 1 chows, this couple currently receiyves: snpplemental

. ~eenrity income (SST) benéfits and food <tamps amounting to $3,440.
The $1.000 in earnings do’not reduee SST benefits becayse SSE dis-
regards the first $85 of monthly earnings (where there is no other
inconie). Thus. total income iz $4.381 nnder. the current svstem. The

~Adminictration’s plan would replace SSI and food stamps by the
income support program. For this aged couple the income guarantee
would be $3.750. but because there would he no income disrégard esdch
&1 of earnings wonld reduce benefits by 50 conts. Thus,The net jncome-
of $4.291 nnder the Administration’s plan wnould be about $100 less
than that currently received.?

* Thie analval« pwe--inres that States will «anpplement Federal henefita 4f the progrom i<
4 passed For an analvels of the progfam withont Stete enpplementation see Barry Friedman
and Leonard Hausman “"Work Welfare and the Proeram for Better Jobs and lnecome ™
(1" < Congress Jolnt Economic Committee Octaber 1077) !
" siaeh tedietions will nat occur immediatele for curden hnrfaﬂdarln- The Federal Gox
ernment will nrovide supplenients to tnenre that current tran<fer program recinfenta do nnt
icperiance rediced benefit feveln during the first venr of n 3 vear traneitfonal pertod

i - (14)
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TABLE 1 —COMPONENTS OF TOTAL INCOME AGED COUPLE, NOT ELIGIBLE FOR SOCIAL SE i 124

.

P ; €urrent > Proposed
; system )"é system

: n 4
Reguisr earnedincome. .. ... ... £ $,000 7 1000
Supplementary income bonus | y 0 3,250
Payroll taxs.. ... .. ~59 ~59
Federal 1 Wxd e 0 0
Sup| security incomet ... e e e 3,200 0
Food stampss_._ ... e e aaean N e e e s 240 * 0
Total income................ ... e egeeeeen - oaan £ 4381 ¢ 4,291

oL L

) t The amount b which States might t the [ tasy income bonus would be.added to this total The

}.
- guarantee of $3,750 15 reduced by 50 cents for_each $1 of earmngs.

. ™~

.

1 This represqnts the smployee’s share of the payroll tax—5 85 percent. . \

1 The Federal income tax liability is computed by assuming that the standard deduction 1s $3.200. that a $250 wonrefund-
abls per capita eradit replaces the $750 personal exemption, and that the current tax rate schedules remain in effect,
”;As of Jb.a.lf?&ﬁ. the basic monthly SSI bemefit for a couple 1s $266 70 This figure is higher in states which supplement

$ The bonus value, of food stamps 1s computed by assuming standard deduction of $50 per month for a couple, and $100

per mohth for .hmlyoﬂ,

Becs*é‘this‘result is primarily due to the different ways.in, which
the current and proposed systems reduce benefits when other_income
rises. a similar couple with no earnings would receive $3,750 under
tha Administrition’s plan, or about $310 more than the current com-
-bined SST and fooll stamp guarantee levels.

. * ‘ .
Fayiry Tyee (2) : Fesanr-TTeaprn Fayiny oF Four iv WhHicn THE
B .

7, Heap Crrrestry Receves AFDC. et Is Not Earproyen
: /

"The cases shown in Table 2 are afll relevant to current AFDC re-
cipients. In Clasé 1 it is ascumed that the youngest child in the family
is'}ess than 7 years of age, <o that the head would be classified under
the” Administration’s plan as not expected to work. Currently. the
combined value of AFDC and food stainp benefits range from $2,712
in Mississippi to $6,408 in New York. Depending on the extent to
whieh the States choo<e to supplement the Federal guarantee of 84,200,
the proposed plan might leave the family better or worse off than
under the existing system.? Case II is 2’ family in which the younge«t
child is bet ween 7 and 14¥ears of age. and the iead wonld consequently
be expected to work part time under the propo<ed plan. If she refused
either to fook foria job or to accept-a job offer. the family wold re-
ceive an income guarantec of £2.300 rather than $4.200—because the
penalty for refusing to work would e the locs of the income guarantee
of the head of thé household 4 va&thi« £2.300 &ould be the fam-
ily’s only soume of income. the famil™would be worse off than under
the current svstem even in the State< with the lowest AFDC benefits.

Indeed. the family would be only <light]y better off than the current

maximum bonus value of food stamps-benefits. However. if this same
woman accepted the part-time speciat public job (rather than refusing

3 All the caleulations'im Table 2 {gnora & number of componenta of the full weifare effect
of the program on the families involved These fnclude the actual ehild care expensps in-
curred: and work expensts gpnrt from child eare Some families are now eligible for AFDC
beranse of hich dayv care expensges Fewee families will he elicible for this reason under the
Adminletration’s plan. In which the dav care deduction i4 Hmited to & maximum of $300 per
month For tho«e casea in whjch the woman 18 expected to work, they al<o ignore the loss of
leisure and home production -

¢ The &4 200 income guarantee haq the following composition * $1 900 for the head of the
househotd, 1,100 for the =econd member, and 600 for each of the next five family

members [ .

ERiC + L .~23
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it) the family would receive a net income of $5,870, an increase of

\ 5 $3.070 over the case where ghe refused the job ($3,370—$2,300=$3.070.3
A &% As a resilt, family.income would go up on average $3.07 for each hour

L

vof work, even though the special.public job {::‘lid only-$2.65 an hout. .
due to the increase in -

This boost in the effective wage rate wounld
the supplementary income guarantee back to $4.200 upon acceptance
of the special pyBtic jbb. Indecd, if the head worked in the private
sector at 4\ wagd of $2.65 per hour, family incomne would increase an
additional $265 to 85,635 because of the eafn&d ipcome tax credit.

. f
TABLE 2 ~COMPONENTS OF TOTAL iNCoME FEMALE-HEADED "RAMILY OF 4, :
ELIGIBLE FOR AFDC AND NOT -EMPLOYED

e

Casel Notexpected  <Case Il Expectedto  Casalll Expected'to

Ty N to work . work part time work full ime

- Current Proposed Current Proposed ' Current tropoud

- system  system system o system systpm system

N mr'umodmcqmo,.._......__:_’ ) 0 0 0 0 0

Special pubtic job earnings_¢._ .. 0 0 0 $2,650 0 . $5300
Supplementary income bonus 1.. ____. 0 $4,200 0 2,875 0 1,550

m |hnco,mo tax qgeditz ... . g g - g 153 g 0

y X3, ... . . . - -310
Federal income tax¢.. . ____._ .. 0 0 [ 0 0 0

MDCY ¢ T EONT 37209-325,71 0 $720-35, 712 0 $720-35712 0

Fobd stampse. ' .. . ______._ ... 1L9N6% - ¢ 1,992-69% - 0 1, 992-696 -0

Total income. ... ... 2M26.408 4200 2,726,408 5370 17126408  6.540
- T

ment, they-must algb supplement the wage of the special public job The guaragtee of 34,200 15 reduced by 50 cents for

z < =
. 1 The amownt by ;hkh States mightsupplement the work bohus would be added t- tis total, !f Statecthoosa to supple-
- Leach $1 of earmings'for those expected to wark less than full ttme For those expected to work full tim¥, the guarantes is

only $2,300, but the first 3,800 of earnings are not taxed ~
. 2The earaed income tax credit 1s available to families with children, but not for special public jobs.”
8 Emy 's share of the payroll tax—5.85 percent. P
= ¢ See table . footnots 3 for assumptions. -

4 The mmmum benafit shown Is fog Mississippi, the maximum, for New York,
¢ Sée tabie 1, footnote 5 for assumptions. N . .

‘0
.

" To Sumsnarize this case; then, the female family head who is, ex-,

pected 4o work part time would have an income of— .
" $2,300if she refused to aceept the special public service job,
. "$5,370 if she worked halftime iri the special public job,and”
$5,635 if she worked halftime in a regular private or public sec-
tor job at the minimum wage. )
. *  These figures are to be compared with-the income range of $2,712-
$6.408 under the present system. ~ R '
- In Case III, the younigest child is assumed. to be at least 14 years of
age. In this case, the head would be ?octed to work full time urder
the new plan, and the parameters #the ‘cash assistance provisions
would be altered. The benefit reduction rate would remain at 50 cents
per $1 of earnings, buit the guaranteefwould be only $2.300. However,
this guarantee would not be reduced by the first $3.800 of earnings.
Tf the head accepted a full-time special_public job the family would
receive $6.540, an amount thit exceeds levels of support imder the cur-
. rent system in all States,® If the head refused to work. the family
«* * would receive the gnarantce of $2,300 and no more. If the head worked

$In this analvais part-time work in-ansumed to be halftiie whrk—1,000 hours Per year,
¢ If the fob were a regular private or pablic sectorjob; the FITC would,provide an addl-
+  tlonal $485. for & total income of $7.003 .

e 0 2 T

Aruitoxt provided by Eic:
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s Aruitoxt provided by Eic:

(‘ ' i L. .
orﬁy halftime iA the sgecial public job, then the supplementary income

bonus would be only $2,300 (rather than the $2.875 shown in Case¢ I1).

. and the family would receive 4 total income of $4.795.7

To summarize the case of the femaly/ fanmly head who is expected
to work full time, total income would be— . ( ’
$2,300 1f she refused to acoqpt the special publjc service job,
$4,795 if she worked halftime in the special public service job.
$6,540 1f she worked filll time in-the special publie service job,
and . v
$7.005 1f she worlked full time in a regular public or private see-
tor job paying the minimum wage, . L
Again, these income levels are to be compared with the incoine range
of $2,712-$6.408 under the present svstem. < -
The cases discussed in this section illustrate several principles of the
Administration’s plan. namely, that : Esmily income would increase

,with wark effort: a regular job would be more lucrative than a special

public t)b with the saméwage rate: and familjes with heads expeeted
K

to work® but refusing to work would have lowler incomes than under
the current welfare system® ° / . .
R ‘

Fawuny Tyrr (3): Evtaer Fayey oF Forr iy Winen Fire Hea Ts |
Nor Emproven: Sporse Works Part Tiste AT 4 REcULAR JoB FOR,

$2,000 Per YEAR «

This-family. is, by definition. one in whith the primary earner would
be expected to work under the new plan. It is difficult to tell how such
a family iseitusted under the current system. It is assumed here that
the husband has been unemployed for a Tong time, and has exhaugted
his unemployment benefits. In this case, the family might be resejving
AFDC-T benefits, but only if # resides in one of the 24 States with
AFDC-U. Even in these States, access to the program is often very
difficult because of stringent administration. In any case, the family
is eligible fog fobd_stamps. Table 3 shows that family ihcome under
the current system is somewhere between $3.871 (in a State with R

" AFDC-U program), and $7.488 (in a State with a generous AFD(-

program}. If the head is designated as the primary earner, with the
spedial public job total incgme under the Administration’s plan would
be $7.628—higher than the highest possibility under the current svs-
tem. For this family. the hourly wage of $2.65 would raise family in-
tome on average by onlv $1.62 per hour under the proposed plan. This
result occurs because of several characteristics of the plan—tlhie bene-
fit reduction rate on the supplementary income bonus (after the.first
$3.800 of earnings). plus the 5.85 perctnt payroll tax rate, minus the
10 percent EITC paiq on the wife’s earnings, .

* . . .

* This total income fignre §= compnsed of the gapplementary income sapport of £2 00,
plis the wages earned of $2 850. {exa the pasroll tay of $155
$Note that Stats gupplementa have heen ionored 1n thla disenccion noad thaf enr nt
reciplents will not bave their henefita rediiced durine the firet vear of the progeam eten §f
the rules of the program indicate a reduction in benefite \lan If a snecial nuhlic Joh canr ot -
he found for a head expected to work the gnarantee fnereises from £2 300 back to €4 200

the guarantee for a fam!lv in which the head {8 not experted to work .
’

. N
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TANLE 3 —~COMPONENTS OF TOTAL INCOME® INTACT FAMILY OF 4, HEAD IS UNEMPLOYED
. .

- — .

Current system Proposed system

> 3 "
Regular sarnedincome. .. ... .., .. _ ... s O P v 32,000 $2, 000
Special public job earminygs. . . . 5,300
o Supplementary incame bonus . 5%
n Earned income tax credit2_ v 1200
—427 .

it

. Payrolitax3 .. ... ..

4 * Federal income tax ¢ _ ... ___. R . -0 T 0 '
AFDC-unemployed parent ¢ _ . ... . O . 0

. (Food stamps §_. ... ... IO N .. 3 6

Totatwcome. ... % . 3 ) 1, 6@3- !

. ' 1 The amount by Which States might subplement the work bonus would be added to thighiotal if States choos‘(

supplement, th:{ must also suppiement the wage of the special public job The gUarantee 6f $4,200 is reduced bf 50

xents for #ach $1 of earmings for those expected to work less than full time For those expected to work full time, the

guarantes is only $2,300, but the first $3,800 of sarnings are not taxed
! 2 The'earned income*tax ‘credit is available to families with children, but not for special public jobs, .
? Emphgﬂ'a share,of the payroll tax—5 85 percent.
. + §pe table 1, footnbte 3 for assumptions . *
¢ Approximates the sctual benefit rangs for AFDC -U, % ' '
"See table 1, footnote S for usymptlons. ,
. /Again, the head in this family might chooc to refu”xblic sec- -
tor job offered to him. s before, a ratherstiff financial‘pemalty would
be imposed on the family. The guarantee would be $2.300. and the fam-
1ly's total income would decrease from $7.623 to $4.383. The differente °
+ between these two figures ($3.240) is the net income received from fuall-
time piblic service work—it averages $1.62 per hour worked. Ascan be
~een from Table 3. the ificome figure of $4.383. if the head refuced
.work, would be only about $500 more than the family’s current pos1-
tion jn States withno AFDC-U program. -«

v

. *Fasmiy Tyre (4): Oruer Faminy Types )

The types described above roﬂe;fhe bulk of the families that would -
be affected by the .\dministration’s proposal. Iowever, numerous
other types of living units exist, and rules applicable to each are im-
plicit in the ‘pm{msa]. Here we will mention a{fcw of these additional
: + . family types and how the proposal wouldpffect them: . -

. Non-uged couples—-Under the cm-rmiﬁt;i?wm, childless nonaged -

poor couples are eligible only for food ftazglr.. L the cduple has, say.
%3.000 of carnings~the value of food stampsts $18G making their total
\ income about $3.305.° Under the Xdministration’s proposal, the couple
—"  ‘wounlg be guaranteed a supplementary income honus of $2.200, wliely *
gnarantee would fall by 50 cents for cach $1 of earnings. With $3.000,

of earnings, the conple would receive transfer benefits of $700, and a

total income of $3.525 after accounting for the payroll tax. This would 2
‘< be an increase of $220 as compared with their cuerent situation. Two -
! things should be noted. however. First, under the present system. the
comple faces an tmplicit marginal tax rate of 30 percent from partici- o

pation in the feod etamp program, Under the Xdministration’s pro-
po-al, the rate gt which benefits fall 4= carhings increase wonld bhe 50
percent, Second. the conple tvould nof bewelighble for participation in,  *

the public service employment programs or the earngd income tax R
. . o eredit (both™reserved for families with ehildren). On balanee, the

® Thia nseumes a monthle deduction of &30 for the food ctnmf) computatiop, and the
employee’s share of the payroll tax ' x e

* P
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effect of the anposnl on work incerﬁ?ves 'and work-availability for
~ couples would appear to be slightly negative.

Single indiviguals.—Single in(i,ivi uals are elkgible for only a $600
bonus from the food stamp f)mgram in the ¢urrent system. The Ad-
minisgration’s propesal would provide single individuals an incgne
gualantee of $1,100, nearly twice the food stamp bonus. This wontd !
appeas to be a major income boost, but single individuals are expected/

. to work. If they earn $2.200 or more they will be made iyeligible foy

for unemployment insurance) such as those just leaving school. or those
completing prison terms, the-program could provide substantial as-
* sistance. This assistanct can, t ius, be viewed as a form of “transition
aid.” It should be noted. liow#yer, that the proposal would raise the
rate at which benefits gre reduced from 30 percent jn the current food
stamp ?ggam to 50 percent ifi the proposal. .\nd,]iike conples, single
individuals
s Self-employed—A gmall but interesting set of gases’is %t ‘of the
“fam!ly head who either is self-efnployéd‘? or wii§wishes fo become
self-employeds One of the major.obstaclgs to starting a new biSiness
" we i« the period of very low-income expectations-carly in the life of the:
business. Currently, such an individual is eligible for n#§nterim-as-

; sistance at all (except petliaps a business loan from the Small Busi-
ness-Administration). Under the Administration’s proposal, the.indi-

ssvidual would be guaranteed an.annnal income of $2:300 ¢assuming a
family of four), and income supplements until ncome reaches $8.400,
If net worth exceeds $20.000. however. the new cntrepreneur would be
excluded from the program i ia the assets test. i )

Very large families—1Under the current system. benefitg to large
families eligible for assistance generally expand with the size of the
family,"'without limit. Tle Administration’s preposal. however, would
place a cap on the gnarantced benefit of $6,0002° implying no addi-
tional guarantee beyond a family size of seven members. As a result,

- very large families would be relative, if not absolute, logers under the

© Administratfn’s plan. . L

Special circumstgnee families—In.addition to the family types al-
ready listed, there arc numerous other family circumstances which
wonld receive different treatment under the proposed Administra-
tion's system from the treatment they receive now. These include: *

Two nuclear families living together, L

. A group of single individuals living together, Y,
Units with highly variable income throughont the year, and
Units with very high child gare and werk expenseg.

_ With the exception of single individuals lving togather, the re-
mainihg fypes of upits would. in general, appear to los benefits under
the- Administration’s propésal, relative to the current system. This is
especially true for the single parents in the AFDC program with sub-
stantial work expensvs. As 1s increasingly documented, such expenses

* ‘are treated very liberally in Some State AFDC programs.'’ Potential

v 17 Thin fizure s arrived at by cumulating the guarantee for the fanily head (%1.930). the
mqm;\ member ($1100),.and each additonal child up to $3.000 (3 times $640° for éneh
child), - . - . ;

1t TTiis tasue s treated at length in Fricdman and Hausmaw, o@: vt

. s ~ g

benefits,-For some individuals however (especially those not eliﬁible
t

would not be cligible fora special public job ar the.EITC. -

, -

<
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high.work expense recipients in these States Would fare betfer-under
R ‘the eXisting system. This generalization would appear to hold even
o . - though the pro 1 is not clear-on many of tl,‘ne details regarding how
. ._* . such units would be treated, and even though their treatfitnt under
o ... the current system varies widely by State and local jurisdiction.?
What this review of cases has shown, then, is that several of the
claims made for the proposed income transfer-jobs program are, in
- fact, borne out. First, in none of the cases would earned incomne be less
, with the prograim than it is dnder the current system—in most of them
the work effort of those affected would probably be'increased. This
* increase in work anrd in earned income is attribufable to the combina-
. tion of the jobs program and the svork requirement, and not to & major
improvement in work incentives (marginal tax rates) in the income
. < support component of the program. Second, with the exception of the
family which failed to agcept work and the aged ®ouple which did
¢ work, most families would appear to gain financially relative to the
* 7. nationdl average of such families now. As mdicated, some families in
the very high AFDC States might be made worse off, but even this
"would not occur with a reasonable amount of State supplementation of
. Felleral benefits in the existing high benefit States.s (Thisis disenssed
in the following section.) Third.henefits from the program would. irf-
deed. be carried well up into the middle-income brackets. Onk when
" earnings approached $16.000 per yenraould families fail to receive
anv henefits under the plan.'t
- This comparison ®mphasizes the effect of the proposal on the.finan-
‘ cial position of the families—it implies little regarding the 1mpact on
theirweal economic welfare, The additional work effort that wonld be
induced and provided by the program would gefierate more money
~ . ’income. but for single parent families, it would also require the sacri-
t fice of child care and home' production provided by the family head,
and the loss of whatevér value he or she places on leisure. How the
gain in money income that would occur compares with the loss of thewer
other things is what dgtermines the etfect of the program on the eco-
nomic welfare of the. famihes. ‘Ofsetting these welfare losses is the
faet than many low income familics do wish to work and are con-
strained from doing so by the lack of jobs requiring their level of <kill,
Making jobs available to these individuals would reflect a clear welfare
improvement over the existing system. These trade offs are difficult to
measure, and as a result e have httle to'say about them. .

- v

‘ ‘131t may be that the work expence deductfon tends to rise with ineome In th’\&;vnnt.
. F the effert of the deduction_ls to Inwer the beneflt reduction rate in AFDC, Hutehghs he-
. | Heves this reduction to be Substantial 1 some States If he is right henefit reduction ratek
B will rise in anme States i the Adminiatration's plan §s enacted, with an asenclated deecline
in work effort See R. M Hntehiens, * Changew In AFDC Tax Rales, 1967-1071 " (Mhdlson *
Inatitute for Remearch on Poverty, Discusslod I'apers, 1978

13 Ve we have noted, If the “grandfathering” prosiaion in- e proposal is maintained, no

eurrent ‘heneficlary would be agdverseh affected by the plfn for the firat Year.
14 Recall that in none of the cases in tables 1 2, or 3 of this section wonld the family
be required to pay Federal Income taxeg unfler the Administratinn’s plan Also. Flgure 3
*  ahove, shows that & fAmily of four with an tncome f about €11.450 wonil pav ol nocl 1l
security taxes Bevond $£11450 Income tav Habiltiea wouald be fuecurred (These reshli

assnme that.the tax reform limpHeft in theae calenlations actually comes aboitt )

¢
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7. THE SUPPLEMENTATION BY STATES.OF FEDERAL
’ . BENEFITS ; .

N ~

.~ The Administration’s proposal would establish anational minimum
" below which cash assistance benefits would not be permitted to fail.
This minimum woul®®e above the sum of the ¢irrent AFDC and f6bd
stamp guarantees in 12 States. Clearly, average cash assistance nefits
woulgybe raised in these States. The benefit levels in the repfaining 38
States and the District of Columbia are new above th¢'proposed na-
tional minimut, but these States would not Yo i'equix‘e({) to abandon
their more generous benefit levels. Indeed, in weneral, they would be
fi\'en financial incentives to at least maintain their enrrent benefit
evels. In addition the Administration’s propesal wonrld establish a

. set of procedures not vet specificd—involving both sanctibns and
’ brihes—designed to induce States not:to alter the basie work and fam-
ily structyre incentives in the propo-al. The State- may be regquired
to aceept Federal administration of their snpplemental benefits., )
In the language of HIEW the proposal would provide Iederal shar®
ing in the cost of State supplements to bribe the State~ to adopt plans
» “congruent” with the Federal program. Specifieally, to be elirible for
Federal cost sharing of supplemental benefits under the proposed plan:

(1) The filing unit, as-et tegte, definitioh of conhtable incorne.
and so on must be the same. '

(2) The benefit reduction rates must be sinular (i.c.. approxi-
matelv 50 percent on earnings, &0 percent on all other income. ex-
cept for thoee not expected to work for whom the benefit redpetion
rate on earnings 1= to be no higher than 70 percent).!

(3) The differences in guarantee levels between-those expeeted
to work and those naggwxpected to work and the-pattern of ineome
disregards mnst be <imilar’in the State and Federal programs.

r. (4) The relationship in the Federal program bet \\'N‘Ln ea<h bene-

fits for-varisus family types and between those who have and

v those who (@ not have a public service job must he maintained in

- the State program.? . .

Thoxped;for pattern of State supplementation wonld have at least

foutr cffeets Firct. it wonld substantially increase the cach henefits of

‘the Admini&tration’s proposal' relative to those of the enrrent system.

- Thuss the effects of thé proposal shown .in, Tables 1-3 are to be inger-

preted-ag minimum bound estimafes of the effect of the Administra-

tion’s proposal on the total income of poor families. Second, the addi-

: tion of State supplemental benefits to the-Federal benefit would elimi-

nate much of the horizontal dquity among people living in various
—_—

1 particular. a’larce jump in thedwpefit rednetion rate muet he ayvoided heeanse higher
henefit€ make reciplents subject to the r?mnnal fncome tax, which results tn an unaceept
abl¢ high marginal tax tate )

2 Recanse of thia provision the wage ratespnid in the public servfes emploviment program
vtoultl’dhnve to he supplemented hy States {f the supplementary fncome heffefits are supple-
mented” N . .

. . . . "12\ ‘ 3
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jons which the new Federal programs alone would produce. As a
result, benefits to otherwise similar households would vary by the Sta
in which they happen to reside, gpnd agairf migration to raige beneﬁﬁ
would be assible. Third. in,States supplementing the wage rate on

<

Ppublic sergile jobs,.the miniflum wage rate standard of the Federal

program“®vould be abandonied, and the costs per job created would
rise from the $7,000 per job figure suggested in the proposal. As a
result, fewer than the 1.4 million jobs could be created with the $8.8
billion set aside by the Administration for this purpose. Fourth, the

mﬁt reduction - .

choice of supplementation scheme might raise the
rate faced by many familiés,
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8}A CRITIQUE OF THE ADMINISTRATION'S PROPOSAL

As indicated in Sections 2 and 3. the current system of providing
benefits to low-income families has both advantages and disadvantages.
n this section, the Administration's proposal is subjected to a gimilar
, evaluation and critique. First, the advantages and kaﬂy accomplish-
ments of the proposal will be described. Thert some probable short-
- comings and problems associated with the proposal will b€ mentioned.
Because of the extensive discu~-ion of the proposal in previous sec-
\tionssthe points of advantage and di~advantage will only {)o mentioned
briefly here.. _ : . '
’ 4
SoME ADVANTAGES AND LIKELY ACCOMPLISHIMENTS OF THE
' ApMINisTRATION S PROPOSAL )

The announcement of the Administration’s propo=al was accompa-
nied by a long list of its advantages relative to the current sy~tem. s
we have mentioned previously. manv of thece advantages appear to be
-~ borne onut by the analysis of the proposal. These include the following:

The proposal would increa-e the spendable income of low-igcopac
families relative to tNe ecurrent sv<tem. primarily through in-
. creased earnings.

e If States respond as planned tq incentives for, supplementiie
Federal bénefits. and if the “grandfather” provision of the plan i~
maintained, onlv a small minority of current recipients would be
adversely affected by the plan. )

. The plan,would. for the first time, extend cash income support

" to “working poor” families—those jintact families whose head is
. working but not earning enoughto 1aice the family above the

. ¥overty line. The serious incentives in the current svstem foruch

amilies to break apart would. thus, be significantlpxreduced.’

The measures to increase work in thé Administration’s propo-al |
are, in general, stronger than those inherent in the current systein.
This is primarily so because jobe will be created and <econdarily
because fathers will not have to be’ unemploved or disabled to
receive cash benefits. Benefit reduction rates will alzo be lower'than
in"the current <vstem more often than they will he higher.

. By establishing a national minimum henefit level. the current
< inequity among ‘jurisdietions wonld be nyrrowed. For the’same
reason. meentives to migrate to take advantage of higher benefit
wonld be reduced even after State <upplementation. - ot

The plan would inerease the dispasable income of families ‘i'_«i}/
up into the lower middle income 1ange by granting tas relief v
the earned ircome tax eredit. .

~

1 Thia fscite §n axplared tn Katharine Nradlnrey “The Price Incentives of Income Main-
tenanece Alternatives for Tamils Compocition i Madicon  Institute for Besearidi on Tow.
' erty IMecenssion Papery 1977 .
' (23) . L
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Some PresrEMs axp Coxcerns Wit RESPECT TO TH‘E\
. ADMINISTRATION'S PRoPOsaL >

.
&

While thése likely accomplishmerfts of the Administgation’s proposal
are important ones, the plan is not without prablems, Some of these
problems have been: recognized by the Administration'and suggpstions
to correct or minimize them have bsen Made. Mentioning them here re- .
veals our concerp that the proposed remedies*have weaknesses of their,
Tegions which the new Federal program alone would produce. As a
‘checklist for anyone seeking to either g¢valuate the proposal or devise °
revisions in it. And, because many of our-concerns relate to matters
v ., for whichlgmdétai]s of the program have not jet been spelled out, we

will simpTy raise quéstions which sliould be resolved before the pro-

gram-is passed and implemented.  * St -
Progrdm eost.—The cost of the program—stated by the- Adrinis-.
- tration to be $2.8 biHion more than the cost of the current system—
is rrobably upderstated. Severdl facfors suggest that this is’ so,
ineluding: (1) Unemployment is likely to,be abotve the 5.6 percent
assumed by the &dministrationsFor that reason, while 1.4 million
jobs would be shifted from emergency employment under thhe Com-
prehensive Employment and Training Act (CETA) to public service
employment for low income workers, emergengy employment. under
CETA is likely to be continued. Moreover CETA is planned to be
discontinued if improvements in the emplovment situation do occur, in
which case the coat sgvings could be used for any alternative program
and not only welfare reform. (2) It is inappropriate fo count yeduc-.

' "\ tionsin fraud in the edisting welfare svstem (which is to be abolished)

as part of the fands available to finance the program. (3) The non-
participarit wage.costs asociated with each public service job created
(costs for adndihictration, cupervision, facilities, material inputs, and
trafisportation) is not to ‘excesd $1.600 per full-$mt -iob.? That seems
. low. {4) The ®ving regulting. from more restrictive child'éare expense
deddctions—which r';?hw income when determining eligibility and
calculating benefits—may haye been overestimated. (5) Attributing
come of-the revenues of’proposed erergy legiclation to the proposal,
when these revenues wonld be available to be used in any wav whether
.. or not the procram i< passed,.ic inappropriate, And (6) the full reduc-
tion dn-tax gevenue due to the extension of the exrned income tax credit
by the proposa®¥s not charged to welfare reform, . -
“Work, dixincentsves and notehre—~Whilé the enmulative marginal
henefit rednetion rote in the propoced plan is frequently less thanin
current pracfice—thus. increasing werk incéntives—it may still be
substantial (up to 80-90 perceant after State supplementation) for
seme recipient<t Moreover, there arg undesirablenoteh problems with

‘. some exicting programs, notably Medicaid (dee below) and in the nsset

s test. ., % - .
© Inteviation, acit] nationgl Lealtl *nsuronee ynd fur reform.—The
Administration has promised both a national health insurance and

-

* THe Admjnictration’a reengnee to thie nroblem ix to, nate that the tqtal amonnt to be
anent on publie kerviee, fohr fu eapped at £8 8 hilllan, 8o if these conts exceed $1.800. fower
jobn will be created Thia solution fallz ta address the problem of (and costs associated
with) A possibly inadequate supply of fobs due to such a cutback

s .
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&, tax reform ‘proposal, both ,of which are likely to impinge. oi- the

stricture of the welfare reform propasal. The way in which these forth-

eoming plans—in particular, the national health insurance proposal—s

would be inteorated with the welfare reform proposal should be care- -
fully scrutinized. Both of these forthcoming proposals, if passed,.are
likoiy to havé nndesirable effects on the cumulative benefit reduction
rate’ National health insurance wauld surely be income conditioned,
thereby raising the marginal benefit reduction rate. One can also
imagine that el%',r:ibi]itv for natiogal health incurance wilt be automatic
for certain beneficiaries of ca’shqssistance thereby restoring the in- o~
famous “Medicaid notch.”?* The tax reform proposals when they
appear may have lower tax thresholds than expected bv the welfare .
reformers. Some would then be payving income taxes while receiving T
benefits, raising marginal benefit reduction rates. Moreover, there 1s .

no obvious way of integrating Medicaid and the welfare system if "

national health ineurance is not enacted. Even though AFDC would /e

bmabolished ite criteria for Medicaid ‘eligibility mav be maintained.
us two sets of administrative determinations mary be required.

Public serrice jobs.—The mass creation of public service jobs for
low wage-low skill workers is something with which this country has
no previous experience. The effort is.analogous to _private firm's.
promise o introduce a new product. the manufacture of Xhich reqdires

A teshnology.which has not vet been developed. In all suth cases, the Y.

effort is franght with uncertainty. and the possibility of an ineffective

-and unproductive program must not be neglected. Perhaps the most

that ean be done is to raise a number of fuestions which point to po-

tential problem areas. While these questions “var; substantially in ‘v L
their importance. all of them <hould be attended o before full-scale +
initiation of the program Some of theee questions ave (1) Regardin

the prime job <poncors. how would their competence and hondsty bé. .
judged: where will thev he loeated: would their diversity introdace
nndesirable inequities among regions or jurisdictions:+how wonld the ‘
limited nunsher of job< he allocated among them and wonld:that al-
Jocation ereate inequalities and discriminafion against the least skilled
~and least pro luetive worker<? (2) Can jobe be ereated which partici-

pants will net find demeanihe andadead end : will theg have a training
component faerlitating transition 40 resular employment: ean the
training Le paid for ont 6f the $1.600 allowed for implementing each " L.,
jobs what precantions would be taken to avoid competition with exist-

‘ing private and reanlar employ mcnt. competition whicl ean lead to

labor unisn obieetions and to displacement vith little net job erea- .
tiong: would the wage wedge between <peeial public jobs and rgaular

jobs ercated by the earnedrincome tax credit be great enough te restrict
dentand for pubhie service jobs and to induce transition to regnlar jobs \
Yor thae cmploved inspecial job~: what would the fringe héne-»

fits of public service jobe be? (3) How.would the tran<ition from spe-

cial publie <cetor Jobs to private cector jobs be facilitated : what pro-

“ cedares would the prime contractors, follow to locate private sector

[
——— .

-

YFhis “‘noteh™ exiu/n\ hecauke full Medleatd henefits can be sacrificed by a recipient family

it sarnings increave by a single dollar which would place the family ahove {ts categorical

elmbmi; Hmit . “
.

\ =
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. ' 33 .

o




26 . :

,jobs; would enrployers be required to- list all job openings witl, the
local Bureau of Employment Security Office: if the available supply .
of public service jobs should prove, greater than the demand would -
there be incentives for contractors to terminate existing ‘halders, of
public service jobs or to encourage théir tran~ition to regular employ-
ment ¥ (4) What assumptione underlie the Administration’s e~timate |
that 2.5 million individuals would-hold the 1.4 million-public service -
jobs over the corse of a year; what preblems wouldsuch turnover '

+ ° create for the administration and, especially, the productivity of the - 1
public jobs program? i '\

’ 1Labor market effectf—\What are_the potential labor magket impacts
of the public service| jobs program? In partifular: (1) Woulc& the
minimum wage (or sitpplemented minimum wage) jobs be likely to -
attract some persons now employed in regular public or private sector
jobs? If so, in which labor nrarkets. occuQatiqns..or,production sectors

, are they now likely to be employed? (2) What would be likely to hap-

- pen to emploviment opportunities and wage rates for low gkill- low
wage workers not eligible for public service jobs (e.g., youths. wives)
in such markets? (3) Would employers (of. <ay, household labor) be
. likely to encounter increased difficulties in locating workers if the .
X rublic service employment demand is added to existing demand for
- low wage labor? (4) AVould some functians now performed by regular \
public employees be aszuined by the public <¢1 viee job program. result-
mg in a reduced growth in regular puhlic employment and in the
) wages paid public employees? (3) In the aggregate, howmuch reduc-
tion in regular public and private emplovment growth wonld oceur
“ because of the prozram. i.e.. what wonld be the extent of displacement *
of regular emplovment? . - -

) ‘The “phase-in" period —Introduction of the cash benefits program..
would have to be complex due to it< being phased in over time. with
encouragement for. State supplementation and yith “grandfathering”
of existing beneficiaries to as<ure that they nill‘not experience redneed

- benefits. Have the inevitable ppoblems ascociated with this proceure
been adequately considered? : . '
Administrative problems in the cash assistance program—The cach
assistance program has several admin®®rative characteristics whieln *
- ' if implemented, could lead’to abuse. confusion. and inequitios. Thege -
include® (1) The potential administrative workload from the ipula-
, '&(A -tio rq‘uiring monthly recertification. (2) The potential workload
* an& cofifusion from the 6-month accounting period. (3) The potential -~
- for increased administrative discretion in defining the filing unit. de- .
" fining which units are 4nd which are not expected. to work. definjng .
= disability. and -determining and.enfqreing reclassification_gdue to
' changesin the age of chikren or the entry and depArture-of adults
from the family unit. (4) The required appellate-and judicial process "y
for considering appeals from decicions hy program personnel. ()
While three programs (AFDC. S8T, and ))ml stamps) would be pe-,

placed by onethe new program woilild havp three distinct parts (the
jobs program. the cash assistance program for those gxpected to work.
and the cash assistance program for those not expected to work).
. Would the gain in administrative efficiencey ¢laimed by the Adminic? .
tration gnd noted above be a-gam of <izeable proportions—from either :




.. ) . . '. . (3 )
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the Government’s perspective ‘or that of the recipient? (6) Could a
simpler and perhaps.equally effcctiye reform be accomplished by sim-
.+ ply cashing-out food stamps (after, say, rdising the guarantee to
) ) %2,300 for asfamily of four), mandating AFDC-U, and increasing
: unding for existing public service jobs and training programs. or
h . perhaps still othier reformn alternatives? (7) Would the centralized
- computer system actually be able tovarry the load and insure that ad- -
ministrative practices in the cash transfet programs would not differ
: among States or regions!? . o
Indezing and regionalizing benefitsi—The new plan does not include
indexing to insure shat the real value of benefits and wage rates would
not decline with inflation. Similarly, no significant regional differen:
. tial in benefits or wage rates is built in to reflect cost of living differ- °
ences, Are the advantages of these two omissions likely to exceed the
. costs of including them in the plan?
’ The oarned income taws credit.—As noted above, the earned income
. tax credit would be extended to rather high earnings units. Are prob-

* lems of integrating this-provisign with the positiye income tax created, -
thereby? Would thw%r\\%; withholding_ de,girgned to reflect this
credit create admimistraive difficulties for small business, especially

. those whose employees are low-wage workers. in eligible households? ’
« . - 'Would there be an annual reconciliation to balance out credits paid in
some months with net taxes owed in other months for those with un-
* stable income flows over the course of.a year? ¢ , .-

Lo d . )
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.. 9. CONCLUSION -

, Our review of the current welfare sv<tem and of the Administia-
tion's proposals provides convincing evilence of the complexity of the
swelfare mess.” Manyv econonmic hardships can befall-a fumily—unem-
plovment, abscnce of one parent. cisabihity. low earnimgs~—and each
hardship requires a different pohcv response 1f a balance 1s to be struck
between the goals of providing adequate incomes. maintaining work
opportunities and incentives. and insuripg family stability. The multi-
plicity of ‘both.program goals and economic situations inteiact 10
produce the juxtaposition of the advantages and problems of the Ad-
ministration‘s plan described n the previous section. A quick review
of the former leads to'the optimistic conclusion that the “welfare mess”
has been untangled and that many low- and moderate-income .\meri-
cans will be helped;.a quickwreview of the latter. to the péssimistic
view that numerous problems ~tul remain, and that <omg of them may
be insoluble. - ' ’

In general, the Administratign’s proposal is a moventent in thg right

. direction. In our view, the reduction of benefit inequities between one-

and two-parent famili~ and among region-, the e-cased incen-
tives and opportunitics to work. tH& decreased incentives for family
breakup. and the use of earnings supplements to favor reghlar public
and private sector jobs relative to special pubhie service jobs are as-
pects of the Administration’s proposal which contribute to important
equity #nd efficiency objectives. However, it is a proposal needing re-
finement-—a first step rather thana final solution. Problems of adminis-
tration and integration with déher incomne conditioned programs are
severe, as are the problems of creating and filling over 1 million mean-
mgful_and productive public service jobs,  Moreover. the additional
costs of sccuring better jobs and income may run to <everal times the
amount sugge-ted by the. Administration. Welfare reform, like tax

o} ®

(28) : - -

* .

- reform which it cl(iely resembles, may have to be a recurring event.
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