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~“\. Thi% paper describeg\the existing welfare system, cutlines the problems

. withthe;system that have led to its being characterized as a ''mess," arnd -

’

presents the principles on which Carter's reform proposals are based.
It then analyzes the level and trend in poverty since 1965 and the anti-
poverty effect of income maintenance programs.in general and welfare

programs in particular. The contradictions inherent in the goalg of
eliminating pcverty and reforming welfare are discussed, and, in the final

-~
B -

section, they are 2nalyzed wit.. reference to the propdéed Program for

Better .Jobs and Incceme. We conclude that if poverty is to be elimiﬂated:

3

there must be a greater emphasis on increasing the employment or social

o

insurance income, rather than the welfare income, of the poor.
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Can welfare Reform Zliminate Poverty?

o 1

The elimiz :i~-n 6f income poverty has been an explicit objective
of public polic:’ :=ince the early 1960s. In the past fifteen ye#rs numerous N
policies and programs designed tc improve :ine econcmic welfare of our poorest

citizens "have been inplemented. "Partly as-'a result of this antipoverty
. i .

effort, & rapid increase in the number bf welfare beneficiaries and the

. .

value of available welfare b=nefits cccyrred. Although this growth in
weifare led to a reduction in income poverty, a "welfare crisis" energed.
' : { .
. The dimensions of the crisis were perceived differertly by politicians,
< !
. tuxpayers, and welfare recipients, but all* became convinced that the
- ’ .-existing welfare system needed reform.

-
v .

v

- ‘In August 1977, President-Cartgr announced his Program for Better

Jobs .and Income as his answer to-the "welfare mess." An examination of
e o T
this’ refori proposal illustrates a fundamental point: welfare reform is

i

neither a necessary nor a sufficient condition for the elimination of

povertﬁ: Indeed, the elimination of povirty may require a mix of policies

f [
.

vy . that violate some stated objectives of comprehensive welfare reform.

THE WELFARE SYSTEM 'AND THE OBJECTIVES OF WELFARE REFORM .

- At present the welfare system, as generally thought of, consisté
prinéipally.of three income-tested proérams: Aid to Families with Dependent
Children (AFDC); with about 11.5 million recipients; Supplementa’ Securits

Income (SSI), with roughly 4.5 millior -ccipients; and Food Stamps, wizn
L)

. about 18 million reci.pients.1 éFDC and S$ST provide benefits in cakh while

Cr
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* Food 'Starmps provide benefits in-kind. These are the programs that most

welfare reform plans intend to overhau.,

In addition, there exist a number of other income-tested programs

~

not directly affefted by welfare reform proposals: certa;n veteran's
benefits and pensions, housing a;sistance programs, Basic Opportunity G;ants
for higher education, and others., Finally, there is Medicaid, the largest

| income;tgsted program of all (gﬁrrently about 25 million recipients), whose"
reform is addressed as part'of the National Health Insurance debate:

.These programs, plus the social insurance progiams for which there

is no means tesf, such as Gld Age Survivors, Disability and Health
Insurance, and Unemployment’Coqpensation, provide a great dedl of relief
to the poor. In fiscal year 1977, $49 billion.in public funds were spent
on income—te;ted programs, and another $1§Z billion were épent on social
insurahce: About two—t@irds of the $49 billion of welfare expenditures
were financed by tﬂe federal government. These programs have expanded
rapaidly é;nge 1965 both in the number + recipients and in :he average
bqnefit per rec;pient. In 1965, $8.9 ihililion cr 1.3% of GNF ¥y spent
on income-tested programs; this had in:reamsed to $39.4 billisr or 2.8%
of GNP by 1974. The programs successf.ull~ celiver their ber:: Tts to the

" poor: about 92% of AFDC benefits and .wbout <837 of Food Sgamn benefits
go to those who would be poor in tne 4 wemce-c: transfers. “lthough the
current system has been characterized as a ‘'mess," and alcncusgh Preside;t
Carter beiieves that the welfare system iis w -se tham he hac -oxpecred,
"t has been succeséful in targetin.;i:xreas;ng améunts éf rei.ief to an 5

‘ncreasing number of poor bencficiar.es « :-» tihe next section fiér details).:

i
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. Simce the problems of the current welfare systen have been evaluated

., 1974; U.S. Congress, Joint

[y

and catalogued numerous tizes (Barth et a

-

Economic Committees 1974-76), this discussion will be very/bfief. First;

o

. ;) the existing welfare systen is inequitablé. It treats people whe have

similar needs differently. A one-parent family of four living‘in
.Mississippl is entitled to $3C71 in AFDC and food stamps in fiscal year
1078, while a’'similar family living in New York is eligible for $7354.

fn addition to the inequity itself, these geographic disparities
. ® ' .
encourage migration from low-benefit to high-benefit states, Secondly,

welfare treats people differently who have similai needs but live in

different tvypes of families.‘ In any of the 26 states without an AFDC

¢ a

nrogram for Qnemplo&ed parents, a family with two parents but no eamnings

becomes eligible for AFDC benefits only¥if the father deserts th* ram 4.

-

If the father stays with the family, - /1 h - eligihle =odvy 20
stamps. |
Besides giscouraging marita. o :_Lt“ 2 encoura; . Mioy o :mé
\
current system diécdurages work., . Jbér ir..ome rTi:ses, bene. it IalL and!
as a result, the reward from worki . is o :min _frec. ém;auée 5.0me fgmiliés
‘frticipate in two or more of the: ccggrams otk sam: time, thg total
loss in benefits tvaused by an incicw. e in auars oo may. imost completely,
) ) of fset that increase. In ot;er ¢s o5, bene:.rs are - ner if an inéividual
doesn't work than they are if he/she takes .© job. As in some stétes a
’ two-parent family of four receiving benefits from th.- -'DC program for
) unemployed ‘parents suffers a loss in i7-ome if the { + r=r goes from a x

¢ {

part-time job to a full-time job. TIn takin: the job mad leaving the

' AFDC-U prograim, he might also lose Medicaid beneflits
) ' . o . .
ERIC | -
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Finally, each of the welfare programs has different operating rules.
In a single household, one perscn mav receive food stamps and AFDC benefits

x

whilg another rgceives food stamps and SSI benefits. Since each program

.. has different rules, different accounting periods, and different notions
. of the filiqg unit, administraticn is complex. AFLL is administered by
: 3

the states wf?h\federal sharing of payments, while SSI is a federal program

B ‘:T\i* * with payments that the states—can supplement.
.} Thus th: welfare system . though it de_iver: beme itz 0 millions

of people, covrzrs acme pec~.e -ut no  others, =+ vamyumg wounts of

benefits to re- - woLoooimio tess D ane Ls cusacdr fo sioinister.
‘ In addition " Do w e voigrari. . sac.ves, and
encourage: amil' drear- ¢ Prrams wost sewricusly. 0 df too complex
. oL ‘
- faor many c{ the poor to v - md, so ey mar not roazefiwe benefits
. . 2
which thev need .ood to Jh. o are en” .
: .
The Administration's .o « revorm = "wwosals were tc be governed
: by a set of twelve prin-i- ... ot forth ~ ~ resident Cart:ser in May 1977,
The principles empinasiz¢ he liminavicr many of the -asroblems

within the welfare systanm Tae¢y inciudec nhclding welfare costs down,

-

- providing work incaatives aznc access to employment and trriring, reducing

. incentives for, family brecak-uo by e&tending eligiéility.lw-all persons; .
. and simplifving and impro~iny welfare admin® strat’ . O ;'Qhe
* principle, the eighth, nddresmed_;he issue of poverty, ar- it gdid so
indirectly: "'A decent {rcome should be provided.also for thos y;;
X cannot wﬁrk or earn'adeduatﬂ 1come, Y;gh federal bemefits consbiidatcd
. h -
. into a simple . ash paymes. t” " wélfare‘reform was to provmde_ipbslbﬁighe{u

, *

incomes, and rewards for work. As such, it did not intend to eliminate.

i
Q
O
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why was the goal of e

. . . ~ 1
statement of welfare reform principles? The answer arises from the

inherent conflicts iavolved in providing werk incentives and poverty-level
y

IRy

il

income guaran® «es, whi 'e simultan asly holding down program costs.

There are thre: ~wortant parame:r..rvs in any welfare program: the income

S

.uarantee previide  td those with nio income of their own, the raté at

whichithis gu.~ .n1ee is reduced as earned income rises (tﬁe benefit’ .
ceductiqn rat- . und the tota'! - 's.ts of the program. These three‘parameters

re linked in «. a.way that - third is determined once the other twy. )
.Te specif}ec . example, ¢ oo govérnment.chOOSes an income guarantee

o7 §3QOO and he ofit reductic: --ite of S0%, alllhouseholds with incomeé

1> to S6000 w:i . : - eligible fcr program payments.3 .From this, wve can ~
Jerive the tots >§t of tﬂé program. 1f costs were higher t han the amount
»udgeted, the-. szqy;withiﬂvbudrnt limiFS che government wohl& haveg tn

-ither restri‘t ! 2 guaranteeg, raise the benefit reduction rate, or festrict

eligibility. Raising the tax rate to 75% would lower the break-2ven lével—

to $4000 and reduce tntaf{costs. Or the government ~auld lower thé income

~ PS

guarante¢ to $0000, retain the 50% benefit reduction rate, and also reach N
f". z . N . . . R

»

a lower program cost with a $4000 break-even :level.
In general, the higher the income guarantee anq the lower the

benef it reduction rate, the higher the program costs. ~ Both higher

. .

suarantees and lower benefit reduction rates alleviate poverty. HiﬁheiﬂQ
.‘ - ) . N -
guariantees ensure higher incomés to tho%e who do not work, but they /‘
. . . ‘ R ’7‘

increase costs and may discourage wofk'cf[o{t. Higher benefit red&%tion

[
(s

o -Tate§¢értainly discourage work. lowering the rate promotes work effort,

.t N

i : . :
-
>

)
H .
H
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R
and the increased earnings help reduce poverty, but costs are higher than

they would be with a higher benefit reductfon rate. Thus helding down
A :

. costs and alleviating poverty are conflicting goals. .

ith this simpie bbckground to the mechanics of welfare'reform, we

- N

can foreshadow tre reasons that welfare reform is not likely to eliminate

. poverty. <Larter's first principle of May.1977 states‘that the new system

is to have "no higher initial cost than the present system." The next

-

' four relate to access to jobs and training and the encouragement of work.
— . ’ L .
Carter’s principles specify a holding down of both total program costs

and bengfit reduction rates. Once thggé-ﬁwo parameters have been chosen,
the third, the income éuarantee, is determined. 1In the curre:at context,
garter's principles require an income éuarantee th}t is below the poverty
. line and that cannﬁt eliminate poverty for those who do'not Qork. As
will be shown belbw.‘incghé guéradtégs ;hat are high enough to eliminate

. poverty would either increase program costs dramatically, or require a

v benefit reduction rate:so high that work‘yould be discouraged. -

‘e

. ) G . . ‘., ) v .
THE TREND IN POVERTY AND FHE ANTIPOVERTY EFFECTS. OF INCOME MAINTENANCE PROGRAMS
- ' .

An analysis cf the effect:of welfare reform on povert- requires a

review of the evidence® on the tread ;n poverty and on the anti-

LN

boverty effectiveness of existing welfare programs. While such a task
. -'\ . , . -

¢ _seems straightforward, it is not. ‘Consider two recent statements on
- : - - , ]

the trend in poverty. In the first, Martin Anderson g]9§8) uses a definition
. f 4 5 . .

‘ - N LT . o
of poverty which accepts the official government-poverty lines ‘and
. o - . g

adds, to the money income of tbefpoor the cost qf'gaxpayer—brovided,

, Medlcq!d payments, and public housing#

in-kind transfers, like Food Stam
Q

P o]




He asserts.tnat,
The "wa; on poverty' that began in 1964 has been won. The
gréyth of jobs and income in the private economy, coFbiéed_
. o wi%h an’explosive increase in government spending for welfare
and iacome transfer progfams; has wirtually eliminated poverty
in the United States.[p. 13]
¥artin Rein (1977),°in contrast, focuses on inequality, a gélative measure
;f poverty.
My argument is that social policies are by themselves unable
adequatelv to offset the antiegalitarian forces in the economies
of advanced industrial nations. Despite ine enormous rise in
p-hlic expenditures, specifiéélly in transfer outlays...,
- a.significant redistribution did not occur, as the share of
income going to the'bottom fifth remained stubbornly unchanged. {p. 569]
Table 1 réveal: the source of these conflicting conclusions. The
ihcidence of povertv among persons is shown.for three measures: the
éfficial measure, a relative measure,and the official measure after
c ad justments have been made for the receipt of in-kind transfers and for
“the under;eporting of money income.4 It is with reference to a measure
like the adjusted official measure thaE Anderson conclgdes that there is
. ‘ nb longer a poverty problem, that all that needs to be done has been done:
Similarly, the constaﬁcy of relative poverty reinforced Rein's view that, -
with traditional welfare policies, nothing can be done. The off}cial
measure produces a result that lies within these two views. While poverty
. has deciined significantly in the recent paat,ta serious poverty probféﬁ

remains.

.#d

- L , &
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able 1

The Incidence of Posttransfer Poverty Amorg Persons

Official Rélati&e _ Official Measuré;
Year Measure Measure Adjusted
1955 27.4% n.a. n.a.
1965 . 15.6 15.6% " n.a.
1968 12.8 14.6 10.1%
1976 11.8 15.4 6.5

Source: Plotnick »nd Danziger (forthcoming).







reductfon can be made with reference to any\of the series in Table 1,

but we have based our analysis on the official measure of poverty, for

¢

two reasons. First, data on this measure are readily available. For
, - 1 : - .

example, the effect of alhelfaré reform plan on 6fficf§1 poverty is

¥ .

publinhed by government sources, while the effect on relative poverty is

_not. Second the- substance of the analysis 15 not changed by the use of
the;other,series: If welfare reform cannot eliuinate poverty according to
the;official defdnition; it certainly will be less successful according to
a,relatdve definition. Moreover, a major part of'the'anatysis tnat follows~

o : - is concerned;with goverty that exists betore the receipt of weifare income,

SO tﬂbt'nany adjustments,to the ofﬁicial measure become?less relevantf

I . N . N
Even 1f one actepts the in-kind”measure which shows the.loWest

N .
\ aggregate ihcidence of poverty, one cannot ignore fhe dispa11ties

- /

. that ex1st among various groups ‘in the® population. ;When a disaggregated

view of thehincidence,of poverty is taken, as in Table 2,;it is impossible

. to conclude tha® poverty has been eliminated'for blacks or for women.
" The adjusted official measure, wnich“guides Anderson's‘view, still shows

‘that about a third of persons living with.blackffemale heads;, about

\)\i

“ . in‘seven living withiwnite femaie heads; and one in ten living with black :

Ny .

- Lo,

" male heads are poor. .

f— 3

" #% - Because the data jin Tables 1 and 2 are based on posttransfer income,

T we cannot know whether the observed decline in poverty according to the
CA : : : _ A ’ ! z .
offjcialvméasure is“due to greater success by the poor in the’'market place

. + - ' . C
or greater reliance on govermment transfers. Table 3 shows poverty before

R

.
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- ©_ Table 2

Incidence of Posttransfer Poverty Among Persons by Characteristics
of Head of Household, 1974

.- IOfficia}
Official Relative Measure,
Head is: : Measure Measure Adjusted
White male 6.0% 8.3% 4.1%
Nonwhite male  ~ 17.0 23.5 11.5
White female 27,2 34.3 13.9
Nonwhite fémale  54.6 64.1 30.2
e ' :
o : deicé: " Plotnick and Danziger (forthébming). -
;o Ny
/
!
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all government transfers, the éffect of social insurance transfers . .

(Sociai Security, Unemployment Compensation, Workmen's Compensation, etc.)
in column 2, and of welfare (AFDC, SSI, and General Assistance)'in

column 3. The table reveals that, although posttransfer poverty has
declined, it has not done so because, in tne words of Lyndon Johnson,

the programs of the War on.Poverty provided "a hand up" so that éhe poor
could earn their way out of poverty, but rather because government trans fers
increased. On the oasis solely of market income, the incidence of poverty 4
was 21% in both 1965 and 1976 for all personsiznd about 162 in both years,

for persons living in households where the head is not aged. Posttransfer

poverty declined only because the Bize and the antipoverty effectiVeness

o -
¥

of both social insurance programs - and welfare programs increased, By 1976’“"

s . vt s

¥ . : T
9.2% of all persons whose pretransfer income was below the poverty line
were removed fromipoverty by government transfers. Social insurance
programs were six times as effective in eliminating poverty as were welgare i

programs{for all persons, and four times as‘effectiye for?the nonaged.
N 1 . N .

The table reinforces the obvious: the volume of earnings in the

L7V

economy is vastly larger than the \>1ume of social insurance transfers,

while the voiume,of social insurance transfers is vastly larger than the

2 ; 5
i, .
vo}ume of welfare transfers.

. rd
¢
il
I3

Changes in the level of prewelfare poJerty are of particular interest

~in any ﬁiscussion of welfare reform, since it is'tp the prewelfare, poor

that welfare programs are targeted. In addition, many people view the

2

-

"real" poverty problem as centering upon the prewelfare poor. Those who are

1y

taken out of poverty by soc1a1‘insurance benefits, by their own: market

1ncomeﬂ, or by both are viewed as hav1ng taken themselves out of poverty

|
0y
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" At the same time, taking those who remain poor out of poverty by welfare

iz judged an unsat!isfactory, second-best solution to the poverty problem.

In 1965 about 16% of all persons were prcwelfare poor (from Table 33.
Largely in response to a strong labor market, but also owing to increased -
social insurance transfern, prewelfare poverty fell to 13.67% by 1968,
and then declined to 13.1% in 1976: ' "

Posttransfer poverty remains becadseAthe poor do not receive enough
market~income in the first place, and then not enough in transfer income:

’

in the second place, to remove them from poverty. The fact that some do
not receive the transfers to which they are entitled.is part of the problem,

Ay e
pER

i
v o :
. although by 1976 80% of the pretransfer poor received a government cash

“wy o transfer—(if.ip-kind tvansfers-are considered, this figure rises’to about - .-

-~ - ’ . . S '

90%). The income maintenance system reaches the poor, but it does not

provide them with enough inenme to eQeape from pdverty. '55
. _ . ; p
A comparison of the average size of welfare and soc%al insuranse
-nayments enphasizes the insufficiency nf'welfare and reveals why
ad many more persons are removed from poverry by social insurance _ f _ e

than by welfare ~~Table-4 shows that. fewer hougeholds f9ce1ve welfaxe than

receive social secur1gy or other social insurance transfers, and that .the

average welfare payment is smaller than the gverage for these other
s " : Cot
transfers. The existing transfer system is so broad that 42% of all
) 1 :

3
\

househblds received~somé form ofrcash trnnsfer which avaraged '$2803 in

1974 (when the mean houqehold income from nontransfer sources was about

$11,000). : , - : j :
Particularly important in any discussion.of welfare)ﬁeform is the
situation of female fanily neads. They are the group atfthe‘cénter~bo¢h 6f

/A

W
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L
‘ Table 3
Antipoverty Effectiveness of Government Transfe:s
% Removed from Poverty by
Pretransfer Social Welfare Posttransfer
Category Tentome Insurance Programs Income
. (2) (3) (4)
All persons ’ 4
1965 : e 5.0% 0.7% 15.6% -~
1976 ' ER 7.9 1.3 11.8
Households with . *
head less than
- 65 years old _ PN Coe 7
P E ' S : ‘
! 1965 ’ boas T 1,9 0 T 006 T, 14.1
1976 _ 1.8 3.4 . 0.9 11.3
Source: Plotnick and DAnziger (forthcomingﬁ. .
“Using official measurc of poverty. ‘
Peol. 4 = Col. 1 - Col. 2 - Col. 3.
o N >
“ : Ty i
1% - 4/ —
Y, -
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Table 4 - —
Average Size of Cash Transfers, 1974 '
\‘ !
% of -Households Mean
Program Receiving Transfers Transfer
Social Security 25.6% $2686
Other social insurance® 17.3 .\ 2024
Welfare® 81 . 1701
Any transfer - AZ.OC'\' N 4 2803°
N B ) N ‘ '
Sourqpé Plotnick snd Damziger (forthcoming)ﬁ; .é _ " N 3
i - ®Includes income = m Unemployment Compensation, -Workmen's : S

- L. ) % s [ A :
\\_Cbmpensafion,‘governmemt employee penslions, veteran's pensions and
¢ T . S .

r0mpensation. W p f . ’ S
. o . - -

- o

Y rnciudes income from AFDC, SSI, and Generalynséistance.

s

“The mean’ transfer ror all transfers thhigher than the

' /mean for any categdry, uﬂd the percentage of households receiving

= income sums to more thxn 42/‘because many Qéuseholds reCeive mpltiple i
i . BN , ‘ S
' &ransfers. : - ‘ _ ; .

{ ;

the g

s
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the gpelfare mess" and the poverty problem. 1In 1974, about one-third
of ail females between the ages of 25 and 54 who headed families that

included children received welfare income that averaged $2379, while

. their own earnings averaged $1110. Despite this aid, 69% remainec po
. - -~ - - The data in the tahlés explain hcw we could "be doing better, bu

: 6
feeling worse' about the poverty and welfare problems.  Increases in
. X \ _ .
social insuiance transfers and welfare transfers since the War on Povarrtty

! f /
have produced a decline in the incidence of posttransfer poverty--we are /

\

i t '
doing better., Yet the reduction in poverty dld not come about because

P - : N -
\ .. more households earned th+ir way oui of poverty. Pretransfer poverty

did not decline between 19£5 and-1976. liore people receivedyfTPRer
kS ;! oo : > : © N
' N

govérnmeﬁt qrahsf@fs; which ircreased the welfare rolls and,pfq5uced

_ ST . e N
the "welfare crisis" at:the same time as they réduced poverty. Since

ouf%éocieﬁ§,places such a high value on self—relianég and work, the fact

*

. - . . f
that so many people remain poor before transfers and that so many
receﬁve welfare makes us feel worse. ' -

To thegconflict amofig welfate reform goals cited above, we must add

-
Y

the conflict between the goals of reducing the w rolls and. eliminating
: P o o v ‘ . : : : .
poverty. The contrad . tion arises because we hay 1ot reduced the

’ ) : L

prefransfer poverty count. That cégét cannot be_reduéed}by Qélfare;

v it can dnlf be reducgé by prpéfams that‘iésvide work incénnéves or jpb

s - épporthities fof thé‘poort Thus the neglect of poverty.énd éhe ¢mphasisJ
;n work incentives and coptroliing é%farerbogts in Carte;’s statem?nt

of principles is an indication that we are approaching the limits of

our télerance fof the current transfer svstem. While a few years ago

L]

ke
o
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policy seemd ‘o0 be moving toward # universal income guarantee that
o1 eliminate poverty fur a. i ¢ tilzens, ar® ow movir oward a

twe -track system that distlinguls 28 betw« those «xpecter ad those not

expected to work. Only by a p.lan that elurinates poverty rough work

can we both'"do better and feel better.” .. is from this ewpoint
. . . -
that we review the recent welfave ref. rm . uposal.
-\
THE PROGRAM FOR BETTER JOBS AND INIQ#:, TF
"In August 1977,'Catter annouriced hi:8 3 & fpr welfare reform, .
' called the Program for Better Jobs sro¢ Lime v the plan wouldzconsolidate

[

three major compodents}of the curre: weilf .re aystem and prﬁvide, for the
first time, a nationwide minimum e 3! b payment for allfthe poor.
It:also pledges.to provide_a public se¥sdice - ob for some of those able and

exnected to work; as anjintegral part = tthe welfare system, Eannings,

welfaré, manpower nolicy, and - xe- wounld e interr;lated through an:

.

expanded earned'income : L i o, nationally nniform system
:of basic income support pavwents, {

| Compa;ed with the current system, large gains have been c1aimed for PBJi.:g_

i T

_(a) Welfare would be integrated with earnings ‘and both coupled with fﬁk ' -

n

\ 4 tax system. (b) Consolidation would streamline admini,tration. (c) WOrk

\ : -~ would always pay more than welfare. (d) Family stability would be en- -

/
ot

. hanced by allowing martied couples withn children to bevefit in the same
i /
‘ . manner and to the same extent as single parent families.} (e) ”He relativeiy

high national minimum payment would resiuce: incent*ves for migratisn from

v‘ -

~ P [

\ low— to high-benefit statesﬁ () Stat_s amd: localities would be m’ovided _
| B B - . o ’
'\ fiscal relief. . ? . | | ; - : |

"y
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Several important attributes of the C.rter plan are already preaent

in the current. system.. The Foor' stamps Program, Yor example, works in

1

.o ' - a wanner which is similar to th work benuiit -nd income support‘prévision; of
. - / Caﬁtgr's proposal. As in the proposal, Fcod Stamp benefits depend on
the amount of earnings and other income of the fanfily and on family size,

and accrue to all types of families. The pro;ram includes ﬁ work tesct.
/
Sﬂnilarly, the SSI program,” in operatjor »:nr. 1974, has rules of opera-

"tion and a uniform national ninimum pavame-# -w+u ke those of =he Income

support provisions of the Carter prepesan. However, ¢ S8Y rr-pram cur-

.rently serves only the aged, bliw/=, . o s oles. s o income sergoeort in

—

) the Carteﬁ propd%al{wbuld go tr .- exmtire: populs Yo EA;SG, £ o earned

income credit, an’ fmnortant jco it of e nreide s propesal, is
. kY . ! 3 -
Y already in placg.“

.
), °
N ¢ .

J . :
The dectails of the Carter Program for Better Job>s and Income can best
; ) - : . i 4 . i \\ :

‘be understood by focyssing seriatim on its'four major components: job opprr-

~

tunities,' the work benefit and income suppc—r provisions for these expectus

to work, income support payment: for those ne expected to work, and tax
: . S " .
) reductions th¥ough' the earned income tax credit.
' A o P . ‘ P " T 7
. . - N2

LSRR

Sy

L Job Qpportunities ey

— T ~ —
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ey r
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. - ]First $8, 8 bi]lion would be ser/;side to crq@&e up to 1 4 m111ion

r
publlc service JObS for adult workefs w1th children who cannot find a

.- !

: ,private job. Most of these jobs would pay the minimum wage, $2 65 now, Ve

e

e i ;’and abouL»$3 30 by about the t<me the program would begin in 1980.

. . - r x
SR GRS .

. Thosa eliglble for the Jobq would be\adultq——one per family——who would be
- . . ,

B

S iirp oy




‘would depend’uﬁon earninys, other ihcome, and'fahily size.

.

placed*1: iie “expecie L. w :k"’i category and who wer: .nable to find a
regular ::ivate or pub. « ermocr b,

'In de terminds o owihii s ‘{e. have = adult who ﬁswlxpected to work,
there woui: v iou 3 S -retkon. ¢ * basically, one
member of al.  famz. mecte: v owovk urizxi 3l the adults in
the fami '~ - SR I ‘ndlowiné ~atwmrories:  aged,
bl4ind, seme s . oz s s e huska s (oma athezry without wives)
moee ) ‘3t chi 85 thay ‘gizny ule.  ouhers vithout husbands

» : » - N

1
]

(or fathers withou wi- =) ose youmges: cholw i€ netween 7 and 14 years
would be expected :n wor
]

child is over 14 would b

“uart time, whife such Feoents '.hose youngeat

smected to womk full time., Because ear‘nings_. ’

from® employment in a »r: .:te ob 'would b: ccompanied by a-subsidy-—the '/
’ eaqﬁed i@bomn tax craodiv (EI7™ )-—iw addizi~= te the work h&mefit, a wérker
would always Fin< a orzuate @S wore lucrzarive chan a public,L@b, ‘

and thus wauld

have ar -muenzdve to u&e‘f%e public service jor ;. only as .
a last resort. ‘
. .
Work Bemefit ar-i Income Suppor: for Those Expected to ﬁork_ -
. . [ ! ' .

E&rniqgs of how-wage wcrkers would also be supplemented by the cash

.y

supoort system Unlike the bemefits from the ElTC, hcwever, the. Ca§h

support system would add to the income of those in the special public '

jobs as well as all ‘other job holdets:n The -size 6f‘the cashjsupplemenp‘

o

for a four-person family would start’ at $2300 if a family had a m;mber &

expected to work, 1nd remain at that level as

- i

-
-~ M ° b3
R
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¢ .~ - 2
A - .‘ € N N
: o Y )
< chet Ky &
A * -
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- . z
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T e
,Césh supplements

long as earnings were less "



\ . . e : ° '
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_ - ‘ fo
:an $3800,.‘The sas 1, supplement ‘would decline by, 50 céhts for every ‘
« ilar of earn.r. i1 .xcess of Sﬁ”'?, becoming zero at $8b00. Id\\ .
HHtion, the fi. ny with regu. Lo e.ornings would receive benefits from ‘.

1

~

e EI'TC to'sufr  ent both ear=ings and income support benefits.

’ ' L4
zcome Support - Those Not Expected to Work

»
4

For a‘'fam:: - ~f sizn four in which ro one was expected to work, a
i8ic Income s: et payment of $4290 would be granted. Thus, the maximun
) . _ . P
. support-payment - - a family not expected to work would exceed by $1900
wét'for e«fams sxécted to work; For'this_group; benefits uould-fall
R ] cents for - :ry additiona‘ 1 of earnings right from the first dollar

exrmed——there woxtld be no $38G0 ‘ﬂismegard" as would be the case for those: ;
expicted to work. The not—expect@d-tovwork group would include most of

. . \.‘ . '
the current AFDC recipients an:' 211 SSI recipients, and. for many of them

f . . '

ber::fits would increase under 1nw»proposed program. , ]

) H
Tax Reduction : - . ,

-

‘The final compopent of the plan-is tax reduction. Since 1975

) ..

Wog

we have had a tax credit for 1ow—earninps families with chlldren—— f

N - the earned income tax credit The EITC supplements regular earnings

b& 10 cents for: each additional dollar earned up to earnings of $4000,, &

- '

and then reduces the credit. by 10 cents for each dollar earnud after

’

K

1,54000 (unti} the credit:is reduced to zero). Uvder the new program, -
LI ’ B

\ benefits from this credit would he increased for all familes with iﬁ L \:'
regular earnings (that is, earnings.from jobs other than the spec1a1 ; '

pub-lic jobs) of more tham 34000 but less than $15,620. - Indeed, all families

> " ' ‘)
ca S » .

_CJ




éarning batween $8000 ahd $15,620 would &eceiVe a benefit for which
they are not now eligible. ,More than half of all fami}ies would pay

lower taxes because of the increased earned income tax credit. ’ ¢

\]

Under the Carteg(glan, the income guarantee for. a family of four in

which the head is not expected to work, $4200, is about 65%, of the poverty

line for that famgly., Only for the aged, blind, or disabled does the cash

. .4
assistance payment reach the poverty line when no household member is

1 . © .
employed. Those who do not work,(and are not aged,-blind, or disabled),

even if they 3re not expected to work, will remain poor. 1In fact, many

_ current welfare recipients would suffer income losses 1if their states -

were not required to grandfather" their benefits for’ a,three year period
o )Under the plan, individuals who were,newly enrolled in welfare and who
. Y0 did)not work would receive PBJI bensiitd that were no more than half?
| | K " the poverty ltne and less than what'they would recoive unaer current
{ ‘-pqlicies. ) |
. 1 Although!many current recipients who do not work would not .
benefit under the Carter plan, ‘the extension of cas; penefits to all personsl

RN . would increase the. incomes of many who are currently ineligible for

L -
tud

A cash assistance-—childlesq eouples, unrelated individuals, and two-paren;

families in states withOUt an: AFDC program for unemployed parents.

3

A These’ persons are’ currently e/igible'only fov food stamps, and possibly

for unemployment insurance./ ‘For example, a childless couple currently
. / - )
. eligible for $636 in food,stamps would be eligible, nder the new plan,

. . <

for. $2200 in eash assistance if neither merber;could find work. Whi.e
/. ; .
this payment is only aljout half the relevant poverty line, it represents -z

-~ .

oL
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v 5o S ‘ : - '
a tripling in-availaWle benefits.' In. general then, PBJI would raise
& ’ ‘ -
the incomes .of the poor, but would not. remove them from poverty unles%

a ! ! hd

they work., _ ) *
For those who work, PBJI ywould represent a signifiéaﬁt débarture

Y -

“from previous walfare policies. Because the program emphasizes the -,
. ) 7 a
provision of jobs and the éupplementarion of earnings, all those who

. work at low wages, regardless of family composition or region of residercé,
would havé higher incomes, and in many cases, be.taken out of income pdverty.
Eor exaﬁple, tlie head of a family of_four'who works full-time, full-year -

* . . .
at a minimum5wage job earns only 80% of the poverty line. From PBJI,

he/she would receive a cash assistance payment and §§ earned
' ..4 . AN . .
income tax credit, so that total family income would exceed the poverty

_ however,

Rl

'line by about 15%. These‘two-cohponents of the Catter plan should result.

in the elimination of poverty for those who work full-time as well as

b)

raise the take-home pay o. many of those who are not officially-in povef;y ' -

) ‘but who wﬁlk af below aYerége Qages.. In fact, anyone_who:works qboﬁt .
‘ ! .
three—foufﬁhs of the yeér at the minimum wage would have ﬁis/ﬁer family v
income shpplemented up tOIZhe povertz line.a
Our'azsertiod, thﬁt PBJI benefits main;y ﬁhose who are»agedz disabled,:

N or worktﬁg;.is validated by data presented by the Congressioﬁai Budgét Officé.?
. If PBJI were to become law, poverty (in: 1975) would decline féom 11.2%

v . ' - et o B c ) - ’

. - of all families to 9.0%, and the number of families in poverty would be

—

reduced from 8.3 million to 6.7 miIlion. Almost half (47%) of the

. .

S additional 1.6 million families, taken out of poverty have aged or disabled .

- . . ) - . . . ey
heads: Qnocher 407 have a wdrking head (287 work full-time; 12% Bhrt—time).ﬂ )

. i
~

v . . . . %
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PBJI provides a nationally uniform, minimum, cash payment for all

3

individuals. As such 1t would become our first universal, caéhlt

guaranteed annual income (Food Stamps is a unilversal guaranteed income

in~kind, while SSI i{s a categorical, guaraptéed income in cash). PBJI

would be an important change in our welfare systém, but it would not solve

the poverty probléq.

The constraints imposed by the May statement of welfare reform

principles, prevented poverty-line income guarantees from being proposed.
. [ ! !

PBJI could not even stay within.Carter's firgg,principle of holding costs

. to their current level. The Budget Office estimates that PBJI‘Q?uld

-

increase costs by 1982 by $14 billion dollars and prdviﬁe cash- assistance

for almost 30 millton 1ndividual§. " To raise,the benefit structure to

the perrty lines would add an addititinal $43 billion and an additional
. ‘ , .
20 Tilliqn recipignts (U.S: Congregs, Congressional Budger Office, 1978).

PBJI reforms welfare, but does not eliminate poverty. To do so,..

~
3

, o . S ‘ v
given an économy in which one-fifth of all persons live in households

Jith pretransfer incpmes.heldw'the povett& line, would require

. ’

‘an expansion in{yelfare‘beyogd the bounds of political feaéibility.

i .
If poverty line guarantees are not politically viable (except for the .-
N : » ’ - ' /

* . , ’
aged, Slind, and disabled)( then’a two-track approach, which distinguishes

between phose expected and not expected to work, represents an attractive

v . - . i
alternative. The prouision. of special public service jobs:and the

' s Co ’ N o - .
expanded supplementation of wages refocus the current -approach to the

»

- poveity problem. That the federal govérnmen;‘aécepts responsibility for

providing jobs and sqpplementingjlow wages shifts the onus of.boverty from

the ﬁhem?loyediaggﬁgpe:yorkiﬁg poof‘fo the malfunctianing of the labor

e

e

-
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market. PRBJI's thruct differs sigrificantly from that of the anti-

poverty programs of the 1960s that focused on the deficiencies of

»

individuals and ettempted to change the personal attributes of the poor.

Gy

s ’ ' PBJI ooes ot change the poor; it provides jobs and/or{cash assistance.
Critics have attacked the program’'s distinction between those
expected and those not expected to work as an outdated poor-law categori— -
zatien betWeenztne ‘deserving and undeserving poor. According.to this view, =

«PBJI repreSents a repressive tlghtening of the rclls and an attempt to

coerce individuals from the welfare rolls onto the work rolls. Some

‘5f these same critics, however, argue that the work motivation of the

F

poor does not differ from that of the rest of society-—-that the poor
want to work. These two views are inconsistent. For if the poor want

S . .to work, then a welfare program which requires work is not punitlve as

’

long as the program accepts the responsibility for providing work opoortunitles.

PBJI does just that. Tf the poor want to work--and there is no
evidence to the contrary——then the provision of jobs shduld increase their

economic position. If an unemplnyed family head wants to work, butf

'cannot find a regular private- or public sector job, he/she must either

Vg

be offered a special public serv1ce 30b or paid the cash assistance
v beneYit that'would accrue to a similar family in which the head was
v not expected to work 10 Although the jobs pay only the minimum wage,

-

when combined with the cash’ assistance payment they provide incomes that

exceed the poverty line.

tn addition, under PBJI, a family is not denied aid even {f the head

[N

EA refuses to works’ Consider ‘a- two-parent- family with two children, in which .
' N 4 * ) . _ \ h

. ¢ a
-t : . -

. 5

—
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the head is expected: to work. If the head refuses, only he/she is

éxcluded from the rolls, and the cash assistance payment is reduced

3

{. .
from $4300 to $2300. Yet $2300 still exceeds the benéfits that such

a family could expect un@ef the existing system. If the head of such

a familyﬂ:sfﬂg;s to sea;eéﬁfor work, the family is currently excldgﬁgh
from ail benefits--including Food Stamps dr'Unemploypent Compeﬁsation.

PéJI raises income but does not eliminate poveféy for those who
de not work, significantly reduces poverty for those who work a

substantial part of the year, and provides a work opportunity yielding

an income above poverty level to family heads who cannot find a regular job.

The elimination of boverty‘is a goal that can be achieved only at

the expense of Carter's first principle of welfare reform--holding dpwn

costs. The two most direct ways to expand PBJI from a welfare reform

proposal to an antipoverty one as-well are to raise income guarantees

- to the poverty line for those not expected to work and to provide a

public job to all those whe want one (to remove the cab on the number

. of jobs and their restriction to heads_of household with children).11

.The former change might reduce work-—-if those not expected to work do so

A ¢ . .
under PBJI in response to their below poverty-line guarantee. But the

’

latter would increase work, and prchably by a larger amount, so that
poverty reﬂuqtion and the encouragement of work do not conflict.
J3 - N -

If the program cos: constraint is biﬁding, then welfare reform

cannot eliminate poverty. Even if we could eliminate poVerty through

‘welfaré, we would still have achieved only a second-best solution.

-Beneficiaries-would clearly be better off, butEpfewelfate_povértywwould._-

'

{3
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rezain (although posttransfer povertr had been eliminated). Successful
welfare reform could mitigate many of the defects of the current system,

but could not end economjc dependerce on welfare.

a

We have argued that welfare reform cannot eliminate poverty because

poverty-line guarantees exceed current cost constraints, and that even if
v ~ : .

this constraint were removed, a welfare problem would remain. This
suggests that it is time to focus more carefully on two other meaus

to reduce poverty--changes in the labor market that currently generates

an unacceptably high level of pretransfer poOverty, and/or an expansion of

a3

-

the sccial insurance system to cushion a-greater variety of income losses.l

¢3
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Aruitoxt provided by Eic:



NOTES

1This section draws heavily from Danziger et al. (1977).

2 - .
Estimates of the percentage of eligible persons who do participate

range from only about 50% for Food Stamps and SSI co about 90% for AFDC.
3 o '
The level up to which benefits are paid, the break-even level of

the prGgram, can be found by diﬁidihg.thé igcéﬁe guarantee By the

benefit reduction rate, when the latter is constant. Thére are nore,

complex plans in which the benefit reduction rate varies and in which
some initial earnings are not subject to that rate.

4 "e L 1 . £

The_ "incidence of poyerty' among a specific group of persons is the

percentage of ‘persons in that group with incomes below the poverty line.

a total white poéﬁlation of 183.5 million. The incidénce of poverty among
whites was, therefore, 17.:/183.5 = .097 or 9.7%.

Botﬂ the official measure and the adjusted measure:hse the Social
Security Administration poverty lines. They differ only in what is
included as.income. For a»comglete discussion of these issues,vseé
Danziger_ﬁnd Plotnick (1877).

blf in-kind transfers are counted as\income, the antipoverty
effectiveness of ;o]fare programs would increase, but it would stilil

fall short of the effect of social insurance. transfers (P*ctaick, 1978).

v

6This phrase was coined by Aavon Wildavsky (1977) with regpect to

health policy. : " B - : e /
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We discuss the specifics of PBJI not because it will’become

law--1it almost certainly will not--but becé¢ause it is an example of the

evolution toward a welfare system that emphasizes work incentives cver
The program's title is indicative of this concern.

4

poverty reductions.

8This is true only for families with children. Families with
children qualify for the earned income tax credit and for exemption of the

-
7
e

first $3800 of earnihgs from the benefit reduction rate. Without these
two provisions, unrelated individuals or childless couples who do nout

wérk full-time may still receive incomes below the poverty line
9Reischauer, 1677, Taﬁle 4(a), p.v18. These, gstimates assumed that

states will chose to suﬁbizgent éhe PBJI benefits ﬁp,to their current

cash ?ssistance andvfpod Stamp benefit 1évels. - T

The program, for bﬁdgetary reasons,’éoes not provide ? job”for

10
anyone who wants one. Rather, it sets a target number of jobs and provides

them only to households with children. .If PBJI.were to become an antipoverty
program, it might be expand;EEto brOVide émjoh to anyone seeking one, but

this would increase the demand for jobs te about 6.5 million and program

costs by $37 billion.
llAlthough the tone of this discussion has been optimistic, the
difficulties of actually administefing a two-track system or of prdviding

special public jobs should not be minimized. Some of the difficulties

are reviewed In Haveman and Smolensky (1978) and in U.$. Congress, Congressional-

Budget Office (1978).
¢ : . : : ) T
- “°For example, in addition to providing for the income losses due -

»

. \0;“

to retiremént,»death and disaﬁility, social insurance could progideAfor~
' ' s & )

income losses due to family disruption.

i
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