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WAR ON POVERTY—VICTORY OR DEFEAT?

THURSDAY, JUNE 20, 1985

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON MONETARY AND FiscAL Poricy
oF THE JoINT EcoNoMic COMMITTEE,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:15 a.m., in room
SD-138, Dirksen Senate Office Building, Hon. Steven D. Symms
(chairman of the subcommittee) presiding.

Present: Senators Symms and D’'Amato; and Representatives
Hawkins and Scheuer.

Also present: Charles H. Bradford, assistant director; and Chris
Frenze and Ed Abrahams, professional staff members.

OPENING STATEMENT OF SENATOR SYMMS, CHAIRMAN

Senator Symms. Good morning.

Ve welcome Congressman Hawkins and all the witnesses who
are here with us this morning. It gives me great pleasure to wel-
come all of you here today to examine the basic features of the war
on poverty programs and see what conclusions may be drawn about
their impact. As we know, the effectiveness of these poverty pro-
grams has been debated for many years.

There isn’t anyone in this country that isn’t dissatisfied with
poverty, high unemployment—concentrated in many cases among
minorities—lack of educational opportunity, and related social
problems. The question is whether programs designated to help the
poor are having the unforeseen effect of actually hurting them.

Several years ago the President stated:

The welfare system 1s antiwork, antifamily, inequitable 1n 1ts treatment of the
poor and wasteful of the taxpayers’ dollars It provides incentives for family break-
up. In most cases two-parent families are not eligible for cash assistance and, there-

fore, a working father often can increase his family’s income by leaving home It
discourages work

It has been 8 years since President Carter made this statement
in a message to Congress, and the debate continues.

On the other hand, advocates of the Great Society argue forceful-
ly that the programs initiated in the mid-1960's have effectively
combated poverty. Though the poverty rate may have trended
upward since the late 1960’s, in the absence of these social pro-
grams the poverty rate might have gone much higher, they argue.

In 1964, the Economic Report of the President laid the founda-
tion for the war on poverty with the argument that poverty can be
eliminated by Government programs:
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Conquest of poverty is well within our power About $11 billion a year would
bring all poor families up to the $3,000 income level we have taken to be the mini-
mum for a decent life The majority of the Nation could simply tax themselves enough
to provide the necessary income supplements to their less fortunate citizens The
burden—one-fifth of the annual defense budget, less than 2 percent of GNP—would
certainly not be intolerable.

In constant 1980 dollars, outlays for poverty programs are nearl
$70 billion, about three and one-half times as much as in the mid-
1960’s. Despite these expenditures, the poverty rate has not fallen
since the late 1960’s, but has gradually increased. We all hope that
the 1984 statistics will show a decline in the poverty rate when
they are released later this year. Many experts predict that this
wilf indeed, be the case.

We look forward to testimony this morning of our four distin-
guished witnesses.

Congressman Gus Hawkins is here this morning. He has been
very active in many of these programs and has demonstrated a
great interest in his many years in the House of Representatives.

Congressman, did you have an opening statement? Is there any-
thing you wanted to say before we start?

Representatives HAWKINS. Not at this time, Senator, but msy 1
commend you on holding this hearing. Regardless of the views that
may be expressed by the experts, it is a serious problem. I think i*
is one of the major problems facing us. I am glad tc see us at ti-is
session getting around fer a change to discussing such x basic issue.
I think it is loug overdue. I certainly commend you.

Senator Symms. Thank you very much.

I might just say that we have four economists here this morning:
Mr. Lowell Gallaway with the department of economics of Ohio
University in Athens, OH; Mr. Peter Gottschalk, assistant profes-
sor of economics at Bowdoin College in Brunswick, ME; Mr. Robert
Greenstein, Center on Budget and Policy Priorities; and Mr.
Charles Murray.

Mr. Gallawey, we will start with you.

I think what would make a better hearing here is if we could try
to get each of you to make your statement within a 10-minute en-
velope and then we will have questions. This will provide an oppor-
tunity for more discussion of some of these issues.

hMr& Gallaway, we welcome you here this morning. Please go
ahead.

STATEMENT OF LOWELL GALLAWAY, ECONOMICS DEPARTMENT,
OHIO UNIVERSITY

Mr. GaLLaway. Thank you, Senator Symms. I especially thank
you for inviting me to testify before the subcommittee today. It is

acter. There might be some debate about it, but my impression was
that the broad academic consensus was that the poverty of the
early years of the mid-1960’s was not structural in character, b
and large, which meant it was amenable to being reduced througf‘;
normal processes of economic growth.

Of course there are time lags in academic life, and by the time
we were reaching some consensus on that question the government

b
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apparatus of the period had already structured poverty programs
on the basis of the assumption that it was structural in character.
There were a variety of programs that were developed: direct cash
transfers, in-kind transfers, specific projects designed to eliminate
the possible handicaps that were felt to be a source of structural
povert]y, all of these things.

Well, time has passed, encugh time that we should indulge our-
selves in some sort of evaluation of the effectiveness of these pro-

ams. That we need some analysis seems to be very clear. You

ook at the raw data in the latest statistical releases that are avail-
able and you find that the official poverty rate in 1983 was 152
percent, and that is half a percentage point higher than it was in
1966 when the war on poverty was in its early years.

The big question is what has happened to produce this really un-
anticipated result.

On the basis of some analysis contained in a technical document
that accompanies my testimony—and I ask that that be included in
the hearing record—some fairly straightforward answers seems to
emerge. That technical submission is entitled “The New Structural
Proverty: A Quantitative Analysis,” and it is coauthored by a col-
league of mine at the Ohio University, Richard Vedder, and Ms.
Therese Foster.

On the basis of that analysis, I turn first to the effects of transfer
programs on the poverty rate. By transfer programs, I mean vari-
ous strategies that are designed to directly enhance the income of
the poor through means other then active employment for pay.

The architects of these original transfer programs seem to have
auffered from the fairly common Washington malady, which is a
firm belief that the supply of resource inputs in the economy is not
responsive to changes in their effective prices. In the case of the
war on poverty, what that translated into was an assumption there
would be no disincentive effects on labor supply associated with a
rapid growth in the volume of transfer payments to the poor.

t is worth noting that rather early on there was some suggestive
evidence that indicated the widespread presence of such effects. It
was partly in response to that evidence, which was indirect in ckar-
acter, that the various negative income tax or income waintenance
experiments were designed and funded.

can’t be certain ai?)ut this, but I think most of us who have
been associated with the poverty question over the years feel that
the expectation when those experiments were funded was that they
would once and for all put to rest the specter of disincentive ef-
fects. Well, that evidence is in, and it tends to demonstrate fairly
persuasively that direct cash transfers to low income persons do
tend to reduce the volume of their work effort.

The clear implication of the presence of disincentive effects is
that the income enhancing f}tgot,ential of transfers will be at least
partially, perhaps totally, offset by the reductions in work effor.
th(;y generate.

or example, our technical analysis reveals that in the case of
the purest forms of cash and quasi-cash transfers from the Faderal
Government, the category reported as public aid by the Social Se-
curity Administration, there is some threshold level of transfers
beyond which additional payments are counterproductive; that is,

7
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they lead to higher poverty rates rather than lower, On the basis of
the average of our estimates—there were some 40 estimates in-
volved—levels of public aid have exceeded that threshold in every
ear since 1971, tﬁrough 1983, which is the Jast year for which we
ave poverty data.
Might I interject at this point an observation that the impact of

rate. One of our other witnesses today, Charles Murray, has argued
that the structure and size of many of our social programs have ad-
verse effects on the stability of the American family. Some of the
statistical analysis reported in our technical subn_xissjon to this

lies with a female heac. after controlling for other factors that affect
these indexes of fainily ﬁerformance. Apparently, there is some-
thing- about the rules of the poverty game that operates to produce
impo.tant modifications in the structure and stability of the Amer-
ican family.

What does that evidence imply, in general, about the nature and
success of the war on poverty? Primarily, from my standpoint, it
seems to indicate that the working assumption of the designers of
the war on poverty, that poverty was structural in character,

e, in effect, a self-fulfil ing rophecy.

At the outset, in the early 1860 8, povert’ was susceptible to
being reduced through broad improvements in economic conditions.
Not 80 now. At least that is the way it appears. Apparently, the
behavioral changes induced by the growth in social welfare pro-

associate«f with the war on poverty have crested the very

e more aid, the more poverty, and it is a brand of poverty that
may be regarded as being structural in character. e
ere is one major difference, though, between this structural
poverty, the structural verty of our time, and the structural pov-
erty that was envisag by the poverty war designers of the 1960's.
That early version was rooted in the belief that people were
trapped in poverty because of a lack of o portunity.
€ new structural poverty, as we cal it, is something else. To a
much greater extent it is poverty by choice. From time to time,

many of those in the poverty cohort will move up and out of t{hat

8
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condition. But, there will be other candidates to replace them, and
they will continue to come as long as positive incentives are there
to join the ranks of the poor.

The particular poverty-welfare curve shown on the chart is de-
rived from a statistical model that yields a representative thresh-
old value of public aid. It can, in a sense, be thought of as a typical

case.

We have highlighted on it the 1983 level of aid and the maxi-
mum levels that were achieved during the late 1970’s. You can see
that they are both far beyond the critical threshold level of aid.

At 1983 levels of welfare, every additional $4,000—in 1980 dol-
lars—of Federal public aid expenditures has the effect of putting
one more person on the poverty rolls. On a broader scale, what this
translates into is a findirg that an additional billion dollars of Fed-
eral public aid, in 1980 prices, would increase the measured pover-
ty population by a quarter of a million individuals.

We face a great dilemma at this point in our history. The intui-
tive humane response to rising poverty rates is to want to help, to
do something for the poor. Yet, the empirical evidence at this junc-
ture indicates that the conventional ways of helping, by increasing
public expenditures on antipoverty programs, will have just the op-
posite effect on what is intended. Rather than reducing the ob-
served level of poverty, we will increase it.

Difficult as it may seem, reducing levels of public aid may be the
only way to significantly lower poverty rates. The time has come
for us, as a society, to bite the bullet and face up to the realities of
our time. We cannot eliminate poverty by the simple expedient of
dumping mor ey out of airplanes. What is required is a structuring
of the alternatives available to the potential poverty population
th;llt will encourage them to avoid the poverty condition where pos-
sible.

I hope you will indulge me for just a few more minutes, Senator
Symms. After I prepared my testimony, I constructed an addendum
to it. The research process is a never ending one, and some addi-
tional findings were developed rather late in the game. They deal
with the importent subject of rising poverty rates among children
and they are embodied in a second technical submission, which is
co-authored with Richard Vedder, which is entitled “Suffer the
Little Children: The True Casualties of the War on Povertv.” I also
request that it be included in the record.

In that analysis, we used data from the 1970 and 1980 decennial
censuses and performed a formal statistical analysis which shows
that, after you control for the effect of the rate of growth in per
capita income among States, the highest rates of intercensal growth
in children’s poverty are in States with high levels of average
AFDC payments. Similarly, low levels of such payments are associ-
ated with high rates of cecline in children’s poverty.

The import of these findings is truly depressing. They indicate
that a major share of the burden of the new structural poverty is
borne by children, who do not have a choice in the matter. They
are in a sense the innocent victims of what can be called the folly
of énuch of our welfare system, and it seems to be a folly that has no
end.




6

For example, there is a piece of legislation that has made the
rounds in the past few years called the Omnibus Anti-Poverty Act.
There are portions of that legislation that approach being sheer
madness,

I speak in particular of the attempt to mandate minimum levels
of AFDC payments for the States. It is estimated that, in its 1984
form, it would have required 41 Statcs to increase their levels of

FDC payments by 1986, in some cases by more than fourfold over
their maximum level in 1984. Very frequently the States that
would be most affected are those that have had the most signifi-
cant successes in reducing the rate of poverty among children over
the decade of the 1970’s.

It almost seems that if one were to attempt deliberately to design
a program to increase the poverty rate among American children,
you couldn’t do much better than this. I know we may not like the
evidence on this point, but we can ill afford to ignore it as this
stage in our history.

Thank you for your patience.

Senator SymMs. Thank you very much.

[The chart attached to Mr. Gallaway’s statement, together with
the articles referred to for the hearing record, fcllows:]

i0
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Amid he affluence of the early 1960's, poverty was rediscovered

in the United States. A* that time, the hypothesis was advanced that
poverty at mid-twentieth ceniury had become 'structural” in character.
meaning that those with low income levels were out of the mainstream
of economic life in the United States . The policy umplications of that
contention were powerful, suggesting that significant strides in elim-
1nating poverty could not be made by the simple expedient of stimulating
economic growth in the United States. Rather, some set of special pro-
grams would be required that would "target" in on the unmigque problems
of the poverty population

A major source of support for the notion of "structr.al’ poverty
was the intellectual comrunity in America Poverty of the 'structural”
t,. : represented for some sectors of that world a potential "cause", an
issue to be raised in the seemingly never ending negative critique of
Arerican snciety. Structural poverty implied a defect, a shortcoming
tha- would need "fixing" And, of course, the repairman would be gov-
ernment, the federal govermment wn particular To be sure, there was
not wnanimity on this score A rather extended scholarly debate on the
merits of the structural poverty thesis sprinkled the academic journals,
with the general consensus, at least among economists, being that -t
had little merit. However, this conclusion had no 1mpact on the
real world in wiich public policy is formilated. While those of us
with a technical bent labored in the scholarly vineyards to demonstrate
that changes in the poverty rate were quite closely asscciated with

variations in geneial economc conditions, especially ke level of

O

b
Lo

RIC

Aruitoxt provided by Eic:



E

10

personal income, those closer to the centers of political power
argued just the Opposxte.J Their rhetoric triumphed in the arena
of public affairs ard "The War on Poverty" was bormn. Th. torality
of the structuralist triumph 1s indicated by the fact that The War
on Poverty began before the academics had even approached a reso-
ution of the st ucturalist controversy.

The First Two Decades

That was some twenty years ago. What has bappened since 1s a
remarkable sequence of events which have taken a number of twists and
turns. Some simple statistics should suffice to 1llustrate the in-
triguing saga of The War on Poverty. They are shown in Table 1. Be-
gin with the poverty rate itself. The tasic data for the period 1953-1983
indicate that the percentage of the population defined as being in
the poverty condition declined rather steadily until the early 1970's,
falling from 26.2 percent in 1953 to 11.1 percent in 1973. After
197+, though, there is no furcher decline and, by 1983, the last year
for which the official daca are available, the poverty rate is actu-
ally greater than the 1966 rate of 14 7 percent, when The War on
Poverty we s in its infancy,

What Fappened to produce this remarkable turnabout in the
behavior of the poverty rate? (ne pcssibility 1s that general economic
conditions changed 1 a fashion conducive to 1ncreasing poverty.
Admttedly, the 1983 wemployment rate of 9.6 percent 1s a relatively

high one compared to 1973's 4.9 percent And, thece 1s almost no

O
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Table 1
Poverty Rate, Unemployment Rate, Real Per Capita Federal Public Aud,
and Real Per Capita National Income,
United States, 1953-1983
(dollar values in 1980 prices)
Poverty Unemployr.nt Real Per Cap- Real Per Cap-
Year Rate Rate ita Federal 1ta National
Public Axd Income
1953 26 2% 297% $ 26.31 $ 5,833
1954 27 9 55 26 83 5,691
1955 245 4 4 27 98 6,146
1956 22 9 41 28 00 6,298
1957 22 8 4.3 28 84 6,229
1958 231 6.8 29.98 5,985
1959 22 4 55 33 16 6,382
1960 222 55 32 64 6,420
1961 21.9 67 35 10 6,444
1562 210 55 40 11 6,763
1963 19.5 5.7 42.75 6,971
1964 19.0 5.2 44 49 7,279
1965 17 3 4.5 48.40 7,721
1966 14.7 3.8 56.57 8,124
1967 14.2 3.8 65.40 8,248
1968 12.8 3.6 76.54 8,551
1969 2.1 35 87.22 8,667
1970 12.6 4.9 100.19 8,425
1971 12.5 5.9 127.49 8,555
1972 11.5 5.6 153.18 9,070
1973 11.1 4.9 158.25 9,506
1974 11.2 5.6 159 62 9,088
1975 12.3 85 193.10 8,799
1976 11.8 7.7 216 12 9,190
1977 11.6 7.1 218 57 9,59
1978 11.4 6.1 227.19 9,986
1979 11.7 5.8 222.46 10,072
1980 13.0 7.1 216.78 9,316
1981 14 0 76 220.36 9,311
1982 15.0 9.7 192.66 8,993
1983 15.2 3.6 137.54 9,331
Sources: See Appendix A
s
Q .
ERIC 15
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growth 1n real per capita national income between 1973 and 1983. To
explore the possibility that the behavior of the poverty rate after
1973 is a mere extentsion of its 1953-1972 patterr, the standard sta-
tistical mdel explaining the poverty rate that evolved vut of the
early evaluation of the structural hypothesis has been estimated for
the intervals 1953-1972 and 1973-1983. That model 1s expressed in

the relationship
(5] log P = f(log Y, log U)

where P denotes the official poverty rate, Y represents real per capita
income (1n 1980 prices), and U is the unemployment rate. All variables

are expressed in logarithms of their true values.

4
The statistical relationships that emerge are as follows-
03] log Pcq_ = 6.45 - 1.77 log Yoq_ 5, - 0.04 log U
53-72 917 53-72 (0.62) 53-72
and
©)] log P, = 3.52 - 0.39 log Yqq_ - 0.16 log U
73-83 (0.28) 73-83 (.51 73-83

where the values in parentheses beneath the coefficients represent

their associated t-values. A comparison of the two regression equa-
tions reveals a very substantial change 1n the basic relationship be-
tween the poverty rate and general levels of economc activity. Clearly,
movements in overall levels of income have a much smaller ‘npact on

the poverty rate after 1972 than they did before.

RIC
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The change 1n the nature of the poverty-income relationship after
the early to mid- 1970's suggests that the structuralist hypothesis
may have begun to operate at that point in time. Why then, though?

An intriguing argument ..as been advanced by Charles Murray to the
effect that the changing nature of the behavior of the poverty rate
may be attributed to the risirg availability of transfer payment income
under various goverrmental programs ~hat are part and parcel of The
War on Povex:ty.5 The basic thrust of the hurray .argtment 1s that labor
supply disincentives created by che availability of transfer payment
income have led to people voluntarily selecting combinations of money
income and leisure which qualify: them for being included in the pov-
erty population. It is a controversial thesis but one that has a
substantial volume of pre-existing evidence that supports it. Rather
early on in the discussions of poverty assocrated policy proposals,
indications of the operation of such disincentive efle.ts began to
emerge. That evidence wes inferential in character but more direct
observations of the working of labor supply disincentives have become
avallable in recent years as the results of the various Income Main-
tenance (origunally Negative Income Tax) Experiments have become
gvallable.

Those experiments, sponsored by the federal govermment, were
intended to provide a definitive answer to the disincentive effect
question. Many of us who have been associated with the poverty question

over the years had the feeling that the advocates of the experiments

ERIC 17
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We turn first to those who are isolated from labor market
sources of inccme. Their situation can be depicted in a static
fashion. Figure 1 shows a distribution of non-labor market income
that 1s skewed to the high wocome side, that is, it is assumed
that disproportionately greater mumbers of people in this situation
"ave income below the official poverty level of income. Now, if
we introduce a program of cash and quasi-cash transfers of income
targeted to the "poor', there will be a systematic shifting of people
up to and across the poverty boundary. This suggests the existence
of a negative relationship between the volume of transfer payments
and the observed level of poverty, contrary to the Murray hypothesis,

We tum now to the second case, involving those with full access
to the labor market. This situation 1s illustrated by the indif-
ference map shown in Figure 2. This is the familiar representation
of an individual's leisure-income preferences. We have simplified
it to show just one indifference curve and the price (wage rate)-
consurption (leisure) locus for the entire indifference map. Also,
a poverty level of incame has been denoted.

The single indifference curve that is shown in Figure 2 inter-
sects the price-consumption curve at a level of income that exceeds
the poverty threshold. Thus, with the wage rate implicit in this
situation, participation in the labor market will result in a non-
poverty outcome, where poverty is defined in strictly money terms.

All this, though, is conditional on the volume of pure money transfer

5 is8
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were fairly certain that they would show an absence of disincentive
effects. The evidence is now in and 1t shows quite clearly that
labor supply disincentive effects are associated wich the availa-
bility of transfer payment income. Further, they are systematically
related in a positive fashion to both the magnitude and the duration
of the pa}-nrmts.7

The Public Aid Murray) Hypothesis

When the results of che Income Maintenance Experiments are con-
sidered in combination with the behavior of the poverty rate over time,
it becomes legitimate to raise the question of whether disincentive
effects are wrning to raise the poverty rate. This possibility is
reinforced by the history of the availability of transfer payment income
in the United States. Again, the reference .s to Tatle 1, which shows
that the combination of cash and quasi-cash (in-kind) benefits that
nake up the statistical category of federal government expenditures
called public aid has risen dramatically in the United States.

The conventional theory of labor supply offers some potential
insights into the effacts of these increases on the poverty rate.
Consider two sub-groups in the population at risk of experiencing
poverty, one that is isclated entirely from the possibility of
gainful employment and another that includes individuals capable of
being fully cmployed. Admittedly, these are the extreme cases. How

ever, they illustrate the general range of possible outcomes.
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payment income available to the individual, 1f non-participation

in the labor market 1s opted for, being less than some critical

value. That value 1s determined by the point at which the indiffer-
thce curve shown in Figure 2 intersects the verrical locus describing
the maximum amount of leisure (or zero work effort) an individual

may choose. This 1s denoted by the symbol T. If the magnitude

of transfer income 1s greater than T, an individual can move to a higher
indifference curve by foregoing labor market activity., In the case

sh2ft an individual from & non-poverty condition to a poverty one.

What this analysis suggests 1s that an escalation of the mag-
nitude and ava:ilability of transfer payment income has the potential
of providing positive incentive effects to abandon work effort to
individuals whose money income from that activity is only marginzlly
in excess of the poverty threshold. Consequently. vor individuals
with access to the labor market, higher levels of transfer payment
income may produce higher observed levels of poverty. Further, as
the magnitude of transfers escalates, this effect may well become
stronger and stronger.

In combination, the two cases described here offer a possible
explanation for the obierved deterioration in the simple poverty-
general ecoriomic conditions ielationship after 1973. 4s we have

seen, the further we move into the War on Poverty years, the greater
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the volume of transfer payments. The theoretical argunents sug-

gest that as . is happens, the work effort disincentive effects in the
second case will operate to cancel out the income s:pplementation
effects in the first, producing a relationship between the poverty
rate and transfers such as that shown in Figure 3. This 1s the
mechanism through w* ch the Murray hypothesis would be expected to
work.

Empirical Tests of the Aid QMurray) Hypothesis

How may we go about empirically evaluating the various dimensions

of the impact of transfer payrent income on the poverty rate in the
United States? We camnot sumply add the logarithm of the volame of
transfer payments to the previously estimated statistical relationships
between the logarithm of the poverty rate and the logarithms of per
capita real income and the unemployment rate. That would nply a
monotonic relationship between poverty sni transfers whereas our theo-
retical argument suggests a non-montonic possibility. To deal with
this problem, we must employ an estimating equation that will permit
the relationship between the poverty rate and public 2id to assume

the form shown in Figure 3. Frr this purpose, we have adopted a

quadratic form of the following type:
) P = a + bAa + ca?

where A denotes per capita federal public aid measured in 1980
dollars.

Q 243
ERIC !

Aruitoxt provided by Eic:




Poverty Zehined
Rate Effect
Disincentive

Effect

Ve

Direct Effect

Transfer
Figre 3 Ircome

24

ERIC

Aruitoxt provided by Eic:




21

If the public aid hynothesis 1s valid, the value of the
parameter b will be negative, ¢ w1ll be positive, and, beyond some
point, the quadratic term (A2) will overwhelm the linear term (A)
and additions to public aid wnll lead to a rise 1n the poverty rate.

The exact point (or threshold) at which public aid w il bz ome
Counterproductive from the standpownt of reducing the observed poverty
rate can be determined by differentiating (4) and setting the result

equal to zero, to wat:
(5) dP/dA = -b + 2cA = 0

which implies that the threshold occurs at b/2c. Any level of
public aid greater than b/2c will lead to a higher poverty rate
than at the threshold value for aid.
Employing a quadratic relationship between poverty and public
aid means that the general relationship between poverty and the factors

we hypothesis to affect 1t is-
(6) P = £(Y,U, A A2

A number of possible ways of specifying an estimating equation
that embodies the relationships of expression (6) are possible,
depending «n the way in which the poverty, income, and unemployment
variables are handled. Of spec.al umportance 1s the treatment of
the unemployment variable. The evidence indicates that early in

the period 1953-1983, the inpact of unemployment on poverty was

20
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weaker than in the later years. A part of the problem 1s the
upward drift in the wnemployment rate associated with an increase
n the 'natural”, or equilibrium, rate of unemployment in the
American economy that 1s characteristic of the 1970's,  Part of
that rise in the natural rate of unemployment itself may trace

to the increasing volume of public aid. Such aid tends to modafy
people's labor market search behavior in a way that 1s likely to
produce increases in the observed unerployment rate. Thus, it may
be hypothesized that the unemployment rate 1s a fimction of a
certain set of factors and the level of public aid. Our preferred
method of handling this problem is to invoke an umemployment model
veported 1n a 1982 staff study for the Joint Economic Committee

8
and to hypothesize the following:
(75 U = f(W D, P, 4

where W denotes the level of money wage rates in the economy,
D represents the Gross Neticnal Product (GNP) deflator, and P 1s
the average output of labor. The advantage of this approach 1s 1t
permits the aid variable in a general estimating equation for
poverty to capture the effects of the upward movement in the
natural rate of unemployment that may be attributed to increases
in aid.

Employing standard U. S. Govermment data sources for the

9
variables described thus far, a number of different versions of
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expression (€, have been estimated. Some contain the expanded un-
employment notion embodied in (7) and others use the conventional
measure of unemployment (in both linear and logarithmic form). In
addition, several different forms of the income variable and both
linear and logarithmic values for the dependent variable, the poverty
rate, are employed. All told, some forty different versions of (6)
have been estimated for purposes of this discussion. This was done
in order to determine whether the statist:cal pr;)rtance of the
public aid variables is sensitive to the formulation of the statis-
tical model.

An analysis of the results suggests that the public aid variables
perform in a consistent fashion, 1rrezardless of the overall form
of the estimating equation. In all forty versions, the linear aid
variable has a negative sign and the quadratic aid variable has a
positive one. As to statistical significance, 35 ol the linear and
36 of the quadratic coeff.cients are significant at the five percent
1eve1.m From the stadpoint of the stability of the coefficients,
the minimm values in the various groupings range from 55.6 % to
90.6 % of their respective maximm values (see Table 2). Thus,
in general, the public aid variables in the various forms of the

estimating equation perform in a fashion that is consistent with

the Murray hypothesis that transfer payments eventually become
counterproductive when used as apolicy device to reduce the incidence

of poverty in the econory.
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Table 2

Aralysis of Regression Coefficients for Real Per Capita Aind
Variables, 40 Statistical Models Explaining Behavior
of Poverty Rate, United States, 1953-1983

Characteris- Coefficient and Nature of Statistical Model*

tic of Coef- Pov-Expanded LogPov-Expanded Pov-NonEx- LogPav-Non-
ficrent _panded Expanded

Aid A1dSq Aud Aa1dSq aid - AidSq AAd T AdSq

Maxdimum

Value -.081 .00026 - 0056 000018 - 1086 00029 -.0058 .0000'6

Minimm

Value - 055 .00014 -.0051 000014 - 0610 00017 -~ 0048 .000013

Mean -.061 00023 -.0053 000016 - 0888 .00024 - 0053 000015

Minimm as

% Maxdimoe* 67.8 7% 55.17% %0.6 % 77.5% 562% S82% 82.7% 80.17%

# Signifi-

cant Coef-

ficients at

5 % Level

(Out of 10) 9 9 10 10 7 7 9 10

# Signifi-
cant Coef-
ficients at
10 % Level
(Out of 10) 9 9 10 10 8 9 10 10

Source: Authors' Calculations.

* Pov and LogPov denote, respectively, that the dependent variable
in the regression model is the poverty rate and the logarithm of the pov-
erty rate, Expanded means that the model employs the values of money
wage races, the gross natlonal product defldtor, and the average produc—
\_...\.‘.\_] \.u. A.au\.u. ad uvucycuut:-nL vu.LLauJ.co (XV) de’\c account UL L_llc ulydk_\. UA.
unemployment on the poverty rate. Non-expanded means that either the
unenployment rate or its logarithm are used directly as a measure of un-
employment .

** Percentages are calculated using values of the coefficients that
have not been rounded to the extent shown in table
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One full set of regression estimates i: shown in Table 3. They
have the linear form of poverty as the dependent variable and the
expanded version of the unemployment relationship as independent
variables. 'he overall performance of these regressions in explaining
the behavior of the poverty rate over the period 1953-1983 is excellent
in a statistical sense, with all the coefficients but one being
significant at the five percent level and 98 . percent of the
variation in the poverty rate being explained. In addition, they
btoadfy satisfy certain a priori expectations. For example, the
coeffi’i.:imts of the wage and GNP deflator variables should be approx-
imatel;' equal with opposite sign. Equal movements ir. these variables
imply a constant real wage rate which, with changes in labor productivity
being controlled for, should indicate no change in unemployment and
no effect on poverty. Also, notice the constant terms in equations
(2) and (5). They are both very nearly equal to 100. This is what
onc ould expect if all the independent variables had values of
zero, viz., a poverty rate of 100 percent.

Interpreting the Evidence

Quite clearly, the empirical evidence just reported argues very
strongly that beyond some threshold level transfer income of the
public aid type will lead to increases in the poverty rate. However,
what is that threshold level of public aid? Table 4 provides ea
answer to that question. The data contained in i1t give a range

of estimates, ruming from a minimm of $ 110.17 por capita to a

O
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3

Selected Poverty Models, United States, 1953-1983

Regression Parameters

Coefficientsff )
Model OComstant Money NP De- Average Income* ALd%  Aid X D-U
Wage flator Produc- Squared
Rate tivity
of Labor
1 77.97  0.79 -0.83 -0.49 -0 14 -.0577 .0002604 .98 2.03
(7.87) (3.73) (3.4 (5.07) (3.74) (2.28) (317)
2 101.24  0.64 -0.67 -0.31  -23.49 -.0596 00¢2299 .98 1.79
(9.92) (3.54) (3.24) (2.99) (4.88) (2.65) (3.27)
3 82.73 07  -0.77 -0.41 -2 67 -.0585 .0002479 .98 1.9%
(8.73) (3.75) (3.44) (4.06)  (4.30) (2.45) (3.26)
4 20.73  0.53 -0.54 -0.24 -186.77 -.0606 .0002087 .98 1.58
(1.53) (3.00) (2.72) (2.15) (5.22) (2.80) (2.12)
5 94,73  0.53 -0.55 -0.23 -9.66 -.0548 .0001881 .98 1.53
(7.99) (2.47)  (2.25) (1.75) (2.60) (2.42) (°.40)
0:41
(1.91)
Source: Authors' calculations.

squared.

t-statistics.
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* Income is real per capita national income in 1980 prices. The income
variables are, respectively, models 1-5, income squared, log income, income,
reciprocal of income, and z quadratic form, income and income squared. The
first income coefficient in model S is for income, the second for income



Table 4

Threshold Values for Real Per Capita Federal Public Aid,*
Various Poverty Models, United States, 1953-1983

Nature of Statistical Model
Threshold Dependent Variable- Pependent Variable-
Measure LogPoverty " Poverty
Expanded Un- Non-Expanded Expanded Un- Non-Expanded
Unenployment Unemployment Unemployment Unemployment

Mean Value $ 161.70 $177.18 $ 138.52 $ 183.98
Maxdmm V " e 182 16 190.47 193.78 194.94
Minimm value 142.00 164.72 110.17 167.05
Minimm as 7,

od Maximum 78.0 % 86.5 % 56.8 7% 85.7 %

Cource: Authors' Calculations.
* In 1980 prices.
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maxuman of $ 194.94. Per capita refers to the total population,
not just to the poverty population. The overall average of the
estimates is $ 165.35.

The most useful estimates of the threshold level of per capita
public aid are those using the expanded form of the unemployment
relationship in the estimating equation. This is due to this form of
the estimting equation shifting the impact of puplic aid on the
unemployment rate to the coefficients of the public aid variable.

In the other versions of the estimating equations, there 1s an in-
direct effect of public aid on poverty, operating through the wn-
employment variable, that 1s not captured by the coefficients of the
public aid measures. Focusing just on the expanded unempioyment
type equations yields an average threshold aid estimate of $ 150.11
per capita.

How does the $ 150 per capita public aid figure compare with
actual levels of aid? Referring again to Table 1, we see that the
$ 150 level was first exceeded in 1972, the year before the poverty
rate reached its all time low. In every year since, through 1983,
per capita levels of federal public aid have exceeded that threshold
level, by over fifty percent in 1978. Thus, for twelve consecutive
years, following 1971, the magnitude of federal public aid was in
the range in which it actually resulted in poverty being greater
than it would have been with a smaller amount of aid. 1983 levels of
public aid were slightly more than thirty percent greater than the

$ 150 figure. The gap between the actual level of aid and the

.

ERIC

Aruitoxt provided by Eic:




29

average threshold level franslates into eleven billion dollars (in
1980 prices) of public aid that has the primary effect of increasing
the poverty rate.

To more fully 1llustrate the wmpact of current levels of public
aid on the magnitude of the poverty population, compared to what it
was 1n 1971, the pure effects of public aid have been calculated for
each of the estumating equations reported in Table 3. The results
are shown in Table 5. If we take the median outcame, equation 2 (a
model, by the way, which we feel 1s superior to the others in terms
of both its logic and performance), it 1s estimated that the number
of people recorded as being in the joverty condition who are there on
a volintary basis was in excess of two million in 1983 and had been
more than four million during the late 1970's. It is important to
note that this is a minimm estimate. As the level of public aid
moves above the threshold level, there are still the direct income
enhancing effects of aid that operate to move people out of poverty.
What we see in Table 5 is not the gross number of people who have
chosen the poverty condition on a voluntary basis, but the net accre-
tion to their numbers. Thus, in some ways, the figurec in Table 5 are
merely the tip of the iceberg.

The net additions to the poverty ranks as the result of esca-
lating levels of public aid expenditures shown in Table 5 constitute

members of a new class in American society, a group that may be
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Table

5

Change in Poverty Population Attributable to Change 1n Real
Per Capita Federal Public Aid* Compared to 1971, Various
Poverty lodels, United States, 1972-1983

Change 1n Poverty Population*

Year -

Model 1 Model 2 Model 3 Model 4  Model §
1972 + 842 + 230 + 569 - 154 - 151
1973 + 1,060 + 330 + 751 - %7 - 148
1974 + 1,106 + 344+ 795 - 167 - 17
1975 + 3,558 + 1,869 + 2,870 + 733 + 628
1976 + 5,064 + 3,587 + 5,029 + 1,9%7 + 1,711
1977 + 6,359 + 3,809 + 5,320 < 2,089 + 1,837
1978 + 7,563 + 4,638 + 6,348 + 2,692 + 2,376
1979 + 6,910 + 4,180 + 5,798 + 2,339 + 2,059
1980 + 6.281 + 3,667 + 5,216 + 1,905 + 1,669
1981 + 6,787 + 4,009 + 5,655 + 2,137 + 1,876
1982 + 3,636 + 1,745 + 2,866 + 473 + 389
1983 + 4,154 + 2,076 + 3,308 + 679 + 572

Source: Authors' calculations from regression models reported
in Table 3,

* In 1980 prices.
** Difference between poverty population in indicated year and
poverty population in 1971 as the result of differences in levels of
real per capita federal public aid.
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regarded as the mainstream of a "mew structural poverty'. This

new form of structural poverty differs sigmificantly from the ear-
lier concept, in which people were presumed to be locked in poverty
involuntarily, cue to their lack of access to sources of labor market
income. Now, the genesis of structural poverty 1s a set of responses
to the availability of non-labor market income that leads people to
voluntarily abjure the labor market. To illustrate graphically the
minimum magnitude of this form of poverty, we have converted the
estimates derived from equation (2) in Table 3 (shown in Table 5)
into Figure 4.

The ironic dimension of the new structural poverty is that it
is the direct result of a set of public policies that have been
geared to eliminating a structural poverty that, by and large, did
not exist. In a very real sense, the structural poverty we find
today derives from the structuralist hypothesis of yesteryear,

representing, more or less, a self-fulfilling prophecy.

Welfare and Familv Stability

About the same time that academics began exploring the notion
of structural poverty and political decision makers inaugarated The
War on Poverty, Daniel Patrick Moynihan issued his famous report de-
tailing how the Negro family was btlai.ng undermined by public policy,
in particular the welfare systc—:'m.1 In more recent years, commenta-
tors such as George Gilder and Murray have suggested that the eligi-

bility rules for welfare recipients provide enormous economic
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12
incentives for households to be headed by single women. It 1s

argued that the costs of marriage in terms of lost welfare benefits are
greater than the financial and nonfinancial benefits associated with
the traditional two parent nuclear family arrangement.

Certainly, the incidence of family instability has risen mari-
edly since the 1960's. At the beginning of that decade, 20.6 percent
of black children under the age of 18 lived with their mother only -
more than three times the incidence observed for .whites, and a large
enough proportion to alarm Moynihan. Yet, the numbers for that era
look small today. In 1983, for the first time the propo~tion of black
children under age 18 livzr.ng only with their mother exceeded 50 per-
cent.l3 The single parent family is now the norm among blacks. The
incidence of single parent white families has increased likewise, rising
from 6.2 to 15.0 percent between 1960 and 1983.

There are many different statistical measures of family instabil-
ity, but the one that has been maintained the longest and is perhaps
the most straighforward in an Interpretative sense is the divorce
rate. Data are available on a regular basis from at least 1920, allow-
ing for analysis of this phenomenon from a long term historical per-
spective. Table 6 shows that the mean divorce rate was stable in the
1920's and 1930's, rose in the 1940's, remained stable for another
generation, and then skyrocketed in the 1970's. The changes ia the
divorce rate do seem to parallel historical changes in weifare expend-

itures, particularly in regard to explaiming the recent experience.
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Table 6

Divorce Rate, by Decade, 1920-1983

Decade Mean Divorce Rate*
1920'2 1.56
1930's 1.65
1940's 2.78
1950's 2.36
1960°’s 2.66
1970's 4.57
1980's 5.10

*Per 1,000 population; mean
is the average of the 10 years com-
prising the decade, except for the
1980's, where the mean is for the
years 1980-1983.

Sources: U. S, Department of
Commerce, Historical Statistics of
the U. 5., Colonial Tincs to 1970,
and Statistical Abstract of the

United States, variods years.
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Sore researchers, however, believe this relationstup betweer
risirg divorce and increases in welfare payments is no more than a
coincidence. Writing in the Wall Street Journal on May 15, Richard
D. Coe and Greg J. Duncan assert, "there 1s no conclusive evidence of
strong links between the generosity of existing welfare programs
and the incidence of births, divorces, marriages or remarriages.'
David Ellwood and lary Jo Bane conclude, ''welfare simply does not
appear to be the underlying cause of the dramatic changes in famly
structure of the past two decades." “

Who is right - Moynihan, Gilder, and Mwray, or Coe, Duncan, Ell-
wood, and Bane? To examine this question we have gathered data nn
public assistance and the divorce rate for 10 four year periods, be-
gimning with 1944-47 and ending with 1980-83. Four year periods are
used in order to re Juce problems associated with the time lag between
marital separation and the issuance of a divorce decree, as well as
short term fluctuations in divorce related more to the vicissitudes
of the business cycle rather than longer term deveiopments.

One other phenomenon that might explain rising divorce has
been the great upsurge in inflation. Rising prices, particularly when
wanticipated, pose financial strains for famlies, increasing pres-
sures for female iabor force participation and reducing the advantages

of trading arrangerents that form the economic basis of the modern

Lamily.
We regressed the divorce rate against real per capita federal

public assistance payments per capita and the percentage increase in

ERIC 39

Aruitoxt provided by Eic:




ERI

36

consumer prices (compared with the previous four year period). The

results are impressive:

8 D = 1.8% + .039 Pr + O8A, K = .9, D-W=1.02
(5 138) (5.786)

where D denotes the divorce rate, Pr the rate of change ip prices.

A the public aid measure, and the values in parentheses beneath the

coefficients are t-statistics.

Expression (8) suggests a very strong statistical relationship be-
tweer. the divorce rate and both the rate of price inflation and the
level of public aid payments. These factors, alone, can explain 9%
percent of rhe considerable variation in the divorce rate over these
forty years.

Between 1964-67, the begirming of The Great Society, and 1976-79,
when the divorce rate pea <i, that rate rore than doubled, going from
2.5 to 5.2 per 1,000 population. Applying the coeff:cients from ex-
pression (8) to the actual increases in public aid and inflation, we
observe that 1.36 percentage points (50 percent) of the 2.70 percentage
point growch in the divorce rate is explainable by welfare growth,
vhile 1.27 percentage points (47 percent) is explainable by increased
inflation. While the results do suggest that unfortunate macroeconomic
policies were also important, they are also highly consistent with the
Moynihan-Gilder-Muray view. They indicate that, by the late 1970's,
the number of divorces had risen by about 300,000 annually because of

w increasing volume of welfare payments associated with the statutory

changes of the mid-Sixties and after.
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Moving further along these lines, we have estumated a variety of
statistical models to explain the m st obvious outward manifestation
of famly change, the rise in the relative number of families with a
female head, a phenomenon that we= discussed earlier. In this case,
the Moynihan-Gilder-Murray hypotheses suggest that the percentage of
familics with a female head will be positively related to the availability
of public aid. In addition, we introduce as explanatcry variables the
degree of labor force participation among females and real per capita

16
national income. A representative result is the following.

(&) logF = 1.5 + 00085 A + 02363 L - .02799 Y
4 13) (8 7% 3.27)
where log F is the logarithm of the number of famlies with a female
head (expressed as a percentage of all familiec), A 1s the familiar
public a1d variable, L is the labor force participation rate for
femal.s (aged 20 and over), and Y is real per capita national income.
Again, the values in parentheses beneath the regression coeificients
are t-statistics. <Clearly, all the variables are highly significant
in a statistical sense. Our interest is in the public aid mea.ure.
On the basis of an average of the regression coefficients from a
number ol statistical mcdels of this sort, we estumte that an additional
one dollar of per capita aid (between 200 and 25C million dollars in
1980 prices) has the effect of producing an additional 5,000 families
with a female head. The Moynihan-Gilder-Murray conjectures are strik-

ingly confirmed and the Ellwood-Bane conclusion that welfare is not
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related to changes in family structure is called into serious question.

With respect to the disagreement betweer our findings and those of
Ellwood and Bane, it is worth noting that a recent study by the Con-

gressional Research Service, reported in Children in Paverty, prepared

for the Comrttee on Ways and Means of the U. S. House of Representatives,
agrees with our concluzions. Using cross-sect onal data, rather than
time series information, it finds that Aid to Families with Dependent
Children (AFDC) payments, a majsr camponent of cur public aid variable,
have "had a dramatic impact on the living arrangements of young single
muthers, ircreasing the proportion who set up their own }‘.ousel-xco].ds.”l7
It further finds that such benefits had an effect on divorce and sep-
aration rates, especially among younger mothers.

Collectively, these findings suggests that the externalities,
or "spill over effects', of public aid cype transfers of income te ilow
income members of the society cannot be ignored. While it is difficult
to quantitatively mez re their impact in dollar terms, it appears
that the social costs to the country of these externalities probably far
exceed those suggested by a simple examination of the official poverty
rate statistics. —

Concluding Remarks

One powerful theme seems to emerge from the preceding amalysis
of the empirical data that describe the poverty-welfare nexus. The
War on Poverty, after some apparent early successes, has been lost.

Far from accomplishing its intended goal of reducing the woiume of
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structural poverty in the economy, it has created its own version of
suw.h poverty, a 'new' structural poverty that is enteied into by choice,
simply because 1t is nore attractive than a non-poverty condition.
This is not a new development, samething that is unusual in time and
place. A careful reading of the historical experiznce indicates that it
tias happened before. One example. The Speenhamland Laws that paupcr-
ized the laborers of England in the early 19th cem-:u!y.ls Intended to
provide a guaranteed mnimm income for all, they encouraged the con-
dition they were intended to alleviate, just as transfer payments in
late twentieth century America overate to produce poverty rather than
elimnate it. How far we have gone in this respect is suggested by
Figure S, which portrays what we call the poverty-welfare curve for
the United States. Akin to the Laffer Curve in the area of taxa-
tion, it shows a relationship between the poverty rate and public aid
in whuch the poverty rate declines for an interval as aid is increased
until aid reaches the previously described threshold level. Beyond that
point, there is a positive association between aid and poverty.

The particular poverty-welfare cuxrve shown in Figure 5 is
derived from a regression model that ylelds approximately the average
threshold value of aid for those models using an expanded unemploy-
ment format. Thus, it can be thought of as a "typical” case, given
1983 levels of the other variables in the regression model. We
have highlighted in this diagram the 1983 level of aid and the

maximm level of aid that was reached during the late 1970's. Both
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of these are far beyond the threshold value for aid, meaning that

the United States is well into the Speenhamland phase with its wel-
fare programs. At 1983 levels of public aid, every additional $ 4,000
of federal public aid expenditures has the effect of putting one

more person on the poverty rolls. At present, all that seems to be
at issue is how attractive we will choose to make the poverty condi-
tion. That, by and large, will determine the size'of the poverty
population in America.
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FOOTNOTES

1. Representative works arguing this position are Jolm Frermeth
Galbraith, The Affluent Society (Boston: Houghton Mifflin Co ,
1658) and Michael llarrington, The Other Amerfca (New York Mac-
millan, 1962).

2. See, for example, Lowell Gallaway, "The Foundations cf the War
on Poverty,” American Economic Review, March 1965, Henry Aaron,

"“The Foundations of the War on Poverty Reexamined,” American Economic
Review, December 1967; W. H. Locke Anderson, "Trickling Down. The
Relationship Between Economic Growth and the Extent of Povert Among
American Families," Quarterly Jowrnal of Economics, Movember 1964,
and Oscar Ornati, Poverty Amid Affluence: A Report on a Research
Project (New York: The New School for Social Research, The Twentieth
Century Fund, 1966).

3. By 1967, the structuralist argument was firmly in place. Tom
Wicker, "The Right to Income,” New York Times, December 24, 1967, sum-
marized the structuralist position In these words, '‘Thus the aim of
getting everyone off welfare and into participation in our affluent
society is unreal and a pipe dream ...... He then eoes on to add
that a "decent standard of living ought to be made available not

Jjust to an eligible few but to everyone, and without degrading
restrictions and policelike investigations."

4. These regressions reflect a Cochran-Orcutt zucoregressive ad-
Jjustirent schine. Consequently, such standard regression parameters
as R2 and R? are of doubtful validity and are not reported.

5. Charles Mxray, Losing Ground (New York: Basic Books, 1984). Many

of Muray's argurents and conclusions are anticipated by Warren Brookes,
the natimally syndicated newspaper columist. For examples, see Warren
T. Brookes, The Econcmy in Mind (New York: Universe Books, 1982), Chap-
ter 7.

6. For example, W. H. Locke Andersom, op. cit., identified three
sub-groups of the population for which Tstructuralist’ hypothesis
o nt be valid: (lgopthe aged, (2) females, and (3) those living in
Nl America. Not blacks, though! However,  a disincentive, or
labor supply adjustment, explanation for the aged is provided in
Lowell Gallaway, '‘The Aged and the Extent of Poverty in the United
States,' Southern Economic Journal, October 1966. See also, Gallaway,
"Negative Income Taxes and the Elimination of Poverty," National Tax
Jounal, September 1966; Michael Ta sig, 'Negative Income Tax Rates
and the Elimination of Poverty: Cament,' and Gallaway's, 'Reply",
National Tax Journal, September 1967. Other evidence appeared but
was often—i-é\ored. For example, see Hirschel Kasper, "Welfare Pay-
ments and Work Incentive: Some Determinants of the Rates of General
Assistance Payments," Journal of Human Resources, Winter 1968, in
which a strong enpirical relationship between general assistance

case loads and benefit levels is reported (an elasticity of about one-
half), only to have it discounted in the author's conclusions. An-
other frequently overlooked piece is Carl T. Brehm and Thomas R.
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Saving, "The Demand for General Assistance Payments,”" American
Economic Review, December 1964. A bit later, more evidence along
this line, Jealing with the responsiveness of the unerp loyment rate
to the availability of unemployment compensation benefits, may be
founG in Gene Chapin, "Unemployment Insurance, Job Search, and
the Demand for Leisure,” Western Economic Jourmal, March , 1971.
These findings were confirmed later in Martin Feldstein, 'Unemploy-
ment (ompensation. Adversce Incentives and Distributional Anomalies,
National Tax Joumal, June , 1974.

7. See, in particular, the Fall 1980 issue of the Journal of Human
Resources and Robert A. Moffit, 'The Negative Income Tax. Would 't
Discourage Work?," Monthl Labor Rev.ew, Apri} 1981. Even earlier,
Robert Hall, "Effects of the Experimental Income Tax on Labor Supply,”
in Joseph A. Pechman and Michael Timpane, eds, Work Incentives and
Income Guarantees: The New Jersey Negative income Tax Experiment
{lashington, D. C.: IThe Brookings Institution, 1975), provides an
analysis that anticipates the later findings. Again, though, it was
systematically ignored, even by the editors of the volume in which
it appeared. For a discussion of the results of the income mainte-
nance experiments, see Muray, gp_ cit., pp. 150-52. The amazing
tting in all chis is the studied indifference with which the evidence
of disincentive effects has been treated by the "poverty establish-
mt"

8. Lowell Gallaway and Richard Vedder, "The 'Natural' Rate of Unemploy-
ment " Staff study, Subcommittee on Monetary and Fiscal Policy of

the Joint Economic Committee, Congress of the United States (Wash-
ington, D. C.: U. S. Government Printing Office, December 17, 1982).

9. Appendix A details the various data sources employed in this
analysis.

10. A summary of regression results for all forty models is contained
in Appendix B.

11. See Danijel P. Moynihan, The Negro Family: The Case for National
Action (Washington, D. C.- U. S. Department of Tabor, March 1965)

12. See George Gilder, Wealth and Poverty (New York: Basic Books,
1980) and Murray, op. cit.

13. See U. S. Bureau of the Census, Current Population Reports, ser-
ses P-20, no. 389, or U. S. Bureau of the Census, Statistical Abstract
b of the United States, 1985 (Washungton, D C. U S. Government Print-
Ing Office, 1985), p. 46, for reference to the statistics referred

to in this paragraph.
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l4. See page 32 for the articles by Murray and Coe and Duncan.

15. For a more detailed discussion of the econamics of divorce as
well as empirical evidence relating to the rising incidence of
American diwrce, see our, "Inflation, Migration, and Divorce in
Contemporary America,' in Fred Glahe, ed., The Family and the State
(San Francisco: The Pacific Institute for Bublic .thFReEarcﬁ,
forthcoming) .

16. See footnote 4.
7. Children in Poverty, Committee Print, Committee on Ways and

Means, U. S. House of Representatives (Washington, D. C.- "U. S.
Government Printing Office, May 22, 1985), p. 13.

16. For a description of the Speenhamland system and its impact on
Llabor supply, see Karl Polanyi, The Great Transformation (Beacon
Press, 1977).
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APPENDIX A

The data sorces for the measures employed in -nalyzing the
behavior of the poverty rate in the United States are as follows:

(1) POVERTY RATE: U. S. Bureau of the Census, Current Population
Reports, Series P-60, various issues.

(2) UNEMPLOYMENT RATE: U. S. Bureau of Labor Statistics, Employment
and Eamings, various issues.

(3) MIEY WAGE RATE: Coupensation per hour, business sector, as
reported in Table B-40, Econamic Report of the President (Washington,
D. C.: U. S. Government Printing Office, 1985). .

(4) (ROSS MATIONAL PRODUCT DEFLATOR: Implicit price deflator, bus-
iness sector, as reported in Table B-40, Economic Report of the Presi-
dent (Washington, D. C.: U. S. Government Printing 8Hice,'T§855

(5) AVERAGE PRODUCTIVITY OF LABOR: Output per hour of all persons,
business sector, as reported in Table B-40, Economic Report of the
Presidént (Washington, D. C.: U. S. Government Printing Office, 1985).

(6) NATIONAL INCQME: as reported in Table B-19, Econamic Report or the
President (Washington, D. C.: U. S, Goverrment Printing Office, 1985)"

(7) CONSWMER PRICE INDEX: as reported in Table B-52, Economic Report
%g_%g?residmt (Washington, D. C.: U. S. Government Printing Gf%l'oe,
83) .

(8) FEDERAL PUBLIC AID: Federal public aid as reported bty the Social
Security Administration in the Social Security Bulletin, various issues.

(9) POPULATION: U. S. Bureau of the Census, Current Population
Reports, Series °-25, various issues.

(10) DIVORCE RATE: U. S. Bureau of tne Census, Current Population
Reports, series P-20, various issues.

(11) FAMILIES WITH FEMALE HEAD: U. S. Bureau of the Census, Current
Population Reports, Series P-20, various issues.

(12) FEMALE LABOR FORCE PARTICIPATION RATE: as reported in Table
B-32, Economic Report of the Piresident (Washington, D. C.+ U. S.
Goverrment Printing Office, 1985).
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APPENDIX B

and Threshold Values of Per Capita Aid*,
f Poverty, United States, 1953-1933

Regression Coefficients Nature of Threshold
Model Form Income Value of
Variable Public Aid
Aud Aird Squared o
LogPoverty-Ex- -.0053256¢  .00001821# PCNYSQ $ 146.23
panded Un- -.00561754 000016654 LRPCNY 169.71
enployment- -. 00549704 .000017573 RPCNY 152.41
Autoregressive -.0053556# .0000 14704 PCYREC 182.16
Adjustnent -.00551014 .00001531¢ PQYSQ & 163.86
RPCNY
LogPoverty-Log
loyment- ~.0051557# .00001441# PCNYSQ 178.20
Autoregressive -.0047764@ .000013144 LRPCNY 181.75
Adjustment -.0051855# -000015744 RPCNY 164.72
~. 00540934 .00001420% PCYREC 190.47
-.00577514 .000015924 PCNYSQ & 151.38
RPCNY
LogPoverty-
Unenployment- -.00573094 .00001640# PCNYSQ 174.72
Autoregressive ~.0051387# .000014754 LRPCNY 174.19
Adjustment -.0054337# .00001565i RPCNY 173.60
~.0053903% -00001501¢# PCYREC 179.55
-. 00524534 .000015144 PCNYSQ % 173.23
RPCNY
LogPoverty-Ex
panded Un- -.00520294# -000018324# PQYSO 142,00
enploymen thkk ~.0051855# .000015744 LRPCNY 164.73
-.00519124 000017194 RPCNY 150.99
-.0051562# .00001419¢ PCYREC 181.68
~.0050897# .00001553# PCNYSQ & 163.22
RPCHY
Poverty-Expand-
ed Unemploy- -.05772874# .00026224 PCNYSQ 110.17
ment-Autore - -.06632344 .00024184 LRPCNY 137.14
gressive Ad- -.0595363# .00024 764 RPCNY 122.24
justment -.08086154 00023284 PCYREC 173.67
-.0560019 . 0001445 PCNYSQ & 193.78
RPCNY
Poverty-Log
Unerployment -.1029269% . 00026404 PCNYSQ 194.94
Autoregressive -.0957595# 00025204 LRPCHNY 190.00
Adjustment -.09979824 .00075864 RPCNY 192,96
-.0864614¢ 00023144 PCYREC 186 87
-.0776700@ 00020223 PCNYSQ & 192.06
RPCNY o
o0
O
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APPENDIX B (Continued)

Regression Coefficients Nature of  Threshold

Model Form Income Value of
Variable Public Aid
Aid Aid Squared *k
Poverty-Unem- -.1085783# .0002949¢ PONYSQ $ 184.09
ployment-Auto-  -.0851431% .0002418¢ LRPONY 174.52
regressive Ad-  -.1002202# .0002792# RPCNY 179.48
justment -.0702270 .0002102@ PCYREC 167.05
-.0610323 .0001716 PONYSQ & 177.83
RPCNY
Poverty-Ex-~
panded Un- -.0577331¢ .00026Q4# PCNYSQ 110.85
employment*** - 05955124  .0002299% LRPCNY 129,52
-.0584523¢ .0002479¢ RPCNY 117.09
-.0605617# .0002087# PCYREC 145.09
-.0547999¢ .0001881# PCNYSQ & 145.67
RPCNY

Source: Authors' calculations.

* Real per capita federal public aid in 1980 prices.

** Bpal per capita natimal income in 1980 prices. The codes for
the income variables are as follows: PQNYSQ=income squared; LRPCNY =
log income; RPCNY = income; PCYREC = the reciprocal of income; and PCNYSQ
anu RPONY make up a quadratic form of the income variable.

%k In the absence of an autoregressive adjustment, the Durbin-
Watson statistics are important. The respective D-W's for the log poverty-
expanded unemployment models are: 1.87, 1.55, 1.75, 1.36, and 1.57. For
the poverty-expanded unemployment models, they are- 2.03, 1.79, 1.94, 1.58,
and 1.53.

# Significant at the five percent level or beyond. One-tailed test.

@ Significant at the ten percent level or beyond. One-tailed test.
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"SUFFER THE LITTLE CHILDREN": THE TRUE
CASCALTIES OF THE WAR ON POVERTY

by

Lowell Gallaway
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The evidence with respect to the relationship between the volume
of poverty and the level of money 1ncome transfers to the 1ow-1ncome
segments of the population is mounting and 1t presents a compelling
case for the existence of poverty "by choice".1 Elsewhere, we call
this the "new" structural poverty, by which we mean that people choose
poverty levels of money income over non-poverty levels because they
feel the combination of #ncome and leisure acconpanying “poverty" to
be preferable to that associated with non-poverty.

Voluntary poverty of the type envisaged in the concept of a "new"
structural poverty has quite different implications than poverty of
an involuntary nature, especially from the standpoint of the social
well-being of those recorded as being in the poverty condition. Spe-
cifically, in the case of poverty “by choice" it would seem that those
who voluntarily select poverty status in preference to 2 non-poverty
situation must feel that they are “"better off” in terms of overall
satisfaction as the result of being in poverty. If this is true, the
mere fact that they are observed as being in poverty does not mean
that society should regard them as somehow automatically being candi-
dates for further societal largesse. At 'the extreme, if all observed
poverty were of this type, the meaning of the poverty rate as an
indicator of social malaise would be the reverse of the conventional
notion that the higher the poverty rate, the poorer the performance of
the society in taking care of its low income members. In the case
of poverty by choice - the "new" structural poverty - a higher poverty

rate indicates a more satisfied lower income population,
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Of course, all this is conditional on the proposition that all
those who constitute the "new" structural poverty are a part of this
group by choice. Unfortunately, this is not the case, There 1s one
very signmificant component of the "new" structural poverty that has not
voluntarily opted for the poverty condition, namely, related children
within famly units, who, more often than not, are the very rationale
for the existence of the transfer payment income that induces their
parents to elect the poverty condition,

How important is the possibilaty outlined above? Apparently, quite
substantial. The data of Table 1 describe the changing patterns of
poverty rates among related children, by state, during the decade of
the 1870's. These data are calculated from the 1970 and 1980 decennia’
censuses.2 They are presented here in the form of the percentage change
in the poverty rate for children across the decade in question, Parhaps
the most striking feature of this statistical measure is its volatility
across the states. At one extreme, New Jersey, the poverty rate among
children rose by 53.2 percent between 1969 and 1979 while, at the
other, Wyoming, it fell by 34.7 percent. Such differences cry for an
explanation, A

Perhaps the most obvious possible source of these widely variant
poverty experiences among the states is differing economic conditions.
There'is 2@ sizable degree of variation in the rates of economic growth
among the s © Thus, this variable should be given serious consid-

eration in any explanation of the diverse rates of change in poverty

A
—
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Table 1

Percentage Change 1n Poverty Rate A~ong Related Children
Under Age 18, by State, 1969-1979

State Percentage Change
in Poverty Rate
Al abama - 19.5
Arizona - 7.8
Arkansas - 25.2
California 19.7
Colorado - 9.4
Connecticut 56.2
Delaware 26.8
Florida - 3.6
Geergia - 12.4
Idaho 12.6
1Minois 35.5
Indiana 28.0
Towa 13.4
Kensas - 5.0
Keatucky - 13.3
Louisiana -21.7
Maine 9.0
Maryland 8.7
Massacusetts 48.9
Michigan 41.5
Minnesota 7.3
Mississippi - 26.4
Missouri - 2.0
Montana 3.8
Nebraska - 0.8
Nevada 9.9
New Ham-chire 14.0
New Je “u-y 53.2
New Mexico - 17.2
New York 59.6
North Carolina - 2.5
North Dakota - 10.1
Ohio 22.0
Oklahoma ) - 20.3
Oregon 11.1
Penns»1vania 27.5
Rhode Island 0.2
South Carolina - 26.8
South Dakota 5.8
Tennessee - 16.3
Texas - 13.8

O
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Tavle 1 (Loncluced)

State Percertage Lhance
10 Poverty Rate
Utah 0.9
Vermoiit 20.9
Virginia - 17.2
Washington 17.3
Hest virginia -23.9
Wiscensin 16.9
Wyoming - 34.7
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among children, In addition, there 1s, of course, the possibility
that the poverty-non-poverty choices implicit 1n the concept of “he
“new" structural poverty spill over into the poverty experience of
children. Consequentiy, the relaticnshp between the 1ncrdence of
change in poverty among children and the availability of transfer
payment income must be explored.

We can begin the exploration with a rather straightforward excur-
sion into the realm of economic theory. Consider the family unit,
however defined, to be an income maximizing entity. W, we
choose to ignore any non-pecuniary benefits or costs associated with
the rearing of children. Now, under these conditions, maximizing behavior
would seem to dictate that children will be produced only 1f the dis-
counted present value of the stream of income they generate exceeds
the discounted present valuz of the monetary cost of rearing ttem.
Combining these two considerations in one relationship, the critical
determinant of whether 1t is profitable to have children 1s the dis-
counted present value of the difference between the marginal 1ncrement
to 1ncome they provide and the marginal cost of rearing, i. e.,

n .

(1) = X (MR- MC) ry’

i=0 .

where BC denotes the benefit:, froii havng children, MRc 15 the
marginal revenue from children, MCC 15 the marginal cost of children,
r 1s an appropriate discount rate, and n 1s the number of years

the children reside within the family un~t, from birth.

(]
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If BC is positive for some finite n, che production of
children is a profitable enterprise. If negative, child rearing 1s
not, although it may still be engaged in for the sake of non-pecun-
iary benefits associated with the existence of children.

For our purposes, expression (1) 1s useful 1f we can obtain data
describing the marginal revenue and marginal cost associated during the
years within the family unit. Fortuitously, some estimates of this
variety are available., On the cost side, Umited States De, trtment of
Argiculture USDA) estimates of child-rearing costs have been calculated.3
We trcag as marginal costs food, clothing, medical care, education, and
certair miscellaneous expenditures, We use ninety percent of thz
economy budget cost levels estimated by the USDA 1n 1983 dollars.

The rationale for using ninety percent of the economy cost level is
that the income brackets these estir tes embrace are in excess of the
poverty threshold level of income on the high s1de.4 The calculated
marginal costs, for various years of age, between birth and the attain-
ment of the 18th birthday, are shown in Table 2,

On the other side of the coin, the marginal revenue of a poor
child depends on the level of transfer paymen; 1ncome generated by
the presence of such a child. Confining ourselves to trose situations
n which a famly unmit 1s already established, we approximate the
marginal revenue of an additional child by equating 1t with the sum
of the average cash and food stamp benefits available per poor child.

Table 3 shows these for the years 1974-1979, the latter part of the

(W4 ]
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Table 2

Estimated Marginal Cost of Rearing Children,
Various Age Levels

Age #arginat Costs
11983 Dollars)

Less than 1 S 770
1 836
Z-3 851
4-5 943
6 1,057
7-9 1,147
10-11 1,257
12 1,317
13-1% 1,392
16-17 1,497

Source: United States Department of Agricul ture,
Agricultural Research Service. USDA Estimates of the
Cost of Raising a Child, A Guide to Their Use and
| Intcrpretatwon, M1scelTaneous PubTication Number

1411 (Washington, D. C.: U. S. Government Printing
Office, 1981), updated. .
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Taole 3

Average Cash and Food Stamp Benefits Per
Poor Child, 1974-1679

Year Average benefits
(1983 Dollars)

1974 $1,252
1975 1,308
1976 1,446
1977 1,418
1978 1,295
1979 1,225
Average:
1974-1979 1,324

Source: - Table 6-4, Children In Poverty,
Comittee Print, Committee on Ways and Means,
U. S. House of Representatives (Washington,
D. C.: U. S. Government Printing Office,
1985), p. 182.
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decade referred to in the calculation of percentage changes in the
poverty rate among children reported in Table 1. The average yearly
benefit level for these six years is $ 1,324 (1983 prices) according
to materials prepared by the Congressional Research Service for the
Ways and Means Zommittee of tne U. S. House of Representatives.s

A casual examination of the data of Table 2 indicates that the
marginal revenue associated with rearing a poverty child exceeds the
marginal costs up to about age 12. If we assume that the child re-
mains with the family through his or her 17th year, the value of BC
in expression (1) is § 2,969 {1983 prices), using a three percent real
discount rate. This 1s probably an understatement of BC for a Variety
of reasons:

1. Discounting up to the 18th birthday is probably inapprop-
riate. Poverty children are quite likely to leaye the

sehold before that age.

2. The real discount rate of three percent 1s probably higher
than warranted,

3. No account is taien of income that may be generat:d by chil-
dren as they enter their older years.

4., The true marginal revense of rearing children is probably
understated due to non-inclusion of certatn other forms of
welfare hanefits.

5. The true marginal revenue of rearing children is understated
to the extent there 1s any family income subject to income

taxation (the impact of the individual exemption).
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6. The true marginal costs are perhaps overstated because

11ving standards are not maintained at ninety percent of
the econemy cost level.

Whatever the true value of Bc’ it seems clear that it 1s positive,
meaning that, at the margin, it 1s profitable to have children if they
qualify for the standard stream of welfare benefits. In effect, chil-
dren become the "meal ticket" for the family enterprise. To illustrate
the importance of children in this respect, we have estimated a
Robinsonian exploitation rate for them at different age levels, using

the relationship
(2) E = (MRC-MCC)(wo)/(MRC)

where £ denotes the exploitation rate.6 The results are shown in
Table 4. ODuring the first year of 1<fe, the typical "poor child" is
subject to a 42 percent rate of exploitation, Exploitation continues
to be positive through age 12 and then turns sltigntly negative up to
age 18. Over their total 1ifetime, the exploitation rate for chil-
dren averages 12.5 percent, meaning that children receive only seven-
eighths of the transfer payment income they generate for their parents,
ATl of this is to suggest a formal statistical hypothesis of the

following form:

(3) PC, = a + b A, e o+

where PC denotes the percentage change in the poverty rate for children

reported in Table 1, A is a measure of the availability of cransfer
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Table 4

Rate of Exploitation of Children, by Age

Age Exploitation Rate
Less than 1 42 %
1 37
2-3 36
4-5 29
6 20
7-9 13
10-11 5
12 1
13-15 - 5
16-17 -13

Source- Authors' Calculations.
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payment income to lcw income households, Y represents economic
growth, the subscript i refers to 1ndividual states, and u 15 a
random error term,

For data, we have used the most obvious source of transfer pay-
ment income directly relating to children, Aid for Famlies with
Dependent Children (AFOC). The average family payment levels for
1975, roughly the mid-point of the decade under consideration, are
employed. To measure economic growth over the decade, we use the
percentage change in per capita income 1eve1s.7

The results of estimating a multiple regression equation em-

bodying the relationships shown in expression (3) are as follows:

(4) PC, = 2028 + 03267 A, - 1.995Y., R - .gaa

i (4.81) 1 (8.83) |

where the values in parentheses are t-statistics, Expression (4) is
mpressive in a statistical sense, Almost 85 percent of the variation
among the states 1n the percentage change 1n the children's poverty
rate is explained and both the hypothesized explanatory variables
have regression coefficients that are highly sigmficant 1n a statis-
tical sense,

What 1s the import of this statistical evidence? The answer
to that guestion -s a somewhat depressing one. Wnat is indicated here
is that a major share of the burden of the rising incidence of the
“new" structural poverty is borne by the children of those who volun-

tarily choose the poverty condition, Lot by choice, but by chance,
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the offspring of those who have volunteered for the pcverty condi-
tion have heen thrust center stage i1nto The War on Poverty. Perhaps
more than anything else, they indicate the ultimate failure of that
endeavor. In a sense, the generals who marshalled society's resources
to fight poverty have condemned miilions upon millions of children

to a 11fe of poverty. Exa.tly how many 1s difficult to determine but,
1f we had kept the poverty rate among children at ijts 1969 level,
there would have been almost four-and-one-half millicn fewer children
living 1n money income poverty conditions in 1983, These young

peopie are the true casualties of The war on Poverty, a monument to
the folly of social planning that ignores the behavioral responses

of the i1ndividual members of society.

Unfortunately, there seems to be no end to such folly. Witness,
1n the 98th Congress, a piece of legislation entitled The Omnibus
Anti-Poverty Act of 1984 was introduced. Among ocher things, 1t
would have mandated minimum AFDC payments for the states that would
have forced some 41 of them to raise their benefit leyels by 1986.

At the extreme, under this legislation, Mississippi would be forced
to increase its AFDC benefits by a factos of more than four, compared
to its 1984 maximum benefit levels for a famly of three.8 And
Mississippi had one of the largest declines in poverty among children
between 1969 and 1979. To be frank, if you deliberately set out

to create a system that would ensure an increase in the rate of poverty
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among children, you could not do mucn better than this. This
dimension of the Ompibus Ant1-Poverty Act approaches being sheer
madness. It ignores the available evidence and, worse yet, pre-
scribes a massive 1ncrease in the very poison that has led to
increasing impoverishment among America‘s children. Where will

it end?
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FOOTNOTES

1. See Lowell Gullaway, Richard Vedder, and Therese Foster, "The
*New' Structural Poverty: A Quantitative Analysis,” elsewhere 1n this
hearing record. For other works espousing this view, see Charles
Murray, Losing Ground (New York: Basic Books, 1984) and Warren T.
Brookes, The Economy in Mind (New York: Unmiverse Books, 1982)

2. These data are taken from Table ¢, Appendix H, Children n Poverty,
Committee Print, Committee on Ways and Means, U, S. House of Representa-
tives (Washington, D. C.: U. S. Government Printing Office, 1985), pp
613-614.

3. United States Department of Agriculture, Agricu}tural Research
Service, USDA Estimates of the Cost of Raising a Child, A Guide to

Their Use,and Interpretation, MiscelTaneous 2ublication Number 1411
{Washingtén, D. C.: U. S. Government Printing Office, 1981), updated.

4. For a'fami1y of four, the 1983 upper income bracket to which what
are called the "thrifty" and "low cost" budgets apply approaches $ 20,000,
before taxes.

5. Table 6-4, Children in Poverty, op. cit., p. 182.
6. For the classic discussion of Robinsoman exploitation, see Joan

Robinson, The Economics of Imperfect Competition {London: Macmillan,
1933), pp. 381-391.

7. The data source is U. S. Bureau of Economic Analysis, Survey of
Current Business, various issues. Income 1s expressed in 967 doTlars,
using the consumer price index as a deflator. :

8. See Children in Poverty, op. cit., for data concerning the maximum
benefit Tevels, by state, 1n T%Bd.
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Senator Symms. Please proceed, Mr. Gottschalk.

STATEMENT OF PETER GOTTSCHALK, INSTITUTE FOR RESEARCH
ON POVERTY, UNIVERSITY OF WISCONSIN-MADISON, AND DE-
PARTMENT OF ECONOMICS, BOWDOIN COLLEGE

Mr. GorrscHALK. Thank you for inviting me to testify on this im-
portant subject. Policy decisions are being made on the basis of fac-
tual evidence, factual evidence which I believe has een misinter-
preted.

Ifrldcould, I would like to insert my prepared statement into the
record.

Senator Symms. Yes. All of the prepared statements will be part
of our record.

Mr. GOoTTscHALK. Also, the Institute for Research on Poverty has
just published an issue of Focus which gives a summary of a con-
ference at Williamsburg on an evaluation of the antipoverty pro-
gram. I would like to have that inserted in the record as well, since
it deals specifically with this hearing.

Senator Symms. Without objection, so ordered

How long is it?

Mr. GorTscHALK. It is 26 pages.

Senator Symms. We will either put it in the record or the sub-
committee files.

Mr. G ~rscHALK. Clearly the testimony of Mr. Gallaway outlines
the major thrust of the criticisms on the war on poverty. There are
really two parts to the criticisms.

The first is a factual statement. The factual statement is that
poverty is worse when programs become larger.

The second is a causal statement, that the larger programs
caused the increase in poverty.

Those are two separate arguments. I think it is important to sep-
arate them, as Mr. Murray has done.

In my testimony, I want to look at the factual evidence and I
want to argue that it is partially right but misleading. I then want
to look at the second question: Did the programs cause the poverty?

I take a much more neutral view than most ple in this field.
It seems to me that many programs worked and some didn't work.
I think that statements that all programs are failures or all pro-
grams are successes are simply not consistent with the data.

Before I move to the specifics, let me just mention two commonly
ignored facts about the war on poverty. The first is that the war on
poverty’s main aim was to make people self-sufficient. The idea
was that transfers would be a necessary evil during the time in
which you could help people overcome market cisadvantages. That
i8 very clear in the literature put out early in the war on poverty.
There was no idea during the early years that growth would solve
the problems or that transfers wouldy solve the problems. The hope
was that you could make people self-sufficient.

The goal of the people who designed the war on poverty contin-
ues to be the goal of those of us working in the field.

The second ignored fact is that the war on poverty, while large
in some absolute sense, in any relative sense was small. The war
on poverty never exceeded $10 biliion per year.
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So for people who want to either blame all of society’s ills on this
relatively small program or people who want to claim tremendous
success, I think they are simply overlooking the fact that the war
was fought with relatively small ammunition. You can’t expect to
have a large positive impact nor a tremendously negative impact
with this committment.

Let me move to the details.

The first question is, did things get worse when progams in-
creased?

If you will look at tehle 1 of my prepared statement—I will flip
very quickly through these tables, because I don’t want to take
more than my ailotted time.

If one looks at that table, you find that prior to 1969, pretransfer
poverty declined. That is, people were earning more and hence
their poverty rates were going down. During *he same time, unem-
ployment rates were going down. It szems to me that there is a
fairly clear connection between the increased ability of people to
earn odincome and the declining uremployment rates during that
period.

During the same period, post-transfer poverty was declining. In
other words, things were working well. People were earning more,
their pretransfar poverty rates were going down, and their post-
transfer poverty rates were going down.

After 1969, there is a change, an important change.

Pretransfer poverty started going up. In other words, people
were earning less. The question is what caused this change. There
is no doubt that the proportion of people who didn’t have sufficient
igggings to put them above the poverty line started going up after

Well, Mr. Murray, and now Mr. Gallaway, argue that it is the
programs. I do not deny that the programs may have had some
impact. I think it is irresponsible to ».rue that programs had abso-
lutely no impact, because the soun< e~.onomic analysis, which I will
cover in a litt'e while, shows that tiey do have negative impacts,
and one shouldn’t deny that.

However, what seems to be den‘ed by the other side is that un-
employment rates went up during that same period. We all know
that after 1969, economic conditions, worsened. It shouldn’t sur-
prise us that pretransfer poverty rates start going up when unem-
ployment increased. You will notice post-transfer poverty does con-
tinue to go down.

The story is straightforward: As the economy weakened. people
couldn’t earn as much, more of them fell into pretransfe: poverty,
and the Government stepped in and helped some of those people
out of poverty.

Starting in 1979 post-transfer poverty also started f;0i 4 up, and
if you look at the evidence from several other papers which we
have written, you will find that transfer programs were teing cut
back during that period.

So, it is clear that transfer programs and unemployment both
have an impact or poverty. To ignore macroeconomic conditions is
just simply to ignore the elephant while focusing on the mouse.
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The next argument leveled against the war on poverty is that it
hurts blacks relative to whites. The problem with that argument is
that it mixes together several different elements.

If you will look at table 2 of my prepared statement, it shows
changes in proverty rates for six different groups, broken down by
age of head, sex of head, race of head, and prescnce of children.
What you find is that blacks do relati vely better than whites in all
six groups. In other words, the poverty rates among blacks go down
relative to poverty rates among whites for every one of those six
groups.

Now how can the overall poverty rates or blacks go up? The
answer is that there were more female head of families who had
above average poverty rates, and hence the ,uix of blacks, is more
toward that grovp which has relativel high pcerty rates.

Is the Government responsible for the ¢ ange in female headsh:p
among blacks? I will review evidence in a ,ittle while which argues
that there is very little evidence that the Government is responsi-
ble for those changes.

If you look at the factual statements, things did not get worse for
blacks. If you break it down by demographic groups, as I think you
should, you should compare biack nonaged males with the white
nonaged males.

Were the programs a failu 2?

Here what I would like to do is just review three different pro-
grams to give you a range, because that is my argument, that you
can’t make the statement that everything works. That is what was
said at the inning of the war on poverty, and people were
wrong. [ wish they h.d been right; they were wrong. All programs
don’t work. Meanwhile, we now have a new view that says none of
the programs worked. It seems to me that it is just as indefensible
as the earlier statement.

The first programs were the programs for the elderly. I can refer
you to table 3 of my prepared statement, but I think that everyone
In this room knows that there was a massive increase in expendi-
tures on the elderly between 1970 and 1980 There was a $70 billion
increase in programs for those folks. The increase .n the programs
for the elderly was more than the total amount spent for the nonel-
derly, nor *isabled in 1980. There was a massive growth in Social
Security and SSI.

The result was that poverty rates for the elderly dropped from 24
percent o 15 percent in a 10-year period. You started with poverty
rates that were twice the national average and they dropped in
1983 to below the national average.

It seems to me that this is a clear example that sometimes giving
money in fact works. I think that we have a great success with the
elderly. We desigred Programs and we brought their poverty rates
down below the poverty rates of the nonelderly.

That is my success story.

It is harder to argue l?;at we had an unambiguous success with
AFDC and food stamps.

The firat thing to realize is that while this has become the focus
of the debate, it is a relatively small program compared to the
other programs. People are sometimes surprised to find that AFDC
and food stamps only compriges 7 percent of the total amount of
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cash transfers. While these are relatively small programs they get
the attention of the public.

What are the facts? Remember that the claim is that increases
in AFDC payments cause family breakups and cause folks to work
less. Both of those tend to be true at the margin. There is some
evidence that those two statements are true, not, as I will argue,
massive evidence.

Table 4 of my prepared statement shows average benefits, female
headship, unemployment rates for teens and overall unemployment
rates. You just need to glance down the column to see that there is
basically very little relationship, in fact, there is no statistical rela-
tionship between average benefits and the percentage of families
which are headed by females or the unemployment rate of teen-
agers or the overall unemployment rate.

That should come as absolutely no surprise to anyone. Anyone
who lived through that decade knows that macroeconomic condi-
tions changed dramatically during that period.

Ser;)ator Symms. Could you pull your mike in just a little bit
more’

Mr. GoTrscHALK. Surely.

Senator Symms. Welcome to the hearing, Congressman Scheuer.

Mr. GoTTscHALK. There were massive changes in the macroecon-
omy. One would be hard pressed to argue that it was transfer pro-
grams which caused structural changes like the oil shock.

And there was also the women’s mivement. There were social
forces going along at that time which made it more likely that
women would get divorced, that they might raise their own chil-
dren. One should therefore not be surprise. hat those factors had
an overwhelming impact that would, if «nyvhing, obscure any
transfer impact.

f you are going to find any transfer impact, you have to go
through very detailed studies, which have been done. First, there
were the negative income tax experiments which got a lot of atten-
tion on the Hill. I did a very simple exercise. No fancy econome-
trics; it’s just a simple average. I just took the increese in AFDC
benefits during this period and tock the labor supply estimates out
of those studies. The literatuce is massive. I just took the final re-
sults. I said, all right, AFDC benefits went up. How much did the
labor supply go down because of the increased AFDC? The answer
is, for female h2ad of families, 2 hours a week; for husband and
wife families, 2%: hours a week

Well, I'm not denying that there is a labor supply effect. There
is—2 hours and 2% hours.

My interpretation of those facts is that is not adequate reason to
cut programs or eliminate programs, as has been suggested There
are modest decreases in the labor supply, but certainly not enough
decrease in labor supply to cause any backward bending, new pov-
ell;ty curves. The micro evidence is just simply not consistent with
that.

The second bit of micro evidence are studies by Bane and Elwood
on living arrangements, which have now received & lot of attention.
These find that when you look across States that the proportion of
people who are getting divorced, the proportion of people who are
having children out of wedlock is unrelated to the AFDC benefits.

Q
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- can refer you to that literature, but that is the bottom line.

Senator Symms. Could you summarize your statement, please.

Mr. GorrscHALK. The remedial programs in my prepared state-
ment show that those programs do not work terribly well. While
we had hoped employment training and education programs might
have a massive impact, it had a moderate impact, moderate to
small impact. That’s a disappointment.

In summary, the war on poverty was launched hoping we could
make people self-sufficient. The fact that the remedial programs
have not worked very well is a disappointment.

If the goal of the war on poverty was to reduce poverty, it has
done so and has done so in spades, mostly, however, by increasing
transfers. Transfers have been effective. While they have caused
some side effects they have also reduced poverty.

Thank you.

Senator Symms. Thank you very much.

[The prepared statement of Mr. Gottschaik follows:]
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PREPARED STATEMENT OF PETER GOT™SCHALK

The Successes and Limitations of the War on Poverty
and the Great Society Programs

The optimistic vision of the early 1960s that a war against poverty
could not only be waged but also won has now been challenged by a more
pessimistic revisionist interpretation. Charles Murray summarizes this
position succinctly:

A govermment's social policy helps set the r:les of the game. . . The

first effect of the new rules [of the Great Society] was to make it

profitable for the poor to behave in short term ways that were
destructive in the long term. Their second effect was to mask these
long term losses -- to subsidize irretrievable mistakes (Charles

Murray A Response to the Responses to Losing Ground” p. 2 mimeo

1985) .

This view is only the latest put forward by a long line of critics of
social welfare programs. For example, De Tocqueville's 1835 "Memoir cn
Pauperism,” which 1s based on his analysis of the English welfare system
argued that ". . . aoy permanent, regular, administrative system whose
aim will be to provide for the needs of the poor, will breed more
miseries then it can cure, will deprave the population that it wants to

help and comfort. . .” (reprinred in The Public Interest, 1983, pp.

118-119). !

The attack on War on Poverty and Great Society initiatives has taken
two very different forms. During the late 1970's Martiu Anderson
(Welfare, 1978), among others, argued that the increase in cash and in-
kind transfer programs that resulted from these initiatives had vi.stually
eliminated poverty, but had created serinrus disimcentives to work and
save. More recentiy Murray (Losing Grouvnd, 1984) has argued that poverty
and other adverse social indicatorz started to worsen in the late 1960s

and that Great Society programs contributed to that deterioration.

Th1s testimony draws heavily from Sheldon panziger and Peter Gottschalk,

"The Poverty of Losing Ground," Challenge Magazine, May/June 1985.
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According to his view, the War on Poverty increased poverty by increasing
disincentives and fostering a change in attitudes among the poor. The
attempt to wage Jar on poverty was counterproductive.

In this testimony I argue that while policymakers may have been
overly optiristic in the 19608 about the € 1lity of society to eradicate
poverty, the current pessimism is overstated as well. For a large pro-
portion of the populationm, public programs have been an unqualified suc-
cess——one peed only look at the steady drop in poverty rates among the
elderly to see that expanded expenditures for the poor (in the form of
increased Social Security and Supplemental Security Income) can sometimes
work. For other demographic groups, such as households headed by women,
we have learned that some programs work but that their costs appear to
exceed what society is wiliing to spend. Finally, for groups such as
black youth, the problems seem to be more intractable than initially
thought. A balanced interpretation of the lessors of the past two
decades of antipoverty policy argues for tuilding on what we have

learned, not Jdismantling programs across the board.

BACRGROUND ON THE WAR ON POVERTY AND SREAT SOCIETY INITIATIVES

In evaluating the War on Poverty and Great Society programs, two
important facts must be kept in mfnd. First, peither increaased income
transfers to the poor nor econcmic growth werc thought of ag the long-
term solution to poverty. Programs aimed at heiping individuals overcome
their market disadvartages an improve their skills were the essential
ingredient of the War on Poverty. Cash and in-kind agsistance were com—

sidered necessary only for those who could not earn their way out of
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poverty and as a temporary means to aid those who could work. The need
for these transfers was expected to diminish over time as the recipieats’
skills and opportunities improved. Likewise, economic growth by itself
was nct considered the solution to poverty, since the hard-core poor in
the "backwash of society” were not assumed to benefit directly from
growth,

Second, War on Poverty and Great Soclety programs other than cash and
in-kind transfers were never very large. For example, targeted educa-
tion, emplo;ment and training programs never exceeded $10 billion per
year or 0.5 percent of GNP prior to 1970, and were never more than 1 per—
cent of GNP thereafter. It is, therefore, difficult to argue that an
effort of this size could have had a very large impact, either positive

or negative on poverty.

TRENDS IN POVEKTY AND INCOME TRANSFERS

I now review the broad trends in poverty, income transfers and econo-
mic conditions to see whether the evidence is consistent with the revi-
sionist view that progress against poverty was halted just as goveroment
vas starting to do more. Ip the following section I examine the anti-
poverty impacts of changes in specific programs.

The pretransfer poverty rate is an indicator of the extent to whirh
market forces leave some bouseholds in poverty. Column 1 of Table 1
shows that the proportion of persons who were pretrausfer poor declined
from 21.3 percent in 1965 to a low of 17.7 percent in 1969 and then
increased to a high of 24.2 percent in 1983. This decline in the abil-

1ty, or willingness, to obtain market income reflects primarily changes
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Table 1

Poverty, Traisfers and Unemployment

Official Real Cash Real In-kind
Pretransfer (Posttrsasfer) Transfers Transfers per
Poverty Poverty Per Households Householda Unemployment

Year Incidence Incidence (1972 dollars) (1972 dollars) Rate

(1) 2 (3 €4) (5)
1950 a.a 0.a, $ 365 $29 5.3%
1955 a.s a.a. 460 31 4.4
1960 n.s 20.22 664 40 5.5
1961 n.a 21.9 730 43 6.7
1962 D.2 21.0 770 49 5.5
1963 D.a. 19.5 791 54 5.7
1964 D.a. 19.0 801 58 5.2
1965 21.3% 17.3 816 63 4.5
1966 n.s. 15.7 878 71 3.8
1967 19.4 15.3 891 150 3.8
1968 18.2 12.8 911 204 3.6
1969 17.7 12.1 958 231 3.5
1970 18.8 12.6 1,010 242 4.9
1971 19.6 12.5 1,150 273 5.9
1972 19.2 11.9 1,225 304 5.6
1973 19.0 11.1 1,272 320 4.9
1974 20.3 11.2 1,263 37 5.6
1975 22.0 12.3 1,395 386 8.5
1976 21.0 11.8 1,513 427 7.7
1977 21.0 11.6 1,508 452 7.1
1978 20.2 1.4 1,488 464 6.1
1979 20.5 11.7 1,418 472 5.8
1980 21.9 13.0 1,414 482 7.1
1981 23.1 14.0 1,458 505 7.6
1982 24.0 15.0 1,475 508 9.7
1983 24.2 15.2 1,543 n.s. 9.6

Sources: For pretrsnsfer poverty, computations by authors from March Curreat Population
Survey data tspes; for consumer price index, and vnemployment rate, 1984
Economic Report of the Preudﬁ; for cash and fa-kind transfers, “Socisl
Welfare Expenditures under Pu.l{ic Pr’ grams 1n the U.S.,” Social Security
Bulletin, December 1968, December 1972, Jsnuary 1971, Jsnuary 1977, November
981; for officlal poverty fncidence and mmber of h>useholds, Curreat
Population Reports, Series P-60, "Consumer Iacome."

*Transfers are divided by all bouseholds, not v recipient households.

0.8. = not agvaflscle.
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in labor demand. As unemployment (Column 5) dropped between 1965 and
1969, pretransfer poverty declined. Since then, unemployment and
pretransfer poverty have trended upward. Throughout the 1970s, the
poverty-increasiny impact of rising unemploymert was offset by rising
transfers. When transfers stopped growing and unemployment continued to
rise, the official poverty rate (Column 2) rose, reaching 15.2 percent by
1983, a level not attained since the late 1960s.

The disaggregated data in Table 2 refute assertions that spending
growth did mcre harm than good for blacks. While poverty rates in each
year for nonaged nomwhites with children are higher than for similar
whites, the differentials have marrowed substantially—the rates declined
for nonwhites, but increased for whites. In 1967, persons living with
these nonwhite men were four times as likely to be poor as similar whites

(Columns 4 and 5). By 1980, the ratio had fallen to two to ome. Much of

this decline is due to the more rapid increase 1o the market incomes of
black men than white men, an increase that more than offsets the effect
of blacks' relatively larger decline in labor force participation. The
ratio of poverty rates of nonwhite women with children to chat of similar
white women (Columans 6 andl7) fell from 1.8 to 1.5 over the same period.
This 18 certainly not evideize that poor blacks were disproportionately
harmed as a result of Great Soclety programs.

The fact that nonwhites have become increasingly more likely to live
in households headed by women with children than have whites means that
aggregate black-white poverty comparisons obscure the advances shown in

Table 2. For example, the ratio of poverty rates for all L. .ks to all
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Table 2

Officis] Incidence of Posttransfer Poverty, for Persons
Quassified by Damographic Group of Household Head

Nomaged :
White Men MNomhite Shite Noruhi te

All ﬁ with Men with Umen with Women with
Persons thites Momhites Giildren Childrer. Ghildren Children
¢)) @ (3) ) ) (6) Q)
1967 14.%2 7. R 52.0% 7.5% 8B.4% B.2 638.5%
1980 13.0 13.2 35.7 7.8 16.9 39.1 58.3
X Qmrge
1967-1980 -9.1 -51.1 -31.3 +.0 -40.5 +2.4 =14.9

Source: Camputations by the auttors fran March Qurrent Fopulation Survey data tapes.
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.

whites (data not shown) has remained relatively constant. he conclusion
that government programs did little for blacks follows only it a substan-
t .al portion of the increased percenlage of families headed by women was
caused by increased govermment transfers, a result rejected by the

literaturs reviewed below.

WHAT WERE THE SUCCESSES AND LIMITATIONS?

The histor;} of the War on Poverty and Great Society is a histery of
overstatement—-there 1s mow wide agreement that the stated goals were not
universally met. The vision that compensatory prcgrams cculd eliminate
market disadvantages for most groups was unrealistic. As a result,
achivvements fell short of expectations and disillusiooment set in. The
overstatement that "everything would work” was replaced with equally
unrealistic arsertions that “nothing wWorks.” 1In this section, I review
three sets of programs which illustrate the varying degree of success in
antipoverty pPrograms.

Ald for the Elderly. Table 3 shows that between 1970 and 1980 real

expenditures on programs for the elderly increased by about $70 oillion.
Thia increase in expenditures .. <eds the sum totsl of all expenditures

in 1980 on the non-elderly non-disabled population. No eerious critic of

the war on Poverty and Great Society would deny that these increases in
expenditures, which primarily reflect increased social security benefits,
expansion in Medicare-Medicaid, and the introduction of an income-tested

welfare program for the elderly (Supplwmental Security Income) were major
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Table 3

Costs of Major Income Transfer Programs for the Elderly,
Totally Disabled and All Others

1960 1970 1980

(Billions of 1980 §)

Programs for the Elderly

Medicare - Medicaid $ 0.0 $ 21.1 $ 37.8
All Other Programs 45.3 94.6 148.7
Programs for the Totally Disabled
Medicare - Medicaid 0.0 2.2 11.5
All Other Programs 2.3 9.6 0.9
Programs for All Other Persons
ATDC and Food Stamps 2.8 11.9 21.1
Hedicaid 0.0 4.7 .
All Other Programs 17.5 19.7 41.1
Totnl $ 67.9 $ 163.8 $ 287.8
Share of Total Spending
Medicare - Medicaid .000 .1 .195
Other Programs for the Elderly .667 .578 .517
Other Programs for the Totally Dieabled .034 .059 | .073
AFDC snd Food Stamps received by
von-sged, non-disabled .041 .073 .073
Other Programs for Non-Aged, Non-Disabled =258 .120 .143
1.000 1.000 1.000

Source: David Ellwood snd Lawrence Suamers, "Poverty in America: Is Welfare
the Answer or the Problec?" Institute for Resesrch on Poverty,
¥ill .amsburg Conference raper, December 1984.
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factors in explaining the decline in poverty among the elderly.l
Societal decisions to make intergenerational transfers were a powerful
influence in bringing poverty rates for the elderly from 24.5 percent in
1970 to 15.7 percent in 1980. The probability of an elderly person being
poor fell from about twice the national aserage in 1970 to less than the
average in 1983. The evidence is overwhelming that programs for the
elderly offer a true success story for the War on Poverty and Great
Society initiatives.

AFDC and Food Stamps. Table 3 also shows that AFDC and Food Stamps

were never very large programs in comparison to programs for the elderly,
makicg up only 7.3 percent of income transfer programs in 1980. While
these programs were not large, they became the :enter of the debate over
the effectiveness of antipoverty efforts.

Lo these programs account for the increased family breakup and econo-
mic stagnation in the 19708? Column 1 of Table 4 shows a large increase
in the real values of the combined AFDC and rood Stamp guarantee between
1960 and 1972. This rise provides the basis for the increased negative
family and work effects attributec to social programs. However, the real
g‘uarantee declined just as rapidly during the 1970s, falling below $7,000
by 1984, and implying reduced disincentives. Yet there have been mo

reversals in the trends of either family composition or work effort.

lyhile future generations may save less and buy less private
insurance because of the institution of these public programs, thus
reducing their antipoverty effectiveness, the beneficiaries of these
early increases could hardly have foreseen these increased venefits.
Thus even if private decisions partially offset public decisions, early
recipients would not have had time to adjust.

(O]
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Table &4

Welfare, Famale Headship and Unemployment

Jnemployment Rate,
Civilian Workers

Real AFDC
Flus Percentage of Nonaged Nonwhite
Year Food Stamp Families with Children Men, All Mepn
Guarantee Headed by Women 18-19 Years
(1) (2) (3) (4)
1960 $6715 n.a. 25.1 % 5.4 %
1964 6604 n.a. 23.1 4.6
1968 7129 10.7 % 19.0 2.9
1972 8894 13.8 26.3 5.0
1976 8743 16.7 33.8 7.1
1980 7486 19.8 32.6 6.9
1984 6955 20.8a n.a. 7.4

Sources:

Column (1): Weighted average of states' AFDC and Food Stamp benefit level for
a family of four with no income ('n 1984 dollars) from Background
Material and Data on Programs Within the Jurisdiction of the
Coamittee on Ways and Means, February 22, 1985, p. 532.

Columnp (2): Computations by suthors from March Current Population Survey data
tapes.

Column (3): Bmployment and Training Report of the President, 1982, p. 196.

Column (4): Economic Report of the President, 1985, p. 271.

8For 1983; 1984 data not yet available.

n.a. = pot available
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Consider all households with ctildren headed by a persnn under 65
years of age. The percentage of these households headed by women
increased steadily from 10.7 to 20.8 percent between 1968 and 1983
(Column 2). As David Ellwood and Mary Jo Bane conclude, using alter—
native data (“The Impact of AFDC on Family Structure and Living
Arrangenments,” Harvard University, mimec, 1984), “welfare simply does not
appear to be the underlying cause of the dramatic changes in family
structure of the past few decades.”

Likewise, peither unemployment rates for young black men aor fo. all
men (Columns 3 and 4) correiite with welfare benefit levels. Betveen
1960 and 1968, when benefits were rising, unemployment was falling; be-
tween 1972 and 1980, when benefits were falling, rates were rising. Ouly
the 1968 to 1972 period, in which both _enefits and une yment rat2s
rose, fits the view that antipoverty efforts increased unemployment.

This 1s oot to deny that transfers may reduce willingness to work, but
ounly to argue that these disincentives have been, at best, of secondary
importance. Deteriorating macroeconomic conditions, not increased

transiers, wer: the major causes of charges in zmployment of the poor.

While the time series we have reviewed are lsl:g,gexstive, they do t
resolve the debate about the rziative importance of poor economic f...or-
mauce or the disincentive effects of transf-rs in explaining the trend in
poverty. There is, however, an extensive microeconomic literature that
shows that the magnitudes of the labor supply and ‘amily structure

effects of transfers are much smaller than those required to confirm

the thesis of the poverty-increasing et ects of social programs.
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Robert Moffitt ("The Megsfive Income Tax: Would it Discourage

Work?,” Monthly Labor Rewvtcw, 1981) summarizes the experimental income

msintenance studies. Hie results imply that a $20 per week increase in
the income guarantee (in 1984 dollars) will lead a female family head to
work 1.1 fewer hours per week. This implies that the $2,177 annual
increase in AFDC and Food Stamps between 1960 and 1972 (shown in Tahle 4)
would have decreas:i we_.'l; work effort by 2.2 hours. Conversely, the
$1,939 decrease 1.1 annual guarantee between 1972 and 1984 would have pro-
duced 8 2.0 hour increase. Neither of these figures are rufficiently
large to explain very much of the change in market incomes of the poor.
That the work eff.rt of women heading households is not very sen-
sitive to changes in welfare program parameters has been contirmed by the

rd
recent experience with the AFDC rule changes enacted under the Omnibus

Budget Recon::uiation Act of 1981 (OBRA). While many economisis expected
that the increase ir. the marginal benefit reduction rate in Aru> to 100
percent would lead to large reductions in libor suppiy, numerous studies
found this not to be the case (see Robert Hutchens, “The Effects of OBRA
on AFDC Recipients: A Review,” Inatitute for Research on Poverty
Discussion Paper #764). Working recipients did not stop working and non-—
working recfjients did not reduce their rate of entrance into the labor
force. Recipients continmed to work, either to gain useful skills or to
signal future employers that they were ewployable.

What about male-headed families? AFDC-U covers unemployed fsthers
with children in about half of the states, but accounts ouly for 8.3 per-

cent of the caseload. Applying Moffitt’s labor supply estimates for

o 8‘1
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husband-wife famili=s to the 1360-1972 growth in benefits yields a com-
bined reduction in hours worked by husbands and wives of only 2.5 hours
per week. Likewise, single men, who are eligible only for Food Stemps,
would have reduced their labor supply by small amounts because of the
increased Food Starp guarantee. None of these estimated respoo.es sup-
ports the position thet t.ransfe’:s fail to reduce poverty.

Holding family composition constant, then, it 18 clear that the
growth in income transfers has substantially reduced poverty. But how
much of the increased percentage of households with children headed by
women can be attribuied to welfare? Ellwood and Bane use a vari -ty of
cross-section and time-aeries comparisons and find ounly sasall effects on
birth retes to unmarried women and divorce and separation patterns among
families with children. They do find that AFDC has a large effect on the
probability that young single mothers live independently rather than with
parents or other relatives. This negative consequence of welfare can be
remedied by changing the tules 50 that minors not living with their
parents are ineligible for AFDC. Such a change has been proposed Ly the
Reagan administration. However, even if the proportion of persons living
in bouseholds heesded by single wowen with chilcren had remaiced «ovnbtadt
at the 1967 level, poverty in 1980 would have been lcwer by only about
0.6 percentage point (2.4 instead of 13.0 percent of all persoms). Such
an effect 1s again not Quantitatively large.

In sunmary. the AFDC and Food Stamp programs must be viewed as
qualified successes. On the positive side, they acheived their primary
mission of providing income assistance tc families in need. On the neja-

tiv: side, they did have disincentive effec*s, even if these iave been
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gTr 881y overstsoted bv critics. However, more important, the hope th:t
these progrems could wither away as the poor gained skills and achieved

self-sufficiency hae not heen met.

Remediel Prograws. To admit that not all programs worked 18 not to

egree that none were guccessful. What we have learned from the last
twetly years of evaluat.ons of antipove;;y pclicies is that some groups
are easier to help than others.

In 8 recent corfersnce on the War on Poverty and Great Scclety
initiztives, resesrchers identified both successes and failures.?
Medicare #nd Medicaid received high marks for increasirg access to medi~
cal care for low-income peracms. Without thie imhroved access, fewer
low-income people would heve benefited frem recent technological
improvements ir gmedicine. Wbile a subctantial propor:ion of the poverty
populaticn gtill lacws insursoce coverage, those covered ncv have the
means to overcome disadvantages assoclate” with {11 hea]th,

Considerable faith was egrlier Plsced in the sbiiity of employment
end *raining progvam# to overcome market disadvantages of low-1income
pzople. Here, however, the evidence 1s pixed. If the criterion for suc-
cess 1s that programs raise future earnings ¢f participants, then these
prograns are ouly qualified successes. While anst programs (such as
Supported work apd CETA) which served low-income women and some programs
(such as the Job Corps) vhich served disaivantaged youth had a positive
impact ou future esruiegs, few labor marset strategies {ncreased the

earuings of working-aged men.

2This sectlor jeiles beav.ly ou Stelden Danziger and [mniel Weinberg,
The War or Poverty: Takimg Stock of What Worked and What 01d Not--
Zditors' Intrcduction (Harvard University Press, forthcomiog.,.
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While several programs had benefits which exceeded costs, these
tended to be the more intensive strategies which had high program costs
(about $10,000 per participant). The primary impact of these programs
was to increase future earnings through increased hours worked rather
than through higher wages. Thus, If society is willing to make a
substantial commitment to raising the earnings capacity of low-income
people, the investment can be profiwable for some, but not all, groups.

This qualified picture is partiaslly the result of expectations that
public programs will raise future earnings. It should be noted that a
similar criterion is not applied to private sector employment. A welfare
recipient taking & "dead end” job 1s still considered successful, since
placement in the private sector is defined as a success, even 1f it does
not lead to future wage gains. If a similar criterion were applied to
the public sector, then all public sector employment (PSE) programs would

by definition be successes. The strndard rationale for this asymmetry is

that work in the private sector i8 assumed to lead to the production of
gooda which have “passed the parket test.” While this argument has
merit, it makes the untested assumption that public goods produced under
PSE have little or nJ value.

Early enthusiasm for educational programs which could “break the
cycle of poverty” has had to be tempered. While the Head Start eval-
uations do show some long-term effects, they are not large. At best,
preschool and elementary school programa have had small lasting effects.
The evidence does not sustain the hope that lmproved education can serve

as the major pillar of amtipoverty policy.
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SUMMARY

An objective evaluation of the War on Poverty and Great Soc.ety wou.l
describe thew. neither as a total success nor a failure. Analysts
inderestimated the difficulty of bringing everyone into the mainstream of
soclety, and the cures did cause some adverse consequences. The fact
remains, however, that antipoverty policies, especially cash and in-kind
transfer programs, have significantly reduced poverty. And some
employmert and training programs have helped some low-income peuople
overcome labor market disadvantages.

With twenly years of experience behind us, we arc in a cousiderably
better position today to set realistic antipoverty goals and to design
programs to achieve those goals. The fact that not every program worked
as expected should not be used a8 an excuse for not building on those
programs which have worked. A worthy gosl of the War on Poverty was to
eliminate much of the need for tranmsfer programs. That goal, which can
be embraced by liberzsls and conservatives alike, seems as valid today as

twenty years ago.
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Senator Symms. Mr. Greenste.r we have a little confusion here
between the first two witnesses. Now maybe you can clarify it.

STATEMENT OF ROBERT GREENSTEIN, DIRECTOR, CENTER ON
BUDGET AND POLICY PRIORITIES

Mr. GreeENsTEIN. Or add to it, as the case may be.

Senator Symms. Pull that mike in, if you would, please. I can't
quite hear you. The acoustics in this room are very poor, at least
from this end of it.

Mr. GReENSTEIN. Mr. Chairman, the topic of the hearing asked
whether the Federal antipoverty efforts represented a victory or
defeat.

Senator Symms. We can’t hear you up here. Pull that mike right
up there and speak into it real loud, if you would, please.

Mr. GReensTEIN. The topic of this hearing asks whether the Fed-
eral antipoverty efforts represented a victory or defeat. Clearly
widespread poverty is still with us. So in that sense victory clearly
has not been achieved.

But neither can the Federal antipoverty efforts be classified as a
defeat. Among the eiderly, the reduction in poverty has been dra-
matic, cut more than in half. There have been striking gains in
areas such as health care and nutrition for the poor. In the absence
of the Federal poverty programs, the numbers of poor would be
larger today and their living conditions would be more bleak. In
short, programs providing cash assistance, food aid and health care
to the poor have, in many cases, been successful and in some cases
remarkiibly su

To be sure, poverty stopped declining sometime in the 1970’s and
has risen in recent years. The predominant cause for this lies not
in the poverty programs, however, but in the relatively poor per-
formance of the economy for over a decade, aggraveted by steep de-
clines in real benefits provided & the nonelderly poor since 1970
due to States failing to keep AFDC even benefits with inflation
and, to a lesser degree, the Federal budget cuts enacted since 1981.

In fact, given the rise in inflation and then the high unemploy-
ment over the past decade, we can say that the numbers of persous
in poverty, the degree to which they fall below the poverty line,
and their health, housing and nutritional status would all be sig-
nificantly worse in the absence of Federal antipoverty programs.

This is not to say, of course, that every program has worked.
Clearly some have and some have not. For example, as a Natic a we
made less of an effort, and those efforts that we made were .ess
successful, in finding ways to move more of the employable poor
into jobs. We have found it is extremely difficult to design effective
employment and training strategies at a time when the economy is
failing to generate enough jobs to bring unemployment down from
high levels. We have learned that unemployment and training
strategies that themselves do nothing to expand the number of jobs
in the economy are not likely to yield very significant results.

In the future, as we look to antipoverty policy, we have to focus
:,ln ways to create more jobs in the economy fcr those in the under-
class.
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Let me comment on a few of these items in more detail in terms
of some of .he positive benefits of programs.

In the area of health care, for example, the infant mortality rate
changed little in the decade befcre 1965. Then from 1965 to 1980,
the period in which Medicaid and other health care prograins were
instituted, infant mortality was cut in half, with especially large
declines among blacks.

Similarly, the mortality rate for men over 65 rose a bit in the
decade before Medicare. In the decade from 1968 to 1978, this trend
was dramatically reversed. By 1980 life expectancy at birth had
grown 4 years and mortality rates, adjusted for age, had fallen 20
percent. Very striking achievements.

While Medicare and Medicaid were not the only factors in-
volved, to be sure, they clearly played an imnportant role.

The food assistance area is another positive story. Agriculture
Department surveys document that the gap in nutrition between
low-income Americans and the rest of the society narrowed signifi-
cantly from the mid-1960’s to the late 1970’s, the period when food
stamps and other food programs were developed and expanded.

Other research, also sponsored by USDA, has found that food
stamp recipients have better diets than similar low-income familie
not on stamps, that school lunches improve the nutrition of chil-
dren, and that the WIC program results in a marked reductior. in
the incidence of low birth weight, the leading cause of infant mor-
tality and poor health among children.

Turning to the cash assistance area, the value here can also be
seen in the simple fact that when cash assistance to the poor has
been expanded, declines in poverty have generally resulted. Con-
versely, when Lenefit levels have been reduced, progress in reduc-
ing poverty has stalled.

As Peter Gottschalk has noted, in the 1960’s and 1970’s when
Social Security was expanded and SS! was created, the elderly pov-
(teor(tly rate plummeted from 35 percent in 1959 to about 14 percent

ay.

This phenomenon is not limited to the elderly, as some would
argue. In the 1960’s, when AFDC benefits rose in real terms, pover-
ty among single-parent families dropped. After 1969, real AFDC
benefits feil sharply. During this period, poverty among families
stopped declining.

Since 1970, AFDC benefits have fallen 37 percent in real terms.
Adding food stamps, it is still about a 25-percent decline.

A recent analysis by the Congressional Research Service has
found that in most States AFDC and food stamp benefits, adjusted
for inflatior, are at or only slightly above the levels for AFDC alone
all the way back to 1960, before food stamps w~as even created.

To the degree that changes in pablic assistance programs have
contributed to increases in poverty among children, it is because
these benefits have been reduced so much, not because the pro-
grams have been made more generous.

I suggest that the trends are rather clear here: Poverty among
the elderly dropped as benefits increased; poverty among families
with children dropped when wvenefits we,e increased in 1960’s; in
the 1970’s and 1980's Ag!”t benefits started falling, the economy
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turned sour, and poverty rates for families with children stopped
de<lining.

Cash assistance for the poor does reduce poverty.

I would also like to turn to the arguments that are made, such as
those of Mr. Gallaway and Mr. Murray, that these programs actu-
ally move poverty in the wrong direction.

One of the principal arguments here is the claim that since the
poverty rate is only about the same level in 1980 as it was in the
late 1960’s, since it stopped declining in the early 1970’s, and since
social program expenditures were growing during this period, this
illustrates that the prograins have “een a failure.

I think, as Peter Gottschalk has indicated, the most significant
fact omitted from the analyses of the critics 18 the very fundamen-
tal point that the unemployment rate in 1980 was double what it
was in 1968. When unemployment goes up, poverty rises along with
it. It couldn’t be more basic.

It should be no surprise that the official poverty rate wasn't
lower in 1980 when the unemployment rate was about 7 percent
than in 1968 when the unemployment rate was 3.6 percent. The
fact that the official poverty rate wasn’t higher in 1980 than in
1968, despite the doubliug of the unemployment rate, actually pro-
vides evidence that these programs were working and helping
people who otherwise would have been impoverished by the slug-
gish economy.

Other data analyzed by the Urban Institute show that the broad-
er programs as of 1980 were lifting far more of those who otherwise
would have been poor out of poverty than had been the case in the
1960’s. In short, during this period the slowing of the economy
dropped people into p~- ~ty while the broadening of henefit pro-
grams lifted them out. .c two trends r.ughly balarced each other
out and the official poverty rate stayed the same.

Let me take this one step further.

If you look at real wages, they rose steadily in the 1950’s and
1960’s; they stopped growing around 1973, right around the point
that Charles Murray notes that poverty among families stopped de-
clining. Productivity, which had also been growng rapidly, started
stagnati ‘ around the same period. Real median income stopped
rising a. well.

There is one really important point I would like to underscore
here, probably the most important correlation regarding poverty. It
is the correlation between real wages and real median income on
the one hand and the poverty rate on the other.

Virtually every year that real wages and real median income
have fallen £nd unemployment has risen, the poverty rate has in-
creased. The poverty rate and the economy have moved in close
tandem for a quarter of a century. Critics of th2 poverty programs
too often fail to acknowlecge this rather basic relationship.

In a rece:.t piece of work by David Ellwood of Harvard Universi-
ty, Ellwood notes that if the thesis advanced by Gallaway and
Murray that the changes in the poverty programs changed behav-
iors which resulted in increases in poverty were the case, it onght
to show up in some alteration of tfx?e pasic up-and-down relation-
ship between the economy, between wages and median income and
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poverty rates during the period of the late 1960’s and early 1970’s.
As Ellwood shows, no change in the relationship shows up at all.

Eliwood makes a further point, which I think is devastating. He
looks at the earnings of white males who werked all year. They
had no unemployment; they are not influenced by the influx of
women into the labor market; they are not influenced to work less
by changes in family structure given the fact that they are working
full time. What he finds is that real wages for these favored white
workers, white males working fuli time all year, in real terms
started declining, stopped growing, in 1969.

That is something that accords with the economic trends; it ac-
cords with the poverty trends. It can’t be explained by the behavior
explanations. The relationship between economy and poverty holds
steady throughout the whole period.

Moreover, two recent important pieces of research convincingly
demonstrate that when the economy turns down, low-income
groups and especially black males are not only affected the most,
but zre affected more adversely than we had previously recognized

Far from being irrelevant, the economy is the prinicipal reason
that the poverty rate failed to drop since the early 1970’s. Only
government benefit programs prevented it from rising further still.

Charles Murray makes the point that if you look at what he calls
the latent poverty rate. where poverty would have been before Gov-
ernment transfers, it was higher in 1280 than in 1968. He adduces
from this that this shows a negative impact as a result of less self-
reliance, less work effort by people who could rely on Government
programs.

In fact, however, the latent poverty rate, by virtue of the fact
that it is based on income before and other than Government bene-
fits, largely represents fluctuations in earnings. As a result, when
earnings stagnate and unemployment climbs the latent poverty
rate goes up. The increase in latent poverty tells us nothing other
than that in 1980 the economy was weaker than in 1968 and pro-
duced fewer jobs and less income. The latent poverty rate increase
is consistent with the fact that real earnings stopped growing for
white male workers, a group that had no relaiionship to the wel-
fare system.

Finally, in a recent article Christopher Jencks of Northwestern
uotes that the official poverty rate is not the best standard here
and that if you adjust the poverty rate tc count noncash benefits
and measure inflation more accurately, it fell about 40 percent
fror_nOdl%5 to 1980 even though unemployment went up during this
period.

Jencks’ conclusion is, “Legislators should look back on their ef-
forts to improve the material conditions of poor people’s lives with
some pride.”

On the work incentive effort we can look at the fact that from
1970 to 1980 welfare benefits fell sharply in real terms while Con-
gress enacted the earned income tax credit for the working poor.
The result is that during this period incentives to work versus in-
centives to be on welfgare increased dramatically. During this
period people got increasingly better off if they worked rather than
going on welfare, and by 1980 in nearly all States in the country
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the advantages of working at a minimum wage job vastly out-
stripped those of going on welfare.

If the thesis is correct that the earlier increases in welfare bene-
fits or the availability of welfare benefits generally retard work
effort to a large degree rather than to the minor degree that Peter
Gottschalk mentioned, then we should have seen a reversal of the
trends in the 1970’s. If that thesis is right, then we should have
seen black and youth unemployment declining in the 1970’s, female
head of household formation d‘;-!:pping. It didn’t occur; the number
of female head of households continued to grow, black unemploy-
ment declined furtner.

This really shouldn’t be surprising, because it isn’t benefit pro-
grams that were causing this problem.

As Peter Gottschalk mentioned, the landmark study by Ellwood
and Bane at Harvard has found that welfare does not increase ille-
gitimacy, and Ellwood in some further work has noted—I think
this is of particular importance—that from 1972 to 1980 the
number of children in black female-headed households rose nearly
20 percent, while the number of black children on AFDC fell by 5
percent.

Senator SYMms. Are you about where you can wrap it up?

Mr. GREENSTEIN. Yes.

If AFDA is to blame for illegitimecy, why did tne black AFDC
Eopulation decline at the same time that black female-headed

ouseholds were increasing rapidly?

I have a section here, which I will pass over, on the declining
labor force participation during this period. But, again, a close ex-
amination of the evidence shows, I think, that tbe availability of
welfare is not the story, that there were other factors going on, and
in particular, reductions in labor force participation by youig
males cannot be linked to this, beth because the welfare benef.ts
had stopped growing by the 1970’s and for the much more basic
reason that men who are not elderly or disabled are not eligible for
much in welfare in mos’ areas to begin with.

The final point that I would make regards the points that M:.
Gallaway made about cash transfer increasing rather thanu rednc-
ing poverty. He noted that the relationship on this is someth.ng
akin to the Laffer curve. I would only say, Mr. Chairman, thst I
would think the analogy couldn’t be more apt. This relationship
has about as much to do with explaining what is going on in rover-
ty as the Laffer curve has to do with explaining what hLzs hap-
pened with tax revenues in the last few years.

There have been many studies on this issue. For example, there
are studies by the Congressional Research Service, the Urban Insti-
tute, Peter Gottschalk, and Sheldon Danzinger that show a direct
relationship between the reductions in Federal benefit programs
since 1981 and increases in poverty. These studies come from schol-
ars who have no ideological ax to grind and the relationship is
there, that as you cut these programs and reduce benefits you don’t
reduce poverty, you increase poverty, particularly among children,
and you make tbe situation of poverty facing poor fumilies with
children in this country even more severe than it already is.

I would say the bottom line is, as the Congressional Research
Service has recently noted, that the benefits for families in AFDC
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have fallen 37 percent in real terms since 1970. If we continue to
allow that to go or: for another 15 years in this society, what we
are going to have is not less poverty, but more poverty among chil-
dren than we have had in decades.

Thank you.

Senator Symms. Thank you very much, Mr. Greenstein.

[The prepared statement of Mr. Greenstein follows:]
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PREPARED STATEMENT GF ROBERT GREENSTEIN

Mr. Chairman, I am pleased t> have tins opportunity to appear before
the Committee today. I am Robert Greenstein, director of the Center on
Budget and Policy Prioritiec here 1n Washington, D.C. The Center 15 a
non-profit research and analysis organization that focuses on federal
programs and policies affecting low income persons.

The topic of this hearing asks whether the War on Poverty was a victory
or a defeat. Clearly, there 15 st11l widespread poverty in the U.S., so
that victory -- in the sense of eradication or massive diminution of
poverty -- has not been achieved.

But neither can the War on Poverty be classified as a defeat. Among
the elderly, the reduction of poverty has been “ramatic, with the poverty
rate being cut by more than half. There have been striking gains 1n areas
such as health care and nutrition for the poor. In the absence of the
poverty programs, the numbers of the poor would by larger today and their
living conditions would be more bleak. In short, programs providing cash
assistance, food aid, and health care to the poor have, 1r many cases, been
successful -- and 1n some cases, remarkably successful.

To be sure, poverty stopped decliming sometime 1n the 1970's a d has
risen in recent years. The predominant ca -e of this develonment lies not

in the poverty programs, however, but 1n the relatively poor performance of
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the economy for over a decade, agygravated by steep declines 1n real
benefits provided to the non-elderly poor since 1970 (mostly due to state
action 1n failing to keep AFDC benefits even with inflation) and the
federal budget cuts since 1981. Given the rise 1n both i1nflation and
unemployment levels over the past decade, we can say that the numbers of
persons 1n poverty, the degree to which they fall below the prverty line,
and their health, housing, and nutritional status would all be
sigmficantly worse 1n the absence of federal anti-poverty programs.

This 1s not to say that every prog am has worked. As a nation, we made
less of an effort -- and those efforts that were made were less successful
== in finding ways to move more of the employable pnor into jobs. We have
found that 1t 1s extremely difficult to design effective employment and
trairing strategies at a time when *he economy 1s failing to generate
enough jobs to bring unemployment down from high levels. One thing we have
learned 1s thact employment and traiming strategies that do nothing to
expand tne number of Jow wage jobs 1n the economy are not likely to yreld
very significant results.

As we look to anti-poverty policy 1n the future, we must therefore 100k
for ways ‘0 create more jobs 1n the economy for those in the "underclass"
-- and to move long-term unemployed, chronically poor persons 1nto those
Jobs.

Raving given this overview, I would 1ike now to explore these 1ssues 1n
more detail. First, I would 11ke to explore the track record of various

poverty programs.

Health Care
The progress made 1n 1mproving health care for low 1ncome persons

11lustrates that the poverty rate, 4s measured in term; of cash ncome, 1s
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not the sole measure of well-being among the poor. In the decade before
1965, for example, the 1nfant mortality rate changed 11ttle. Then 7rom
1965 to 1980, the period 1n which Medicaid and other health care programs
were instituted, infant mortality was cut 1n half. There were especially
large declines 1n 1nfant mortality among blacks.

Simlarly, the mortality rate for men over 65 rose a b1t 1n the decade
before Medicare was 1nstituted. But 1n the decade from 1968 to 1978, this
trend was reversed. Life expectancy for Americans began to 1mprove
significantly around 1963. By 1980, average 11fe expectancy at birth had
grown four years, while mortality rates, adjusted for age, had fallen 20
percent.

These must be recognized as Striking dchievements, and while Medicare
and Medicaid surely were not the only factors 1nvolved, they clearly played
an mportant role. By virtually every measure, prenatal and geriatric care
for the poor 1mproved markedly when these programs were 1ntroduced.

Evaluations show very positive results for other health programs as
well, such as the ccmumity healih centers program. This program mproves
the health of low 1ncome communities, reducing hospitalization rates and

Medicaid costs.

Nutrition Progams

Food assistance programs for the poor are another area 1n which poverty
programs have had 1mportant results. Department of Agriculture Surveys
document that the gap 1n nutrition between 10w 1ncome Americans and the
rest of the society narrowed significantly from the m1d-1960's to the late
1970's, the period during which focd stamps and other tood assistance
programs were developed and expanded. Other research has found that food

stamp recipients have better diets than similar low 1ncome families not on
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food stamps, that school Junches mmprove the nutrition of schoolchildren,
and that the Special Suppemental Food Program for Women, Infants, and
Children (the WIC program) results 1n a marked reduction 1n the incidence
of low birth weight, which 1s the leading cause of 1infant mortaiity and a

major cause of poor health among children.

Cash Assistance

The value of cash benefits can be seen n the fact that when cash
assistance to the poor has been expanded, declines 1n poverty have
generally resulted. Conversely. when benefit level; have been reduced,
progress 1n reducing poverty has stalled.

The elderly are a vivid example. In the 1960's and 1970's, social
Seciesty benefits expanded and the Supplemental Security Income (SSI)

progr2m for the aged and disabled poor was created. Llargely as a result,

the elderly poverty rate plummeted from 35% 1n 1959 to 25% n 1970 and to

less than 16% 1n 1980.

This phenomenon 15 not 11mited to the elderly. 1In the 1960"'s, when
AFDC benefits rose 1n real (1nflat1on—ad3usted) terms, poverty among
single-parent families dropped. After 1969, real AFDC benefits fell
sharply, as states failed to keep benefits esen with inflation. During
this period, poverty among families stopped declining.

Since 1970, AFDC benefits have fallen 37% 1in real terms. IT food

stamps are added in, the real decline 1s st11l about 25%. Even more

striking, a recent analysis by the Congressional Research Service has found

that 1n most states, real AFDC and food stamp benefits combined are at or

only slightly above levels for AFDC alone back 1n 1960, before the food
stamp program was even created. To the degree that changes 1n public

assistance programs have contributed to increases in poverty among
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children, 1t 1s because the benefits 1n these programs have been reduced so
much, not because the programs have been made more generous.

The trends thus are ciear: Poverty among the e’deriy dropped as
benefits i1ncreased. Pcverty among families with chiidren dropped, as well,
n the 1960's, when benefits 1ncreased foi them, also. In the 1970's and
1980"'s, the poverty rate for families with children stopped decliming as
real AFDC benefits started falling (and as the economy turned sour). The
evidence demonstrates that expand:d cash assistance programs for the poor
do reduce poverty.

Before leaving th1s overview of the positive aspects of anti-poverty
programs, I dé want to take note that other p ograms, such as Headstart,
have also been.shown to be have positive results. The evaluations of
"eadstart show desirable outcomes 1n a number of areas, i1ncluding i1ncreased

employment and recuced welfare in subsequent years for Headstart children.

The Attacks on the Poverty P-ograms

It 1s 1romic that at the very time that much evidence of positive
achievements from these programs 1s becoming available, the major focus of
public attention has turned to sharp new attacks on the whole concept of
providing assistance to the non-elderly poor. This attack centers on
several basic arguments: that poverty rates failed to drop while social
spending i1ncreased, and that the programs must therefore have failed, and
that public assistance decreases work effort and fosters 11legitimacy. I
beiieve that the evidence does not support these charges. I would hike to

briefly address each of these 1ssues.

JJ
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1. Poverty failed to drop, so the programs must have failed

An argument that seems to be repeated fairly frequently these days is
that despite significant increases 1n social program spending, the poverty
rate d1d not drop from 1968 to 1980, but instead remain~d at about the same
level. According to proponents of this school of thought (such as Charles
Murray, author of I-s1ng Ground), 1f the programs were successful, the
poverty rate should have declined.

This sounds attractive on the surface. But 1t turns out to rest on
a superficial and flawed analysis that fails to take basic changes in the
e.onomy (and 1n benefit programs) into account.

Perhaps the most significant fact omitted from the analyses of those
who subscribe to this point of view 15 the fundamental point that the
unemployment rate in 1980 was double what 1t was 1n 1968. When
unemployment goes up, poverty rises along with 1t. It should be no
surprise that the official poverty rate wasa't lower 1n 1980 when
unemployment ex.eeded 7%, than 1n 1968 when unemployment was just 3.6%.

Indeed, the fact that the official poverty rate had not climbed higher
1n 1980 than it had been in 1968, despite the doubling of the unemployment
rate, actually provides strong evidence that these programs were working --
and were helping people who would otherwise have been impoverished by tne
sluggish economy.

Further evidence comes from the Urtan Institute, which found that 1n
1965, before the poverty programs were expanded, federal benefit programs
Tifted out of poverty less than half of those who would otherwise have been
poor. By the late 1970's, the programs had been broadened -- and were

Tifting about 70% out of poverty.
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In effect, from 1968 to 1980, the slowing of the economy dropped people
into poverty and the broadening of benefit programs lifted them out. The
two trends roughly balanced each ot'er, and the of ficial poverty rate
remained about the same.

In Losing Ground, Charles Murray argues that the economic downturn had
nothing tc do with the failure of poverty to drop 1n the 1970's. He states
that economiC growth, as measured by growth 1n the GNP, rose more 1n the
1970's than 1n the 1950's, when poverty did decline. This 15 Supposed to
prove that 1t was not the economy that kept poverty rates high 1n the
1970's. The trouble with this argument, however, 1s that GNP growth 1s not
the relevant 1ssue. Growth 1n the GNP does create jobs, but this growth
was too slow 1n the 1970's to create enough jobs for the unusually large
numbers of women and young people {from the baby-boom generation} who were
entering the job market. As a result, unemployment rose.

In additicn, real wages, which had been rising steadily 1n the 1950's
and 1960's, stopped growing 1n the 1970's. At the same time, productivaty,
which also had been growing rapidly, stagnated. Real median income stopped
rising, as well.

dow there 1s a direct correlation -- probably the most important
correlation regarding poverty rates -- between real wages {and real median
income) and the U.S. poverty rate. In virtually every year that real wages
and real median 1ncome have fallen and that unemployment has risen, the
poverty rate has 1ncreased. The poverty rate and the economy have moved 1n
Close tandem for a quarter century. Critics of the poverty program too

often fail to acknowledge this basic relationship.
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Moreover, two important pieces of recent research* convincingly
demonstrate that when the economy turns down, low income groups -- and
especially black males -- are affected the most (and affected even more
adversely than had previously been recognized). Far from being irrelevant,
the economy has been the principal reason that the official poverty rate
has failed to drop since the early 1970's. Only government benefit
programs prevented poverty from rising further still.

Finally, 1f one examines not the officral poverty rate, but rather an
adjusted poverty rate that counts ron-cash benefits and that measures
1nflation more accurately, then even the claim that poverty was as high in
1980 as it was in the late 1960's falls apart. Christopher Jencks of
Northwestern University has explored this issue 1n a recent article.**
Jencks finds that when the appropriate adjustments are made to the poverty
rate so that poverty trends over time can be more accurately measur 4, the
poverty rate in 1980 tyrns out t) be significantly lower than it was In the
Tate 1960's (and nearl, half of at 1t was 1n 1965), even though
unemployment was so much higher in 1980. “Legislators should look back on
their efforts to improve the material conditions of pcor people’s lives

with some pride,” Professor Jencks concludes.

*Edward M. Gramlich and Deborah S. Laren, "How Widespread Are Income Losses
in a Recession?” in D. Lee Bawden, ed., The Social Contract Revisited, The
Urban Institute; Rebecca M. Blank and Alan S. BTinder, "Macroeconomics,
Income Distribution and Poverty," pape; procsented to conference on poverty
policy sponsored by the Institute for Research on Poverty and U.S.
Department of Health and Human Services, Williamsburg, Virgimia, December
1984.

**Christopher dJencks, "How Poor Are the Poor?", New York Review of Books ,
May 9, 1985. Jenck's adjusted measure of poverty adjusts for non-cash
benefits and underreporting of income, and ,ses the Personal Consumption
Expenditure (PCE) deflator from the National Income Accounts {rather than
the Consumer Price Index) to adjust the poverty line for inflation.
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Incentives for Welfare Rather than Work

Another criticism of federal anti-poverty efforts -- and particularly
of public assistance benefit programs -- has been that they have fostered
1ncentives to go on welfare rather than to work and are also responsible
for rises 1n 1llegitimacy. Each of these 1ssues deserves examination.

Charles Murray contends that between 1960 and 1970, changes 1n welfare
benefi1ts made welfare more attractive than a minimum wage Job for many
families. He attributes basic changes 1n the work ethic among low 1ncome
employable persons to changes 1n the m1d-1960's to early 1970's period.

There are a number of problems with this analysis. First, while
welfare benefits did rise 1n real terms 1n the 1960's, a minimum wage Job
was st111 more remunerative than welfare 1n most of the country 1n 1970.
(Murray's analysis of this 1ssue 1s flawea both 1n 1ncorrect calculations
of food stamp benefits and 1n the use of an atypical high weifare payment
state as though 1t were representative of the nation as a whole).

Secondly, 1f Murray's thesis were correct that perverse welfare
incentives spurred the growth of female-headed households and the rise 1n
black unemployment, then these developments should have occurred to a much
greater extent 1n the 1950-1570 period 1n those high welifare payment states
1n which adverse "incentives" actually existed than 1n the Tow welfare
payment states in which the advantages of working were greatest and
minimum-wage jobs remained vastly more remunerative than public axd. This
d1d not occur, however. In fact, black youth employment fell more during

this period 1n the South, where the welfare payments were the Towest and
were far below than the minwmum wage.
The "perverse welfare 1ncentives" srgument 1S even weaker when apphed

to the years afte~ 1970. Starting about 1970, welfare benefits fell
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sharply 1n real terms. At the same tme, the advantages of working were
expanded through enaccment 1n 1975 of the earned 1ncome tax Credit fcr the
working poor. The result 1s that by 1980, 1t had become substantially more
remunerative 1n nearly all states to work at the minimum wage than to go on
welfare. This is particularly mportant, because 1f perverse welfare
ncentives 1n the late 1960's actually led to famly dissolution and black
unemployment as the critics contend, then these trends should have reversed
themselves in the 1970's, when the relative advantage of work over welfare
increased sharply. But this didn't ,ccur -- the number of female-headed
households comtined to grow and black employment declined fyrther. In
reality, this should not be surprising, since the benefit programs had
Tittle to do with causing these problems.

Indeed, there 15 a growing body of impressive research on the question
of whether there 15 a relationship between welfare and 11legitimacy.
Although this may not fit the popular conceptions on this 1ssue, the
research finds no sigmificant connection between welfare and out-of-wedlock
births.

The landmark study on this 1ssue was funded by the Health and Human
Services Department during the Reagan Administration and was completed last
year. The study, by Harvard researchers David Ellwood and Mary Jo Bane,
found that welfare apparently has some i1nfluence on whether unmarried women
who get pregnant continue to live at home. But Ellwood and Bane found that
welfare has virtually no impact on whether unmarried women, 1ncluding
teenagers, get pregnant or bear children 1n the first place.

In subsequent writings, Ellwood has 1ssued devastating critiques of the
Murray thesis. Ellwood has noted that from 1972 to 1980, the number of

children 1n black female-headed households rose nearly 20%, while the
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number of black chiiaren on AFDC fell by 5%. [If AFDC 1s to blame for
11tegitimacy, why did the black AFDC population decline at the same time
that black female-headed households were 1ncieasing rapidiy? How can
welfare be encouraging more single black women to have children 1f many of
these same women do not collect welfare when the children are born’

Finally, there 1s 1mportant research that bears on the question of work
1ncentives. For those who argue that anti-poverty efforts have sapped work
1ncentives, the major "evidence” cited generally consists of data showing
that between 1965 and 1980, the propertion of black men 1n the labor force
declined and the employment gap between young white men and young black men
widened.

The research actually points in other directions, however. Employment
among black teenagers actually declined more in t'e 1950's, before the
poverty programs began, than 1in any decade since. And virtually all of the
decline 1n black teen-age employment from 1950 to 1970 was caused by the
disappearance of low-paying Jobs 1n the South, as southern agriculture was
mechanized. Research by John Cogan, now associate director of OMB and a
former Assistant Secretary of Labor 1n the Reagan Admnistration, found
that 1n 1950, nearly half of all employed black teenagers worked as farm
laborers, and more than 90% of these black teenage farm workers lived 1n
the South. From 1950 to 1970, most farm employment 1n the South
disappeared. As a result, the main source of employment for black
teenagers vanmished.

The evidence, Cogan concluded, 1s “inconsistent with the view that the
growth 1n welfare participation among blacks 1s at the heart of {he decline
{1n black teenage employment]." In the North, where weifar: benefits were

higher than 1n the South, black youth employment did not drop, Cogan noted.

O
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By contrast, 1t was n the South -- where welfare payments were lower --

that black teenage employment fell.

To be sure, employment among black youth continued to fall after 1970,

when the mechanization of southern agriculturc was largely complete. But
by the early 1970's, AFDC benefits were falling and welfare rolls had

passed their period of growth, so the decline n black empiosment 1n this

period cannot be blamed on expanding government Lenefits.

There are numerous other fac.ors that appear to have contributed to the
decline 1n black employment 1n the 1970's and to the widening job gap

between black and white youth. The 1970's was a period of unprecedented

competition for jobs, as record numbers of white women and black and white

youth entered the labor market. In those swollen tabor markets, further

enlarged by increases 1n immigration, many young biacks from poor families
(and often with poor educations) uppear to have been pushed to the "back of
the queue."

The stagnation of the general economy aggravated this problem.
Employment rates for young black males are more sensitive to the
performance of the economy than are the employment rates for any other
demographic group. When the economy soured 1n the 1970's, young blacks
were affected most.

Other factors also appear to have contributed to low employment rates

among black youth (such as, perhaps, the growth of the "undergro.ad

economy"). In addition, the fact that many more young blacks were

attending college or enrolling 1n the armed forces 1n the 1970's meant that

significant numbers of the most employable black yovth were no longer 1n

the civilian jabor force, a factor which also tends to result 1n higher
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unemployment rates for the less employable persons who remain 1n the labor
force.

But the existence of public assistance programs 15, at most, only a
small part of the unemplc, ont story. The research 1n this area indicates
that the availability of welfare has only small effects 1n reducing the
degree to which AFDC mothers work outside the home. The effect on black
men does not appear substantral either -- for the basic reason that men who
are not elderly or disabled are not eligible for much 1n welfare 1n most
areas. Cash welfare benefits available to unemployed young mal-'s range

from meager to non-existent 1n most jurisdictions.

Where Do We Go From Here?

Claims that poverty programs backfired and made things worse -- or
simply that the programs were failures -- do not stand up. The very real
and troublesome probiems of high unemployment (especially among black
youth) and significant 11legitimacy rates cannot be laid at the feet of War
on Poverty efforts. And as noted, 1n a number of key areas these przgrams
dramatically wmproved living conditions for m1lions of low 1nCome
famil1es and elderly persons.

But 1 would not want this discussion of poverty 1ssues to be seen as
simply a defense of the status quo or a call just for more of the same. If
the benef1t programs did reduce poverty and 1mprove health care and
nutrition, they did not, on the other hand, create jobs or increas~
earnings for large numbers of the poor. This, as well as efforts to tackle
the extremely difficult task of reducing teenage pregnancy, remain tasks
that continue to confront us.

To be sure, creating 3¢ s for the poor would have been an extremely

difficult task 1n an economy that, i1n the 1970's, was not generating enough

10y
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Jobs to prevent unemployment from r1sing and real wages from stagnating.
But new, creative endeavors 1n this area are essentyal (and, 1f the economy
improves in coming years, are more Tikely to be successful).

Other efforts are also wmportant.  Tax burdens on the work1ng poor have
soared in recent years -- and while the Congress debates lowering marginal
tax rates to 35% for upper income Americans to spur incentives, the
marginal tax rates for many working poor Americans are close to 100%.* (As
an example of a perverse work incentive, the marginal tax rates on the
working poor are hard to beat). The tax reductions the President has
proposed for the working poor are a first and very necessary step to deal
with this problem.

Expanding the earned 1ncome tax credit (EITC) further to benef1t single
individuals and larger families who work would be another important step
that would specifically reward those of the poor who work -- and would
strengthen incentives for working.

Further efforts to toughen child support collection are also needed.

To the degree that we enhance the income of the working poor through an
expanded EITC, and 1ncrease the income of low income mothers through better
cmld support collections, the need for famlies to rely on public
assistance will be somewhat diminished. If we can also mount successful
Job creation strategies aimed at the underclass, and can expand programs
that enable low 1ncome persons to compete more effectively 1n the job
market (such as supported work programs for low income mothers and work

—

*For the working poor, additional earnings result not only 1n higher taxes
but also in the loss of benefits. For each additional dollar earned by
working poor mothers who receive AFDC and food stamps, close to a dollar 1s
taken away in reduced benefits and increased taxes. As a result, effective
marginal tax rates for these families approach (and 1n some cases exceed)
100%.
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programs symilar to that now being run for welfare eligibles 1n
Massachusetts), the numbers of those needing public assistance checks will
be reduces further.

For those famlies with children who do need public assistance,
however, we should at long last provide national m:nimum benefit levels
that are tied to inflation, as we do for the elderly in the SSI program.
We can debate statistics on poverty for years, but 1f we allow AFDC
benefits to fall another 37% in the next 15 years, we can be certain that
the numbers of American children I1ving 1n destituvion will reach levels

not seen 1n this nation for decades.
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Senator Symms. Mr. Murray, we welcome you here. Also, Senator
D’Amato.

Revresentative SCHEUER. Mr. Chairman, the acoustics in this
room are absolutely dreadful, and I am having trouble understand-
ing much of what is buing said. So I would ask the wit~ss to just
hug that mike and s right into it loud and clear.

Mr. Murray. I will do my best.

Representative ScHEU=R. I apologize for that.

Se';adtor Symms. I am having trouble myself. Mr. Murray, please
proced.

STATEMENT OF CHARLES MURRAY, SENIOR RESEARCH FELLOW,
MANHATTAN INSTITUTE FOR POLICY RESEARCH

Mr. Murray. Thank you for the invitation to testify.

Senator Symms. Your entire prepared statement will be made
part of the record.

Mr. Murgay. I will skip over most of it.

I would just lik. to begin by noting that there are certain things
that are agreed upon, and I, fo1 one, would lik. to subscribe to
Peter Gottschalk’s description of what has happened to the poverty
statistics.

This is not something that we need to spend a whole lot of time
~orrying about, because the facts are known. The problem is the
causal relationship of what caused what, and when my colleague
Peter Gottschalk says thirgs would have been a lot worse other-
wise and I say no, it went the opposite direction, we are both in-
volved iz: making some assertions about causality which require us
tc explore the dynamics or what went on.

Let me very briefly take up the one major issue of unempioy-
ment, because as other witnesses have pointed out, when you have
rising unemployment you are;, among other things, probably going
to have risins poverty. That makes good sense. But I think that if
you are going to understand what happened, you also have to leok
within those dynamics to see who gained, who lost, who is getting
the jobs that are created.

In that regard, I would direct the attention of the members of
the subcommittee to the section in my prepared statement where I
break down job acquisition in the United States.

There were lots of jobs created in the United States from 1960 to
1980 despite rising unemployment, a huge number of jobs, as many
have pointed out.

Well, who got those jobs? I specifically compare biacks with
whites, and 1 break down the jobs by low skill versus high skill jobs
using basic Department of Labur categories to do that, and there is
a very striking contrast, which I don’t think proves a thing.

I would like te emphasize this with regard to a great many of the
things beirg said at this table and things being said in my book
and in others, which is we are in the position right now of trying to
explore a very complicated process. This is one way of trying to get
into that process.

If you take a look at high skill jobs from 1960 to 1980 and look at
how blacks did, they did terrific. The line on the graph, figure 5 of
my prepared statement, indicates how well they did. Jobs climbed
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very rapidly from the 1959 baseline and they have climbed much
higher on a percentage basis than they did for whites. That is good,
because blacks were vastly underemployed in the higher skill jobs.
That’s a positive step. I would point out it was taking place well
before strong affirmative action took hold too. But never mind
that. They did well.

I present that graph primarily in order to establish & contrast
with what I consider to be a very provocative set of trends, as
shown in figure 6 of my prepared statement, tixe acquisition of low
skill jobs from 1960 to 1980 by vace. If you look at those lines,

ain you are looking at the percentage increase in those jobs from
1960 to 1965, a1 d you will find that from 1960 to 1965 blacks con-
tinued to acquice low skill jobs proportionately as fast as whites
did, which is -.1s0 a healthy matter, because you had very high un-
employment rates among blacks and you couldn’t expect all of
them to move into high skill jobs. They should have been acquiring
low skill jobs.

In 1965 the bottom drops out of low shill job acquisition by
blacks. For one reason or another—let’s not worry about why right
now—Dblacks suddenly stopped getting low skill jobs.

If you take a look at that not just in terms of the percentage in-
crease but actually the raw numbers, as in figure 7 of my prepared
statement—figure 7 is to be a question demanding an answer, be-
cause if you are creating many millions of new low skill jobs, why
is it blacks didn’t get any of them? I will go further. From 1565 to
1980 blacks lost another 117,000 low skill jobs. Now, something
went on, and there are lots of explanations for it. There is the baby
boomers competing with blacks; there are women entering the
labor force.

In the prepared statement I present I describe at some length
some reasons for thinking those don't really explain very much. If
you have an opting out of the competion for low skill jobs at the
same time you have rising unemployment rates, I would say you
have to try to explain why.

Well, my explanation, gased on what I can read from the litera-
ture, goes something like this if I try to relate this to the question
of social programs.

Let me put it in terms of a pheromenon we are witnessing here
in the District of Columbia right now. Let’s think of the young man
or woman living in the inner city o»f Washington, DC, today, where
unemployment remains extremely high despite 2 years of a grow-
ing economy. We know that jobs are availagle in large number in
the DC area. Across the river in Virginia there is a pronounced
labor shortage.

Why, then, have the unemployment rates among blacks in the
District remained so obstinately high? Th:» most common explana-
tion, as was described in the Washington Post at great length a few
weeks ago, is that the jobs are too far away and public transporta-
tion is bad and it takes you a couple of hours to get to those jobs.

Well, that explanation and the uncritical acceptance of it 18 to
me a fascinating commentary on the elite wisdom about social
policy. To see this, stop for a moment and consider how preposter-
ous that explanation would have sounded to our parents and
grandparents.
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For that matter, it is useful to ask oneself how many of one’s
middle class acquaintances routinely spend a few hours a day, per-
haps even on public transportation, commuting to and from work.
How many are routinely at work or on the way to and from work a
total of 12 hours a day? How many have uprooted their families in
the past and moved them across country to get a new job?

It is curious, but true, that public policy toward the poor applies
a double standard in this country. What is reasonable and usual
behavior for the middle class has come to be considered cruel and
usual for the poor. This double standard has been pervasive in the
way we have developed social policy since the 1960’s whether the
topic is unemployment or education or obeying the law or stand-
ards of personal responsibility for one’s behavior.

In my mind no other single factor explains more about why we
constructed social programs the way we did, administered them as
we did, and fostered so many unhappy cutcomes. The double stand-
ard has been nowhere more divergent and more injurious to the
poor than the attitude of affluent whites toward poor blacks.

But let’s suppose for a moment that the net pay for any one
person taking such a low-income job is too small after you take out
the transportation costs. Why don’t you have two or three people
from the same unemployed family take those f'obs and pooi their
lv_vag;ze and have a net take that puts them well above the poverty
ine?

Well, you can’t do that unless families consist of husbands and
wives; you can’t do that very easily unless there are fathers serving
as role models for children. And these are inappropriate expacta-
tions to have of the typical poor family in urban Kmerica.

The tightly knit interdependent family has historically been the
indispensable instrument for coping with poverty in America and
around the world. But now there are alternatives to the spouse as
a helpmate, alternatives to the parent as a provider, alternatives to
the child as an insurance policy for one’s old age, and those alter-
natives are in large part a direct creation of the public assistance
programs. To expect large numbers of American poor to cope with
Lx;)employment as a family unit is now unrealistic. It didn’t used to

If transportation is inadequate, why don’t you have more low
income housing over there in Virginia?

If you try to build low income housing in thie country, you are
going to lose your shirt. Rent control in some areas and rules about
evicting tenants for nonpayment are so strict that nondiscrimina-
tory statutes are going to prevent you from screening your tenants
80 that you can get good risks. You can’t afford to build low-ir.come
housing, because you can’t make money or it. Even if there were
low-income housing, you can't necessarily expect a_poor person to
move to Virginia, use if they have a subsidized house here in
Washington, they have a vested interest in remaining “vhere they
are.

But here the problems iet worse when you try to explain why it
is that you have a labor shortage in Vir inia, because if the unem-
plOf’ed youth does go out to seek that joglhe may very well not get
1t. It’s not just because of racism:; it is also because he doesn’t deal
with numbers well enough to be cashier; he doesn’t have the basic
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s social skills and language skills to be a sales clerk even though he
has a diploma and went to a school with a large grant under title I
of the Elementary and Secoudary Education Act of 1965. And he
won’t have learned those things for a whole variety of reasons, but
a lot of them have a great deal to do with an elite wisdom that
decided it was wrong to compel students to absorb the habits and
values of the majority middle class.

If the youngster does get a job, earns $4.00 an hour, takes it
home, he has to explain why it is that his friends next door are
making so much more money from much less difficult and demand-
ing jobs, mostly in the underground economy.

Well, in this explanation I think it is quite clear that a lot of
things are going on, and they don’t all have to do with the size of
the AFDC benefit, and here I must say that the controversy I
helped inflame with “Losing Ground” never said that they did. I
must decline to accept the formulations of either Mr. Gottschalk or
Mr. Gallaway as representing what I said in the book about the
nature of these causes. The fact is that it was not the Medicaid pro-
gram that caused the breakdown in public education and it was not
AFDC payments which changed our law enforcement standards.
You have a variety of things happening, all of which interacted
and all of which changed the world in which a young person grew
up, but all together across the various areas of social policy I would
say there are changes which were fostered, facilitated, and enabled
by social policy.

I conclude the prepared statement with a couple of pages sug-
gesting what we might do. I think I have used up most of my time
right now, so I will withhold those statements, except for one brief
comment.

I do not think that this country is yet ready to have major
changes in social policy, because we are still, most of us, much hap-
pier thinking that compassion lies in the way of spending rather
than less. I th’- < we are probably going to do better if we don’t try
to have minor cuts in AFDC and minor cuts in the food stamps
program. Personally I would be in favor of agreeing to the advo-
cates of larger spending in those programs, because as the years go
on and we continue to see more hungry children, and we continue
to see more babies that require AFDC payments, as we continue to
see an increase in the problems despite the continued effort to in-
crease the expenditures in these programs, perhaps finally we will
come around to a point where we will be able to confront much
more squarely the nature of the dilemma we face.

Thank you.

Senator Symms. Thank you very much, Mr. Murray.

[The prepared statement of Mr. Murray follows:]
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PREPARED STATEMENT OF CHARLES MURRAY

Mr Cheirmen and Members of the Subsommittee

I thank the Subcommittee far the opportunity to apnear before 1t today, but
the assignment is daunting The last time | tried Lo answer the questien, "D1d we
winor 1ose the war on Poverty?™ 1t took me a book to do so! And properly sg
There 1s aimast nothing to be sa1d about the ettects of the War on Poverty that 15
both simplr and completely true Let me conting myseif 1003y 16 what | see 3s @

few basic 1ssues
A SIBNIFICANT Success

D1d the reforms we now associate with the war on Poverty viert for snycre?
The answer 15 yes, witnout tnuch question, tor one Qroup pecpie of retirement age

Figure | below shows the poverty trendline *or those aqed 85 or gver

Pet of
Population g -
Aged 65+
Below the 20 }
Poverty -

Level 15

5% 64 H

bv

74 w92

Year
Source Buresunfthe Conzys Tharscterishic o of the Population Balow the
Paverty Lavel 197 Sertes FonQ, liu 147 1 ¥astangton Dovet rment Printing )
Offwa, 19831 Table ! Data for 1966 from P-50, Ho 140, Tabde 15 !

Figure 1. Poverty Amonj the Retirement-fAged, 1959- 1983

' Charles Furesy Lusing Dt nygd AMEegn Zugtyl Pyliey 13S0- 1950 e Yary Basir Brok - §SEd

ERIC

Aruitoxt provided by Eic:




111

Among the elderly, the large increases 1n pubiic 8ssistance programs in
the 1960s and early 1970s were associated with very large reguctions 1n the
poverty ievel among the elderly, concentrated from the years 1968 through!S74
On the less positive side, it chould be added that thece reductions were achieved
tnefficiently without 8 means test for Social Security benefits, 8 very large
proportion of the increased expenditures have gone to elderly peopie who are not
poor {(Even in 1963. 1t must be remembered, 70 percent of all persons over 635
were not poor ) It should also be noted that the reforms may have had some
adverse side-effects in rates of savings and other behaviors = But the increases In

spending for the elderly did reduce poverty

For the workinn-aged, the picture 1s very diffzrent Figure 2 on the follow-
Ing page shows the pe-centage of the population under the age o1 65 hiving in
poverty from 1959-1883 The fierce defense currently being waged on behslf of
income transfer programs for the working-aged ultimatelyy comes down an effort
to explain why Figure 2 does not really mean what 1t seems to mean Standing
unadorned, without exegesis, the messure of poverty that was created by the
federal government as the metric for assessing progress seys that the pubhic
spending intended to hift the working-aged noor out of poverty was a conspicucus
farlure Before 1965, and stretching back to the end o1 wWorld war }, this measure
revealed steady progress * As the economy grew, the puor dimimished in numbers,

and the working-aged poor dimimshed fasiest 57 a1l The United Svates #as not

2 See for example Martin Feldstein and Anthony Pellechia, “Social Security and Household Wealth
Accumulation New Microeconomic Evidence,” Review of Econom |, and Statistics 61 (August 13797, pp
361-68

3 The official poverty messure has been calculated retrospectively back to 1947, when 1t 15 estimated to
have stood at 33 percent ot the population See Molly Orshansky, #d , The Measure of Povertu, Techmical
Pager | vol 1 (Washinaton DC Government PrintingQffice, nd J, p 345 We do riot higte 3 S ~>9kduwn
UY 8¢ Qroup Tur ure yeat > privr Tu 1355 DAty on exderience trom 135957 vefore the major
1ncresses 11 Soc18] Secunty began, reductions were concentrated amorg the working-aged- -as could be
predicted logically  When aover nment transfers are relative’y small, reductions 10 poverty are produced
almost exclusively by economc growth, and the benefits of eLonomic growth accrue 1mhially to the work
force
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only getting richer as a nation, tt was getting richer for those at the bottom
wealth was not just “trickling dswn™, 11 was lowing down at a rate that promiced
to eliminate poverty among the working-aged altogether within snotner decade or
s0 Then, just as the income transfer programs got into high gear, progress

against paverty ameng the working-aged stopped

30 -
23} -
Pct. of
Population 20 -
Under 65
Below the 15 -
Poverty
Level 16 +
5 -
0 ittt - —_—
59 64 g9 14 3 83

Year
Source Bureau of the Consus, Characteristics of the Population Below the
Poverty Level 1982 Serws P-30, Mo 147 (*ashington Governmert Printig
Office, 198%5), Table 1 Data for 1566 from P-€0, No 140, Table 15

Figure 2. Poverty Aimong the Working-Aged, 1959-1983

Tue RovE of IN-KinDp BENEFITS

Perhaps progress did not really stap Perhaps it only appesred to stop,
because the poverty measure 1s misieading Andin ractitis, in two quite dif-
ferent weys First, as the Congress has been discussing for some years, the
otficial meacure does not take 1n-kind benefits into account A variety of methods

for doing so have bezn explored by the Bureau of the Cencus® insofar as we c*n

4 Three recent papers from the Bureau of the Cencus. Techmcal Papars 53,51, and 52, have been
greppiing with thas extremely difficult methodoloqical problem The most rerent 13 Techmeal Paper 52,
£shimates of Poverty includingthe Yalue of Morcash Berefits, 1923 {(Washinaton Government Printira
Office, August 1664)
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tell from the availabie data, however, nong has much effect an explaining away the
problem posed by Figure 2 According to the most widely used figures prepared by
Professor Timothy Smeeding, reductions 1n poverty for the population as a whole
continued to 1972-73, and stopped thereafter, regardiess of whether the measure
1s the "offic1a1” one or 8 measure inccrporating the value of in-kind benefits we
also know that the apparent reductions 1n peverty ameng the population as 3 whole
during the pertod 1969-73 masked the end to progress among the woring-aged
This same phenomenon must be presumed to have affected the apparent reductions
in 1969-73 after in-kind beref1ts are taken 1nto account, because such a large
proportiorn of the in-kind benefits were earmarked for older citizens In 1970, for
example, Medicare, exclustvely for the elderly, was @ $7 1 billion program com-
pared to $577 millton for Food Stamps and and $552 million for public houstag
(both of which were themselves substantially directed at the elderly) Medicad,
the only major 1n-kind benefit program 1n which the elderly did not participste,
cost $5 2 billion in combined federal and state expenditures & In the early 1970s,
in-kind benefits cannot be expected to have pushed the povertyrate gmong the
working-aged more than ane or two percentage points below the levels shown by
the official statistics The shape of the trendline shown in Fiqure 2 wouid be

essentially unaffected by the inclusion of mcome transfers

LATENT PovERTY

The official poverty statistic misleads in g zecond "2, o, " rg togsther

income from al? sources When Lyndon Johnson signed the first anti-poverty tiil,

S Using the anslyses of Timothy Smeeding, who was commissioned by the Bureau of the Census to write 1ts
first mejor paper {Techmcesi Paprr 50) on thie 1ssue “ee alsa Timothy Smeeding, “Recent Incresses in
Povertyin the US Wha' the Official Estrmates Fail to Show ™ Testimony prepared for Subcorarmttee on
Oversight and Subcommittee on Public Asistance and Unemployment Compensation, Committee on ‘Ways
and Means, US House of Representatives, wastangton, D C |, October 18,1983

6 Bureau of the Census, Statistical Abstract of the Uniled States, £330 (Washington, DC Government
Printing Office, 1980), Table 534
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he made his intention clear Success would be measured by getting peaple off the
dole, able to make & decent Tiving on their own, not by sending out enough checks
to enough people to keep them above the poverty line ? The offictal paverty
statistic does not measure pregress toward this goal The poverty statistic that
does measure such progress fs what | call “latent” poverty, sometin.os slso
referred 1o as “pre-transfer” poverty This statistic reports the number of people
who would be poor if 1t were not for government transfers Figure 3 shows the
level of latent poverty in the years for which a figure h.s been calculated by

researchers at the Institute for Research on Poverty

2 —\ - -ob
Pot. of pepulation g

with persenal 20 v-———\;.~;.-,®"—‘~‘f-~
mcome (non-

traasfer) below 15 |

the poverty line

0 b il d
4
5 b— e r— . —
0 -+ bt 4
1959 1964 1969 1974 1979 1983
Year

Source Institute for Research on Poverty, Focus, Vol 5 (winter 1981-1982), Table 1,
and Sheldon Danzxger (Dwector, IRP), personal commumeation Figure for 1959 1s
estimatec

Figure 3. Latent Poverty from 1959-1983

0On this measure, we 01d not simply stop making orogress in 1969 Wwe

started heading 1n the wiong direction

T 5e¢ “Johnson Sigm Bril to Faght Poverty Medges New Ere,” New York Times, 21 Awgust 1964
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How tmportant 1s the measure of 1atent poverty? inrecent years, analyses
of the poverty statistic- have been based virtusliy without exception on the
assumption that more money automatically means greater well-being for poor
people Few of these analysts would make the same claim for mirfdie-class
people, let slone the mch On the contrary, the pursuit af mgher incomes at these
levels 15 more often treated as intellectuatly and moraily suspect But for poor
people it has been assumed that $14,000 15 always hetter than $12 000, $12,000
is slways better than $10,000, and the question of where the money came from 18
tnivial, the kind of thing that concerns only curmudgeonly moralists who don t
understand the realities of poverty

| disagree profoundly, for reasons that | have described st length else-
where8 Self-reiiance 1s not desirable just for abstract reasons The self-
reliance of 8 family is intimately bound up with the way that parents see
themselves and raise their children, the way that children see their parents ard
their own responsibiiities, end, by extension, 1ntimate, + bound up with many of the
problems 1n crime, education, 1liegitimacy that meke hife :n our poor communities

neeriy unbearable

To me, Figure 3 portrays not just the failure of the transfer pregrams to
continue the progress against ocverty, but 8 change involving = centrally impertant
measure of the American ideal For many years--throughout American history, one
may speculate--this country had provided a system in whicn Jarger and targer
numbers of people were able, through their own efforts, to provide 8 decent 1tving
1or themselves and their families For whatever reason, that historic trend
reversed at the close of the 13605 The official poverty statistic is indeed
misleading, but the most important way it is misieading is by masking this

reversal Messured officially, progress against paverty among the working-aged

8 Murray, Loving Groynd, pp 178-91
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stopped Mezsured in the way that Lindon Jahnson wanlted to defeat poverty--in
the 'way that, ance upon 8 time, was the gnly accepiable way to defeal poverty--

we have been 1csing ground for more than fifteen yesrs®

“IT Wowurp Have Been WorSE OTHERWISE®

This leads us to the great conundrum sbout the poverty statistics My
colleague Peter Gottschalk who 1$ a1so testifying today ran examine the same
trendiine for latent poverty and see in it dramatic confirmation of the need for the
expanded public assistance programs of the 197Cs and for continued expansion In
the 1980s Unemployment and nonparticipation in the labor force, especially
among young blacks, have shown & sacular upward trend since the 1960s, and
unemployment 15 @ major cause of paverty '¢ Households headed oy . single
female, especially households headed by a single, poorly educated young female,
have als0 increased rapidly since the mid-1960s, and such households raturally
tend to be poor!! On these and similar grounds, 1t has been argued that the flat
trendiine 1n poverty1s in fact evidence of success without the incote transfers,

poverty would have incressed much more than 1t actuaily did

Neither side in the dispute can make its case in the absence of some cruciel
causa' assumplions 1f the decline in employment ameng black youths 1s caused by
variables exogenous to social policy, and if the nse In femaie-headed households

among biacks 1s caused by variables exogenous to social polhicy, then the con-

9 Can the incresss in latent paverty be attributed to an incresse in the elderiy? It seems more likely thet

the opposita1s true  The evidencs on this pornt 1s fraegmentary but provocative The ™ nflation” of the

Tatent paverty rate caused by the elderly was substantisily smaller 1n 1976 than it wasn 1983, o finding

thet 15 consistent with collateral dets sbout the changes 1n the sconomic situstion and the s1ze of differsnt

e cohorts during the 1970s 1t appears Hkely thet the slope of the incresse in lstent poverty after

1968- 69 would heve steeper , not shallower , 1f data excluding the elderly were fully svarlable See

Murray, Lestng Ground, p 274

10 1id., Chupter 5

11 1bid., Chapter 9 For effects on the poverty rate, see Gordon Green and Edward Weimak, Changin
pecia) Demog

raptic Analyses CDS-80- 7 (Washington,
DC Government Printing Office, 1962)
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cluston is inescapable without the increases 1n transfer payments, poverty among
the working-aged would have risen substantially during the 1970s [f these
phenomena were in part effects of sociai palicy, then one may examine the
massive job creation that occurred and ask why certain segmenis of the American
population opted out ¢f competition One may ask why increasing numbers of
blacks and poor people in general formed single-parent families that virtually
guaranteed they would remain poor no matter what happened to the economy Yenat

1S causing what?

UnerpLOYMENT AND CAuses: THE Case oF Brack Jos Acouisition

Let me take up this question with regard o one of the most obvious culprits
for the end to progress against poverty, incressing unemployment ¥ho lost what
kinds of jobs, when? ¥ho gainecd? To what extent can we at least take comfort
that the increases 1n public asststance programs had just beer put 1n place when, by
nappy cointrdence, the need for them began to 1ncrease?

First, consider the nature of job creation 1n the United States during the
1950s and 1970s Figure 4 shows the growth of Jobs broken down by rece it1s .
presented to emphasize 8 fact thel 1s too often forgotten in the discussion of rsing
unemployment some pecple were nct getting a prece of the pie, but the pretself

was growing very fast
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Cumulative
increase in the
ne. of jobs (in

millions}.
Baselioe: 1959

1960 1965 1970 1975 1920
Year

Scurce  Department of Labor, Employment and Trawmng Report of the Presidant

1980 (Washington  Government Printing Office, 1981), Table A-2¢

figure 4. Jou Creation trom 1960-1980

As Figure 4 shows, blacks as well as whites increased their totsl number of
Jjobs But there was a curious pattern in the nature of the Jobs they got 1 begin
with higher-skilled jobs, using the Labor Department'; categories ot white coller
and "craft and kindred” Lo represent such Jobs 12 Figure 5 shows the relative

success of whites and blacks 1n impraving apan their situations as of 1359

Y The b categeru ot ‘uperstiies might sleo be s et Sume ar s elenents (r 1 hesvy rqnpment
ugrrators) call for spenahized shitls f1sa bardertine yudaemerd T Tudtng 1f doss not hangs the netyre
JUthe resylts ulacks got g very gl proporhon ot the rew uperanve "ot that ' ere cregted Sere Tolile
1 below
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Source Department of Labor, Employment and Trankg Report of the Preswdent,
1990 (¥ashngion Government Primtng Office, 1381), Table A-20 “Skilled™ 13 the
sum of workers 1 the white collar and "craft & kindred” categories

Figure 5. Acquisition of Skilled Jobs from 1960-1980, by Race

Figure 51s expressed in terms of perceniage incresses, which 1s the best
way of understanding how blacks did reistive to the size of their population But
black progress looks 'mpressive 8s well when the numbers 8re exprassed in terms
of rew number of Jjobs Overall, blacks gained & net of 40 million jabs in the
skilled-job categories Contrast this with Figure 6 below, calculated in the ssme

fashion, for low-skill Jobs
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Source Department of Labor , Employment and Trawning Report of the Fresident.
1980 (Washington Goverrment Printing Office, 1980), Table A-20 “Low-skill”" 15

the sum of workers n the nonfarm lubor and service catedories

repeat 1t an Figure 7, using raw numbers of jobs

Frgure 6. Acquisition of Low-Skill Jobs from 1960-1980, by Race

Through 1965, blacks continued to acquire new low-skill jobs as tast &3
whites did Then they stopped doing so  The ecancmy continued to generat. such
jobs, in very large numbers Many of them passed invisibly into the hands of
1legal aliens But evenif we limit the data to the viciblr obs for which blacks
and whites were competing, the black record 1s dishesrtening Lest 1t be thought

that Figure 6 reflects an artifact created by the use of percentage increases, |
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Source Department of Labor, Employment and Traming Report of the President,
198Q (Washngton Government Printing Office, 1981), Table A-20 "Low-skill" 1s
the sum of workers m the nonfarm laoor and service categories

figure 7. Numbers of New Low-Skill Jobs from 1960-1980, by Race

From 1959 to1980, the econorny generated 6 2 million new low-skill jobs
0f those, blacks had a net gain of 231,000 All of that net gain of 231,000--
indeed, more than that net of 231,000-- had been obtained during the periad
1860-65 After 1963, t1acks Jost a net 117,000 1n the vow-skill categories, at
the same time that whites were acquiring simoest 49 milion!3 Those of us who
disagree on why things happened may nonetheless agree n one ungemable fact
something happened to change either the behavior of blacks, or the behavior of

employers, or both what might thic “something™ have been?

13 1t should be noted that these figures all refer to nonfar m Jobs, fo svmd confounding with the effects of
the loss of agricuitural jobs
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A DIHiNSHING NEED?

The need for jobs for low skilied olacks would seem to have been grester
than ever before The employment s1tuation among young blacks, thosa who were
most likely candidates for low-skill jobs, was deteriorating rapidly Even suring
the boom economy of the Yietnam War from 1965-69, biack teenage unempioyment
never dipped below 24 percent '4 The employment position of young biacks relative
to young whites actually worsened during the boom A black/white teensge
unemployment ratio that had remained stable at approximately 18 to | during the
early 1960s increased in & singl2 yeer, the boom year of 1966, from 2010 i to 23
to 1, where 1t steyed for the rest of the decede Meanwhile, a gap wes also
apening up 1n the labor force participetion of white and black yonth !5 There was

ample need for fow-skill employment among blacks after the nud- 1960s

THe AMBIANCE OF THE SIXTIES?

Menial jobs are demeaning such was one of the discoveries of the 1GA0s,
and 1* may be hypothesized Lo have affected black attitudes toward low-peuing
Jobis more than 1t efrected white attitudes, primaniy becsuse of aspects of the
black pride movement | will not try to1dentify the extent of these chenges, but
two observations seem relevent One 15 that heightened black pride Sould &» easily
be.expected to produce s trame of mind in which blacks were defermined Lo be
rdecendent--the immigrant syndrome ‘vhy shonid we think it natural that rising
black prde would produce & preterence for no job to & mental Job% A second
observation is thet in this case attitudes do not enac!s behavior Any of us might

naturallu orefer 1eicure ta a memal 1ah1f wa had the chaice—our "attituda’
- .

id Unless otherwise specified these and other labor force data are taken from Bureau ot Labnr Statiziies,
Labor Farce Stahistics Dervved from the Cyrrent Population Survey & Datsbook, solume | (astangton,
OC Goveroment Printing Office, 1982)

15 Murray, Lowpg round, pp 75-8
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toward such jcbs might be very negative But we are uniikely to act on that
attitude untess we have an alternative Yery few of us will choose to starve
rather than accept an undesirable Jcb The reforms of the the 1960s are most
accurately seen in this arena as a facilitator for behavicrs that are always

waiting to happen, not as changes that provoked strange new ways of acting

Toe Basy BoorErs?

Tre changes might be explained by the enormous increase that took place in
the s1ze of the labor force Professor John E Schwarz, writing in Americe's Hidden
Success, has gued that the “crowded generation™ entering the work force from
1965 onward is to blame '6 The causal mechsnism whereby the baby boom or the
influx of women into the labor force produce these effects is competition More
whites sre in the job market Given a choice, employers hire the more attractive
candidates, who tend to be white--either because of superior prefaraticn or simple *

racism The job market 1s perceived as & queue in which blacks stand at the end

In Losing Groung, | suggested that such expianations are inedequate because
of the peculiar timing of the changes 1n behavior The gap in labor force participa-
tion did not open up during & time of economic Slowdown, but during the boom years
of the 1960, when jobs were being created faster than even the baby-boomers couid
enter the labor market Also, f the baby boomer hypothesis is to be accepted, it
must be explaned why older placks did well They, after a1, tended to be poorly
educated, they had grown up 11 an era of open racism, and were without even the
asset.  youthful vigor and flexibthity They should have bean most vulnerable to a

changing economy and to ncreased competition from the baby boom and women But

16 john £ Schwarz, Amer ICCeS:
York W Norton, 1983), pp 124-30
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elder blacks continued to improve their emplagment pasition long after the position

of young blacks had deteriorateg!?

The sweliing tabor ferce hypothesis 1s susceptible, however, to more direct

treatment than i presented in Losing Ground insofar as 1t imphes that increases in

the s1ze of the iabor force are acsociated with tne deterioration in the employment
position of bleck youths Has this been the case? Have, in fact, 1ncresses 1n the
number of persons competing for jobs been associated with the increase in the gap
1n black-white labor force participation r the increase in the black-white

unemployment ratiu?

If 3 relationship exists, 1t 1s not tmmediately appsrent From 1955-5C the
labor force tncreased at @ mean of | 7 mithion persons annually, and the range of the
annuai 1ncrease was great, from a low of 155,000 in 1962 to s high of 3,242,0001n
1978 But there 15 no direct assoc1ation between the size of the increase from yesr
to year and the changes in the unemployment and LFP gaps between blacks and
whites Using data for the period 1955-80, the correlation of the annusl changes in
the s1ze of the labor force with the corresponding change in the size of the
black/while LFP gap among teenagers 1s effectively zero (+ 03}, as 1s the
correlation with changes in the black/white teenage unemployment ratio (also
+03)'8 Black teenagers did not experience greater employment problems 11 year~

with the farger increases in the labor rce

A more useful representation of change in labor force size is one that takes
the Job-creation performance of the economy into account The indicator 1n this

nstance 1s "net wark-ceekera” tha HEAF'S Increaca tn the 130 of 4 Tabas faeon

17 Murray, Losing Ground, pp 72-4

18 pearson [ us1ng annual changes 11t total c1viltan labor force, black /white unemployment ratio for 16-
19 year -oids, and the bleck-white percentage gap 1n LFP for 16-19 year-olds “Bleck” in all cases
denotes "black and other ~ It should be noted that comparable resuits obtain when the change 1n 126 of the
1sbor force i3 expressed a3 8 percentoge v wraese 1notenc of & raw numerical incresse
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minus the year s change in the number of employed persons A posttive number thus
represents more n2w work-seekers than jobs and § negative number represants
more new jobs than there were new workers to compete for them

Again using the experience from 1955-50 for black and wh.te teenagers
(ages16-19), the data do not 11l expectations In fourteen of these years, the
increase in the number of employed persens exceeded the increase in the labor
force, yet 1n 12 of those 14 years, the gap i labor force partictpation increased
In 11 of those years, the unemployment ratio increased Overall, the correlation of
“net work-seekers” with annual changes in the labor force participgtion gap was -
02, the carretation with first difference in the unemployment ratio was strongty
inverse (- 53) Some of the worst detertoratinon in the black employment situstion
relative to whites occurred not when there was a shortage of new 1cbs. but in the

years when there was a surplus

we mey also explore the hypothests that 1t was specifically the increase in
the number of teenegers, not general ircreases, thet affected the indicators 1n
guestion Here too the bivariate relationships remain low The correlstion of the
first difference in the size of the teensue population ages 16-13 with first
difference 1n the gap in LFP 1s + 16, with first difference m the unemgloyment ratio,

+06

Space does not permit extension of these numbers to other age grs 4ps. nor
w1l | attempt to develop more complex madels here | will feave 1t as an
assertion (one that can be readily explored from data i1n the appendix of Lgging
Ground) that the weskness of the relationship Detween the 1ncresse tn the labor
force, size of the teenage cohorts, and tha 13bor force behavior persists across age
groups and across sexes This does not mean that (hanges in these demographic
variables had no effect at a1l | would expect that they did, and that a weli-

specified model will reveal such independent effects The question s whether the
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relationships have much explanatory power, and to this the answer so far seems to
be “no " The more complex modelling that has been done t- date supports this
conclusion 13

Tue Ererovers” Famv?

I have been suggesting, here and 1n Losing Groung, that the posture of Tow-
Income persons toward jobs changed It was “their fault,” if one wishes to put it
that way, that they were unable to acquire at least some proportional number of
the low-skill jobs tha' were being created Another possibility is that the
competition for such jobs was not only numerically too great, but qualitatively too
great

To exemine this, et us return to the successes and fatlures of biscks to
acquire Jobs during the period-1960- 1980, bresking down the job cetegories more
precisely Given the queue explanation of the deteriorstion in the employment of
blacks--that blacks were at the back of the line--what proportions of these new _
jobs might be expected to have gone to blacks? Or to put 1t enother way, for which
of these job cetegories was the competition from the infius of white women and
baby-boomers most intense? | invite people Lo answer the question before

examining Table 1, which shows the proportion o! the new jobs acquired by blacks

Y9 ML Wachter and [ Kim, Tiine Serres Changes 1n Youth Jublecsimss,  unpubhished manuscrip.,
Umversity of Pennsylvams, 1979
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Table 1. Percent of New Jobs Obtained by Blacks

White Craft ©  Operatives fonfarm Service
Collar Kindreu Labor
4960-65 1.4 16.0% 16.6% 11.3% 24.8%
1965-70 18.0% 18.2% 63.5% (10.4%) {9.1%)
1970-%5 17.6% 12.7% nfa 3.9 %4
197%-80 14.9% 15.8% 30.9% (4.2%) 13.6%

Open figures refer to the net increase 1n black jobs during that period expressed as a
percentage of all new jobs in that category during that period. Figures in parentheses
denote a net loss of black J0bs, expressed as a percentage of the jobs in that category
held by blacks in the baseline year.

* The ramber of jobs 1n the "operatives” category decreased during this period.

Source: Employwent and Training Report of the Prerident, Mashington, D.C.: Goverrment
Printing 0ffice, 1931), Table R-20,

Table | recapituletes from another perspective the trends shown tn Figures 6
and 7 “Blacks and others™ constituted roughly 11 percent of the poputation in 1960
and 14 percent 1n 1380 Applying th1s information to Tabie 1, it may be said that in
the early 1960s biacks were acquir ng at least their share of new Jobs 1n every
category of employment | suggest that after the md 1960s, blacks got thewr jobs
where the competition tiom daby-boamers and women was greatest, and lost jobs
{or farled to acquire their proportional shared where the competition from baby-

boomers and women was leat

Consider the loss of black jabs 1n the nonfarm labor category, a trend that
persisted from the mid 1960s through 1980 ‘Were women naturally so attractive to
gn*onhsl gmplrjgerg? wimen alen had tn fight dierrimnatinn pcnpmﬁng in the
nonfarm 1abor sectar For nonfarm labor and service }obs inyoiving heavy wvork,
women were 8150 at a compehitive disadvantage because of s122 and strength Nor

can 1t be assumed that employers qave preference to job candidates who had extra
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academic or other credentials--"overqualification” can be as much of a handicap a3
other forms of discrimination. The notion that an employer, given the choice, would
naturally rather hire 8 white woman or a college-educated white than a young,

poorly educated biack for low-skill 1abor s not necesserily valid

On the face of 1t, biacks competing for the skilled 1abor and white-collar
positions would seem to have faced the most severe obstacies in a repdly expar.d-
Ing labor force The higher the skill, the more hikely that licensing restrictions and
union rules impeded black entrance into the workplace20 Blacks seeking
professional positions faced a burgeoming pool of white competitors who had gone to
better colleges and had higher grades and test scores 2! Why then did blacks do so
well in getting their share of the mgher-skill Jobs while doing so poorly in the
lower-skill jobs? Affirmative action? But blacks were doing well 1n all job
categories in the early 1960s, before the affirmative action legistation and court
decisions were made They continued to do well 1n the late 1960s in the higher-
skill categories, before the Equal Employment Opportunity Commission had begun to
wield enforcement powers and before “strong™ affirmetive action (quotas) had bejun
to take hold

It may well be true that beginning 11 the mid- 19605 employers did tend to
favor whites, women (or Asians) for positions that formeriy tended to go to
blacks, but not necessarily because white employers were waiting for the
opportunity to express their racism Rather, ! argue, job-seeking behaviors and
Jn-the-job benavior were changing in ways that made the youths from work.ng-
class and m1ddi>-class families mure attractive employees than youths from the
boorest seaments nf the rammumtil Thie gvplanatinn | choyld add 4mehine o

specific prediction Microeconomic anatyses of the employment experience of

20 S Walter Withams, The State Agatnat flacks (New York McGraw-Hil, 1982)
21 Charles Murray, “Affirmative Recism,” The New Republic, 31 Decernber 1984, pp 18-23
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black youths from biue-collar and mddle-class families will reveal that they
araurey and held 1ow-pauing 10bs 8t rates approaching those of whites Similar
analyses of the experience af poar white youth will reveal that therr patterns of

low-sk11l employment are similar tn those usually associated with black youth
Txe ROLE OF THE CoC1AL PROOGRAMS

| began by potnting to the Sugden end Lo progress A93inst poverty among the
working-aged A common expianation for the end to progress 1$ that unemploy-
ment among poor Peaple has risen, ergo poverty could not continue dropprng ! have
then tried to match this explanation against a puzzling, complicating phendrrenan,
the apparent inab1lity of hlacks after the mid- 1960s Lo compete for low-skill
jobs AN of this is anexample of the kind of enalysis that | believe has been 00
uncemmon in recent appraisals of social policy We have tended to cry out or
“Unemployment™ or “Inflation™ or "Racism™ as explanations for why things have
gone wrong, when these are not 0 much explanations as incgntations The more

they are 1ooked 1nt0, the less they explain

But this brings us Lo the question that 1s behind the hearings todey What do
social programs, and specificelly the pubhic assistance programs, have to do with

the end to progress? In Losing Ground, ! teke Lhree Chapters to describe my

interpretation, | will be much more brief here, but | must warn also that | will be

cutting corners

The effects of social programs on unemployment can be most easrly con-
veyed by thinking 1n terms of 8 young man or woman Nving In the 1nner city of
washington D C today, where unemplaoyment rernains extremely hign cespite Lo

years of & Qrowing economy %2

227he DC teenage unemployment average for 1984~ -3 yesr of Mgh econome Irowth--was 36 5

percent Buresu of Labor Statistics, Geograpme Profile ot Employroeat 3nd Unemployrment, 1974
Bulletin 2234 (Weshington, DC Government Printing Gifice, 1 985)
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Jobs are avatlable--large numbers of Jobs, requiring few skills Across the
river in Virginia, there 15 even a pronounced labor shortage why then do so many

rematn unemployed?

The most common explanation 1s that the jobs are too far away It can take
an hour or two to get to them on public transportation Of course unemployment in
the inner city remains high despite 8 labor shortage across the river, we are told,
because the Jobs are too hard to get reach via pubhic transportation A person

spend as much 8s twelve hours away trom home for an eight-hour, 10%-pai;ing job

Tms explanation and the generally uncritical acceptance of 1t 1s 8
fascinating commentary on the elite wisdom about social pohicy To see this, stop
for a moment and consider how preposterois that explanation would have sounded
to our parents and grandparents For that matter, it 1s useful to ask oreself how
miany of one’s middie-ciass acquaintances routinely spend & few hours each day
(perhaps even on public transportation) commuting to and from work? How many
are routinely at work or on the way 0 and from work for & total of twelve hours 8
day? How many have uprooted their famiiies at one time or another, perhaps
seversl times, and moved them across the country in order to take o job? It is
curious but true that public poticy applies a double standard what Is reasonable
and usual behavior for the middle 1ass has come to be considered cruel snd
unusual for the poor This double standard has been pervasive in the w3y we have
developed social policy since the 1969s, whether the topic is employmert or
education or obeying the law or standards of personal responsibility for one's
behavior No other single factor explains more sbout whiy we constructed soci8l
PrOgramI NG way W ST, SOmMINIIErad Whem 05 w8 3i aud {usiered su many
unhappy outcomes Tha double standard has been nowhere mere divergent, and
more inturtous to the poor. than in the attitude of affiuent whites toward poor

blacks
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But tet ue sccept for the moment that the net pay for one persan 15 Smiati
why not have two or three peeple from the famiy get 1abs and pool their wages,
thereby producing a handsome net take that puts the formerly unemiployed family
well above the poverty line? But that solution 1s hard to implement unless
families consist of hushands and wives It 1s hard to 1mplement untess chiidren
have fathers serving a< role models  These are not appropriate e<pectations to
have of the typical paor family 1n urban Amenca The tightly-knit, interdependent
family has storically been the tndispencable instrument for coping with poverty,
1n America and around the warld But now there are alternatives 10 the spouse &
a helpmeet, alternatives o the parent as a provider alternstives to the child asan
Insurance policy of ane s old age, and those alternatives are inlarge part a direct
creation of the pubhic assistance programs To expect targe numbers af Anierican
noor to cope with unemployment as a famiiy umt 15 now unrealistic 1t did not

ysed to be 2%

If transportation 1s inadequate, why not move to where the jobs are? For
one thing, there 13 Loo little low-rent housing 'why s there co hittle Tow-rent
housing? In part, because enyone who builds low-rent housing 1= hikely to lose s
money  Rent cantrol 1n many locations means that the rent cannat be changed to
keep pace with neing costs Tenants who do not ray can avord eviction for many
months If ane screens Ltenants to keep out the bad risks, one 15 1n vialation of

non-discrimination statutes snd 3 sitting duck for 8 laweunt

Let us assume that housing 15 available Moving can still tie far too
pxpensive if one lives 1n subsidized housing Better to stay tn the cheay

apartment jobless than take 3 low-paying job and pay the market price 1or

ZZ¢gr an example of hove recently we could sxpect differently, 3se Joseph D Mouney, "Ur ban Paverdy and
Labur Force Participation.” dmerican Economag Review 57 (March 1967} pp 104173 proveching
reductions 10 poverty Fased an hstorical experience and bvn-tmome famalies among the urban foor
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houstng Unemployed poor can have a vested nterest i nat investing in their

futures

Let us assume that the unerpioyec youth does go out to seek a job Often,
he will not get 1t He 15 unable desl with numbers well enough 1o be a cashier He
does not have the basic 1snguage skils to be & sales clerx Why not? Because
while he has & dipioma, and went to a schonl with 1arge grants under Title | of the
Elementary and Secondsry Education Act of 1965, he will not have Tearned these
most basic of skills Why not? Fore meiange of ressons that, among many others,
include Supreme Court decisions on due process for students, an elite wisdom that
dectded 1t was wrong to compel students Lo absorb the habits and values of the
majorily middle cless, and an Office of Educalion that used 1ts control over the

dispensation of funds to implement that eiite wisdom ’

A 1]

Finally, 1et us sunpose our unemployed young person does get & job He
makes, let us say, $4 an hour He works hard, goes home with ms $32 for the day,
less transportation costs ang withholding, and has to zxplain Lo his friends why he
Is willing to work for such chump change when they can make many times that,
with much Tess effort and very Jittle risk, deahing a little dope or fencing stolen
goods

My pornt should by now be clesr Tre public sssistance programs of the war
on Poverty did indeed contribute to the kinds of dynamics that produce dependence,
but 1n my description there 15 also 8 tangle of other factors How can chenges n
the AFDC progrem be blamed for the collapse of inner-city education? How can the
food stemp program be biamed for the drastic change that occurred 1n law
enforcement in poor communities? How can Medicald be biamed for rent control?
The - ri1s Theycen't There 1s no single demon tu pleme, end no single f1x

t, aut things right agein
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This 16 3 message that has gotten last Somehow as | fearis represented n
today s testtmary, 1t has become an article of fatth that the controversy about
social programs that Loging Ground help>d *.+“iame can be resolyed by using the
amounts of money spent on such programs 3s the independent variable in
regression equations Withall respect to bota Professor Gottschalk and Professer
Gallaway, | must potnt out that their formulstion of the Murray hypotheses ere not
mine, and the'r tests, whether they produce resuits that are wnterpre*2d as
favorable or unfavorable, are not ones that Losing Ground would Justify In
summing up the nature of the relationship between social programs and the many
ways 1n which the poor have been l0s1ng ground, perhaps 1t 1§ appropriate to cite
not what others say | s31d, but what | actually said when | summed up the argu-

ment 1n the book

The discrete empirical links belween Changes ia £2nctions for Crime and
criminsl behavior, between changes 17 school rules snd Jearaing, or between
changes 1n welfare pelivy and work effort are essentisl biis of the puirle, but
they are also too tightly focused None of the 1ndrvidual liaks 15 nesrly &s
importat. as the sggregsle change delveen the world 1n which & poor youngster
grev up 1n the 12508 and the one 10 which beor she grew up 1n the 19705 Al
the changes 1n the 1ncentives pointed 1n the same &1 rection It was easier to get along without 8
job It was essier for 8 man to have a baby without being responsible for 1t, for a woman to heve
a baby without having a husband [t was easier to get away withcrime Because 1t was easier for
others to get away with crime, 1t was easter toobtain drugs Becauss 1t was easier to get away
withcrime, 1t was essier to support a drug habit  Because 1t was easier to get along without @
job, 1t was essier tognore education Because 1t was easier to get along without a Job, it wes
easier to walk awsy from 3 Job and thereby accumulate a record 83 an unrehable employeee

In the end, all these changes 1n behdvior were traps Anyone who gets caught often enough begins
going to )81l Anyone who resches his mid-twenties without 8 record 83 8 good worker is
probably stuck for the rest of s life with the self-fulfilling prophecy he has set up--1t1s
alresdy too late for him to change the way he thinks about himself or to get others to think
differentiy of mm  Any teensger who ks children and must rely on public sssistance to support
them has struck 8 Faustian Pergatn with the system that nearly ensures that she will livein
pave-ty the rest of her days The Interconnections among the changss 10 1ncentives | have
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described and the behaviors that have grown amnng the poor and disadvanteged are endless So

8ls0 are their consequences for the peaple who have teen seduced 1nto long-ter m disaster by that
most human of 1mpulses, the pursut of one’s short-term best , ~terest (Emphasis added) 24

How easy fi1xes would be 1f only the problems were as simple as a weifore

benef1t thet 1s shightly too high, or g Jobs program that was slightly mis-designed
They are not

HAT IS TO E?

The Subcommittee asks which programs have be~n most and Jeast
successful | emreluctant (o try to enswe; that because some af the jeast
effective programs (I Fave 1n mind <2 t01n of Lhe traiming and educationat
progrems) have not been necessanlyineffective | amreluctant as well because |
am not convinced that bad programs are 1mpr oved by small reductions In

formulating new poticy, | think we would do well to opply two guidehines

One 15 that & consensus for msjor reforms of the social welfare system
does not exist, and ottempts to force the pace will probably be counterproductive
Most policymakers snd e mejor ; of the public alike are sti] convinced the woy of
compassion h1es 1n doing more, nat tess Because of this, I personally would favor
giving 1n (up to 8 point) to pless for more food slamps, more generous Medicaid
coverege, higher AFDC benefits, more public housing units Let us give therr
advocetes one more chance  And when for some perverce reason the number of
hungry people keeps incressing, the number of babies who need those AFOC checks
keeps incressing, and the number af unemployed and unemployable youth keeps
tncreasing, perhaps some dey we will be able to cunfront squarely the need for

major reform We ara not ready yet

24 Murrey, Loming Ground, pp 175-6
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The second guideline is to do what we can for those low-income famtlies
who have been trying to everything right--hold a job, educate their children, obey
the law, be good citizens--and have been punished by policies that have catered to
the least deserving2S Let us provide them with phystical safely for themselves
and their children--from violence, from theft, from drugs It is probably the most
far-resching benef1t we could give them, and one that we have been most remss 1
withholding Let us provide them with schools that teach chiidren who are ready
and withing to learn The easiest way, 1n my view, 1s the educational voucher,
giving to poor parents the same power to reject the public schools that affluent
parents in urban America have already exercised so widely Let usnCrease
training opportunities for youth--witt 2 first siots open not to delinquents or to
drug abusers, but to the youths who are aiready holding down jobs but want to do
better Wwhen we do attempt programs to help the delinguent, drug abuser, or
teenage mother, et us try to find ways to use the energies and capabit‘ties of
Jocal 1nstitutions--"mediating structures,” as Richard Neuhaus and Peter Berger
have called them--rather than continue tha 1ifeless efforts of government
bureaucracies 26 These steps will not do much to help the underclass, but they will
do some:hing to help those who ask oniy a chance They have been pushed aside far
too fong

Thank you

<5 Tiys theme has frequently and eloguently been expressed by Professor = Thomas Sowell and '\ falter
Wilhams

26 pater L Berger and Richard John Neuhaus, To Empnwer Feople The Filg of Mrdistirg Struntures in
Pubhic kolicy {Washington, DC  American Enter prise Insutute, 1977)
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Senator Symms. Normally in the JEC we operate under a 10-
minute rule, but since we have two Members of the House here
and one former Member of the House, we will go into the 5-minute
rule. I might say that all of the witnesses got through in about 45
minutes, 8o you came pretty close. I compliment all of you for help-
ing us move the hearing along and get the basic thrust of your po-
sitions on the record.

There have been some very contradictory comments made here
this morning.

Mr. Greenstein, you made a statement that bordered on being
outrageous about the current situation with regard to revenues.
You are certainly aware of the fact that the revenues to the Feder-
al Government have been going up every year, aren’t you? Did you
mean to leave that implication? The Federal Government ge's
more money every year than it has in the past year. We have had
a constant increase in revenue flow to the Treasury and the per-
centage of the GNP that comes to Treasury is almost 20 percent
now.

Mr. GREENSTEIN. Senator, we could have a long discussion on
this. Let me simply say that, sure the revenues are going up now,
because the economy is on the upside of a recovery cycle. Business
investment as a share of GNP, however, is lower than it was, in
the Carter years; and personal savings, which were supposed to go
way up, are actually at some of their lowest levels in decades. In
addition, the promised supply-side revenue boom did not material-
ize, leaving us with record deficits. I think you would find that
most mainstream economists would view the economic experience
of the last few years as largel disproving the supply side claims of
1981 rather than supporting them.

Senator Symms. I am glad you said that even though I might not
agree with you. There is an article on the subject of this hearing
this morning in the Washington Times, which is probably Ameri-
ca’s finest newspaper, which refers to the “unhelping hand of gov-
ernment.” I am glad to have this all on the record and have those
of you here that have a different point of view.

would like to hear from Mr. Gallaway. I only have 5 minutes.
We can go around twice this wa]y.

Mr. GaLLAWAY. I have a couple of very quick things to say.

Senator Symms. About that point?

Mr. GALLAWAY. Well, about a couple of points. One is to correct
an erroneous impression about the analysis that I have reported. |
realize that Messrs. Gottschalk and Greenstein have not had access
to it, but if they will take the time to look at the technical analysis,
they will discover that the very factors that they say explain every-
thing are fully controlled for. There is an unemployment rate and
an income variable included in every one of the regression equa-
tions that generates those poverty-welfare curves. So thcir claims
that we have not adequately controlled for unemployment or gen-
eral economic conditions are jusi not true. They are controlled for.

Incidentally, those relationships shift violently in 1972, and I will
show you the regression equations.

As to the gratuitous remarks about the Laffer curve, I will
debate the validity of the Laffer curve anytime, anyplace, with Mr.
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Greenstein. I don’t think this is the appropriate forum. He knows
not whereof he speaks.

Senator Symms. What you are saying is, if I hear your correctly,
that the economic growth rather than transfer payment offers the
best way out of poverty.

Mr. GaLraway. The potential for growth is still there. What is
happening is the effects of growth are being masked by the disin-
centive effects that are generated by the growth in transfer pay-
ment ingome.

Senator Symms. What do you expect to happen in 1984?

Mr. GaLLawAYy. My expectation, and I assume it would be Mr.
Gotts~halk’s and Mr. Greenstein’s also, is that with the fall in the
unemployment rate you are going to expect some improvement in
poverty conditions. This would be my expectation; it would be fully
predicted by the regression models that have generated the testi-
mony I Lave reported today, because those regression models indi-
cate very strong, statistically significant, relationships between
poverty and income growth and unemployment, as well as public
aid.

Senator SymmMs. I have just a little less than 1 minute on my 5
minutes, so Mr. Gottschalk and Mr. Murray, if you want to contrib-
ute to this discussion, try to do so ver{ briefly.

Mr. GorrscHALK. Thank ou. I will be interested in reading the
study. However, 1 am skeptical.

at that graph is saying is that when you g'ive a person a
dollar of transfer that %erson will reduce their work effort by more
than a dollar. That’s the only way you can get Gallaway’s resuit.
That is the assertion behimf the graph, a dollar of transfer in-
creases poverty because people earn a dollar less. There are, I am
sure, over a hundred labor supply studie:, probably on the order of
200 labor suprlﬂostudies. I would like to know how many of those
studies show labor supply responses of that magnitude. Is it half?
Isita marter? Is it 10 percent? Is it 1?

Senatur Symms. My time is up.

Congressman Hawkins.

Representative Hawxkins. Mr. Chairman, may I first ask Mr.
Gallaway what was his answer to the chairman’s question on what
effect does economic growth have on poverty.

Mr. GaLLaAwAyY. Economic growth, as has been demonstrated all
the way along, Congressman Hawkins, has a significant role to
play in eliminating poverty. The problem in recent years has been
that its effects have been masked by the disincentive effects of the
growing levels of transfer payment income.

Representative HAwkINs. Would you say that a decrease in the
growth - ate in 1985 will increase poverty?

Mr. GaLraway. Holding other things constant, yes.

Representative HawkiNs. Your answer seemed to indicate that
you are optimistic about decreasing poverty, and yet the economic
growch rate is tending to go down, and conseguently it would seem
to me that would perhaps create somewhat of a contradiction.

Mr. GaLLaway. No, ause | thought I was asked specifically
about what I expected for 1984.

Senator Symms. In those statistics.

Mr. GaLLAwAY. Yes.

14}
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Representative HAwkINs. You did say that you expected the pov-
erty rate to go down in 1985, did you not?

Mr. GaLLaway. No. I was referring to the 1984 statistics that are
about to be released in August.

Representative HAwkINs. Let’s shift away from it then.

In your statement you indicated a new concept of poverty by
choice. What do you mean by poverty by choice? Do you mean that
individuais choose to be poor?

Mr. GaLLaway. Well, very simply, there are situations where, at
the margin, individuals will have a choice between different
income-leisure combinations. Some income-leisure combinations
will generate work effort, will be regarded by individuals as superi-
or to income-leisure combinations that involve just the receipt of
transfer payment income.

There is a marginal area, an area where these things become
roughly equivalent with a sufficient amount of transfer payment
aid. You can demonstrate this with some formal orthcdox theoreti-
cal analysis using indifference curves and the like.

Representative HaAwkins. Well, I didn’t want to get into all of
that. I think you are confusing the issue. What we sre talking
about is not some people: we are talking generally about a class.

Mr. GaLLaway. You cannot generalize that all the poor will act
the same.

Representative HAwWKINS. Are you explaining the great increase
in poverty to be one which was done by choice of individuals rather
than by economic policies?

Mr. GaLLaway. Yes. Certain leisure-income combinations that
involve transfer payment income and poverty become preferable to
other leisure-income combinations. It is a tradeoff between work
and transfers. Let’s not beat around the bush.

Representative HawkiNs. Would you say that if jobs were being
made available by the economy to individuals they would choose
those jobs rather than poverty?

Mr. Ga“Laway. Not necessarily. It would depend upon the rela-
tive earn...38 potential of the jobs and the level of the transfer pay-
ment income.

Representative HAwkiNs. What evidence do you have that indi-
viduals would choose welfare?

Mr. GALLAWAY. Oh, there is a wealth of evidence, Congressman.

Representative HawkiNs. What is it? What studies have you
made that indicate that people will reject jobs? Because all the
studies that I know about say the opposite. What studies have you
made that indicate that people would select welfare, as low as it is,
in preference to a reasonably decent job?

Mr. GaLLaway. Welfare or transfer payment income. Let me
refer to the classic incident in 1962 where this happened. The Con-
gress passed a piece of legislation which opened up to elderly males
the option of retiring with actuarially reduced benefits at age 62.
The reasoning was that no one would opt for that unless they were
in distress; they would not give up a job and take the transfer pay-
ment income because it was too low. The predictions were that 5
percent, at most, would take actuarial reductions. The reality was
that 50 to 60 percent opted for early retirement because they pre-
ferred the transfer payment leisure-income combination to continu-
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ing with their established patterns of work effort. It is the classic
case of this at work.

Representative HAwKINs. I wish you would submit that study to
the committee. I don’t have time to pursue it, but it is sort of a
strange history that you are repeating here, and I don’t know the
reliability of this, because it is thrown out, and I think it is in con-
flict with all other studies. Would you submit the documentation of
that to the committee so we will have an opportunity to study it?

Mr. GarLLAwAy. I will be delighted to.

['1‘1:3] following information was subsequently supplied for che
record:
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In the 1961 amendments to the basic Social Security legislation,
the option of early retirement, at age 62, was extended to include mcles,
as well as females. It was a seemungly munor modification, one that both

those who initiated the change and those who administered it felt would have

virtually no effect on the system. By way of background, it is important
to keep 1n mind that at the tame early retirement was introduced, it

was never envisaged as being a truly major feature of the retirement
system. Thinking among legislators and the admimstrators of the Social
Security program viewed the early retirement option as being largely a
"stopgap” program that would appeal to a relatively few individuals whose
employment was interrupted unexpectedly in the years immedrately pre-
ceding thelr normal retirement agz. In the report of the House Ways and

Means Cammittee on H. R, 6027, the bill that enacted the early retire-

ment option for men, it was st:at:ed:l

The provision of benefits at age 62 for men will help
to alleviate the hardships faced by that ¢roup of men who,
because of 111 health, technological unemployment, or other
reasons, find it impossible to continue working until they
reach 65 ..,. The plight of the older unemployed man is
particularly bad, It is, of course, worse during periods
of recession and in areas of chronic unemployment. Bven
with relatively high unemployment there will always be
individuals nearing age 65 who will lose their jobs and
find it impossible to get new ones, Adoption of this amend-
ment will make the program, to which these people have made
contributions over the years in expectation of receiving
benefits when they are too old to work, flexibie enough to
provide a degree of protection for them when they find them-
selves unable t0 get work because of conditions beyond their
control when they are getting alorg, in years, even though
tuey have not yet reached the age of 65.
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This view of early retirement daminated the actions of the Social
Security Administration when i1t came to wmplementing the Congressional
action. For example, in deciding upon the appropriate actuarial re—
duction 1in benefits, it was stated by an employee in the Division of
the Actuary, Office of the Cammssioner, writing in the Social Security

Bulletan, that=2

No allowance 1s made for the loss of contributions that
oould result from early retirement, but that loss is probably
insignificant since early retirement is apt to occur only among
those who do not have employment possibilities.

Thus, early retirement was to function as much as an addendum to
the social welfare system as anything else, being indistinguishable in
intent and function from other forms of public aid to the low income
memmbers of soclety. Then, the first cata on new entitlements under
the early retirement option became availab.e. In the period August to
December, 1961, 57.9 percent of regular currently payable new awards
were actuarially reduced and, for the next four years, that percentage
hovered about sixty (see Table 1}. There was samething of a sense of
shock and surprise that ran through the various echelons of the Soczal
Security Am\inisttation.3 Rather early on, it had become apparent that
there was a massive acoeptance by retirees, the great bulk of them
with employment possibilitizs, of the early retirement option,

With the advantage of hindsight, the inaccuracy of the general

perception of what early retirement involved is difficult to understand.

There were clues available that should have sounded alarm bells. For

example, early retirement for wamen had been put in place beginning
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Table 1

Reduced Benefit Awards Currently Payable As Percent Of
A1l Currently Payable Regular Awards,
Males, 1961-1965

Period Percent of Awards
That Are Reduced

Aug. -Dec.,

1961 58
1962 59
1963 60
1964 62
1965 62

Source: Social Security Admini-
stration.
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with 1956. 1In the first year under that provision, 31.9 percent of
regular currently payable awards of retirement benefits involved an
actuarial reduction. Bv 1961, over sixty percent of such awards were
actuarially reduced (see Table z). However, this seemed to go unnoticed,
largely because the prevailing view of the retirement system within
the Social Security Admirastration was that the absolute level of re-
tirement benefits was inadequate and that hardly anyone would "volun-
tarily" choose to retire because of the availability of the retirement
benefits under the Social Sucurity program. Put simply, the benefits
were not perceived as being a part of a complex of sources of income
available to the elderly., Thus, the persistence in regarding early
retirement as an optton that would be exercised only by thise in
extrenis,

Other evidence suggestive of a voluntary retirement response to
the presence of transfer payment incone was available. For example,
between 1947 and the late 1950's, as the retirement provisions of the
Social Security system began to have their full impact, the labor force
participation rate of elderly (65 years of age and over) males fell
fram 47.8 percent into the low thirty percent range (31,7 percent in
1959). Again, though, an involuntary retirement interpretation was put
on the data, emphasizing detertorating health, employers forcing wuck-
ers out of their jobs at age 65, etc.“l Had the people within the
Social Security Administration more properly attributed the precipitous

declire in labor force participation among aged males to the phenamenon
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Table 2

Reduced Benefit Awards Currently Payable As Percent OFf
All Currently Payable Regular Awards,
Females, 1956-1961

Year Percent of Awards
That Are Reduced

1956 32
1957 54
1958 55
1959 60
1960 64
1961 67

Source: Spocial Security Admini-
stration.
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of woluntar, retirement, stimulated by the presence, at the margin,
of retirement henefits under Social Security, they might have been
more alert to the possibility that early retirement would induce a
relatively large number of actuarial reductxons.5

The early response to the introduction of the early retirement
option was not a temporary thing. If anything, as the years have
passed, it has become more, rather than less, popular. For example,
in 1970, sixty percent of all old age benefits awards moving to pay-
ment status were actuarially reduced while, by 1980, that percentage
had risen to 70 (see Table 3). As a consequence, the proportion of
all retaired worker benefits that were actuarially reduced rose fram
39.9 percent in 1970 to 57.9 percent 1in 1980 (see Table 4). The rela-
tive handful of retirees opting for an actuarial reduction that had
been envisaged by the designers of early retirement had grown to more
than ten million by 1980.

As the result of the rising popularity of the early retirement
option, the labor force participation rate among men in the inmediate
pre-age 65 years has been on the decline. This is manifested in the
behavior of the labor “orce participation rate for males in the age
group 55.64, which has fallen from 86.8 percent in 1960 to about
seventy percent curr:ently.6

The parallels between the early retirement case and the general

poverty-welfare b f1t nexus are striking. In both rnstances, we have
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Table 3

Percent of All Awards Moving to Payment Status
That Are Actuarially Reduced,

1370-1980

Vear

Percent of Awards
That Are Reduced

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
'980

60
63
63
59
66
68
71
76
73
I
70

Source:
istration
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Table 4

Number of Retired Worker Benefits 1n Current Fayment
With énd Without Reduction For Early Retire-
ment, Aged 65 and Over, 1970-198

Number of Bene- Without With Re- Percent

Year ficriaries 65 Redur.- ductyon with
and Qvar tion Reduc-

(thousands of  Persans) tion

197 12,124 7,282 4,842 39 9
1971 12,594 7,250 5,344 42 4
1972 13,115 7,236 5,879 44.8
1973 13,804 7,344 6,460 46.8
1974 14,328 7,263 7,065 49.3
1975 14,865 7,219 7,645 51.4
1976 15,384 7,303 8,081 52.5
1977 15,964 7,265 8,699 54.5
1978 16,497 7,220 9,277 56.2
1979 17,064 7,379 9,685 56.8
1980 17,566 7,387 10,179 57.9

Source: Social Security Administration.
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programs designed to +-ensrer inca to people who find themselves,
"involuntarily"”, in econcmic distress. But, in both cases, larye
numbers of people who are not the intended beneficiaries of the leg-
1slation in question avaii themseives of the opportunities created
by these programs. There is a lesson to be learned fram these ex-
periences.
4 -
) ol
\,\ l () lj
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Footnotes

1. H. Rept. 216 (87th Corg., lst sess.), p. 5.
2, Marice C. Hart, "Old-Age, Survivors, and Disability Insurance:

Early Retarement Prowvasion:." Social Security Bulletin, Octcober 1961,

p. 2.

3. This 1s a personal cbservation based on the author's experience

as an employee of the Social Security Administraticn at this vy tame.
4. For a discussion of this issve, see Lowell E. Gallaway The Re-

tirement Decision: An Exploratory Essay, Social Security Administration,

Research Report No., 9 (Washington, D, C.: United States Goverrment
Printing Office, 1965).

5. The wish was father to the thought, though, and the available
evidence was ignored.

6. United States Department of Labor.
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Senator Symms. Thank you very much, Congressman Hawkins.
We will make that part of the record and get it in as part of that
answer.

Congressman Scheuer.

Representative ScHEUER. Thank you very much, Mr. Chairman.

Mr. Chairman, I am having great difficulty understanding what
is being said here. It is largely the incredibly poor acoustics in the
room, and I hope, with all due respect, the Senate will take the re-
sponsibility for deing something about it.

Senator Symms. I can tell you one thing. They are not all agree-
ing. I can’t hear very well either, but I can hear that well.

Representative SCHEUER. I am going to just use my 5 minutes to
ask some questions, and I would ask unanimous consent that mem-
bers may submit questions in writing also and that we hold the
record open for a week or 10 days to get answers from all of the
witnesses.

Senator Symms. Without objection, so ordered.

Representative ScHEUER. I am going to ask all of the witnesses a
few questions, and I hope to get the benefit of their indulgence and
patience.

To follow up on Congressman Hawkins’ questions, I think implic-
it in his questions there is a problem in the phenomenon known as
structural unemployment. It is perfectly obvious that we have a
residue of unemployed black urban teenage youth, to put the prob-
lem in its most stark form. It seems impervious to changes in the
economy, whether it goes up to whether it goes down.

There have been estimations that as the percentage and number
of jobs in our economy that require little or no literacy and numer-
acy skills goes down this underclass as it is developing in going to
create incredible problems in our economy and in our society. Ago-
nizing problems.

What do we do with a generation of kids who can’t seem to con-
nect with a job? Especially with the prospect in mind that the kind
of low skill jobs that the few of them have are going to decrease
virtually to the vanishing point in ancther decade or two. How
does society answer that problem of structural nemployment and
a generation of kids graduating from high schoel, many of them
having completed 12 years of elementary and secondary education,
without having achieved numeracy and literacy skills?

That’s one question, a very simple question. I will get to some
complicated ones.

I was on, and Gus was on, the Education and Labor Committee
in 1965 at the time we passed the poverty program. Gus and I were
veterans of that great struggle. We thought we were doing some-
thing very noble and wonderful. I think in some respects we were
and we did.

Can you tell us from your experience, from hindsight, from
Monday morning quarterbacking, what was good about the poverty
program and what wasn’t so good? What worked and what didu't
work? What are the lessons we should learn from it? What are the
elements that we cranked into that program that produced suc-
cess? And what are the elements, when you find ihem in the pover-
ty program, that produced waste, fraud, mismanagement, ripoff?
And all of us know that there are those elements.
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I think the Congress probably—well, no question about it. We
were too slow in providing the oversight in those programs that
would have corrected those mistakes. We treated our failures like
our successes, and we didr.’t analyze them and cut out the elements
that produced failure, and we treated our successes as we treated
our failures. We didn’t identify the programs that were really pro-
ducing pay dirt and say, boy, this is a shining light, and add more
resources to that and shore them up and extrapolate them and in-
stitutionalize them in our society We didn’t. Otherwise the school
system would extend down to 2 years old.

I went to a Head Start Program over 60 years ago. We didr.’* call
it that then. We called it prekindergarten or something like that.
Head Start worked very well. It didn’t work so well when there
wasn’t a good followup program. That is perfectly self-evident.

Why haven’t we institutionalized to a certain extent the regular
public school program down a couple of years?

It always makes me very -uspicious when people say, oh, people
at the State and local level know what is best. If people at the local
level knew what was best, why don’t all those school board mem-
bers and school board chairmen say, well, Head Start apparently is
a fantastic progam? How come all those middle class and rich
guys, all those Congressmen down there, most of whom had prekin-
dergarten, kindergarten, nursery school when they were little in-
fants, how come we haven’t given that to all of the kids in our
society?

What have we identified as the critical elements that produce
either waste, f-aud, abuse, failure, or success? I think if we can dis-
till in a scientitic way those elements out of 20 years of experience
with the poverty program we will have really done somet ing for
our country. I hope all of you will take the time and give the
thought to give us answers to those questions.

Senator Symvs. Thank you very much, Congressman.

Senator D’An.ato.

Senator D’AmaTo. Thank you very much, Mr. Chairman. First
let me commend you and this subcommittee for unaertaking these
hearings. There is much in the way of distressing information that
we learned.

I am wondering if the panel wouldn’t attempt to take a moment
or two aud respond to M. Murray’s presentation and indicate
whether you agree, disagree, and what might account for, as it re-
lated to the employment gains, the incredible gains from 1960 to
1980 that a{)parent y blacks made in the labor market as it related
to high-skill jobs. And then his account, if you don’t agree with his
analysis, that during the same period of time, particularly 1965 to
1980, as I read the graphs, the tail-off in this. Do you agree or dis-
agree with it?

We will start with Mr. Gottschalk. What interpretation would
you put to that?

Mr. GorrscHALK. Let me start off by saying that the last two
speakers have identified what is the hard);st problem, which is

what do we do with black youth. How can you get black youth back
working? I think that is a tremendously important social problem;
I think it is the most difficult problem. T work in this area. I know
that there are no simple solutions to that problem.
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Senator D’Amaro. That is in essence what Mr. Murray’s graphs
really point to. The bottom line is, hcw do we create the atmos-
phere, the opportunity, et cetera, to involve young unemployed
blacks in the cycle of life, in the work ethic?

Mr. GorrscHALK. T think that Charles Murray and I agree on the
facts. I think we disagree on what should be done. Certainly cut-
ting out AFDC for female head of families seems to me to be just
simply swatting in the wrong direction.

I think we do have some successes. They are very expensive. The
Job Corps is a successful program. The evaluations of that program
say that it works. The problem is it is an expensive program. The
cost-benefit ratio is favorable, but you have got to be willing to put
in a lot of money.

I think that those kinds of programs are exactly the kinds of prc-
grams which you should be building on.

It turns out that the evaluations do have something in common.
Womenr and youth are people who you can help if you are willing
to spend sufficient amounts of money. As I said, you spend a lot,
you get a lot in return. The question 1s, are you in Congress willing
to spend that kind of money for future returns?

Senator D’AMaTo. What about State and local efforts as well,
particularly in the area of the Job Corps kind of program?

Mr. GorrscHALK. I would be perfectly glad to see local govern-
ments do it. I agree that they haven’t been doing it. They are
strapped for funds. But I have absolutely no ax to grind on which
level of govern. __t does it.

Senator D’AMaTo. Given the tremendous amount of money that
local governments in AFDC and other programs pay—we may wind
up paying about 50 percent in my State—wouldn’t 1t behoove them
also to become involved more in the creation of these kind of Job
Corps opportunities? They’:e .:ally training programs; they're
really life experience programs. I think they pay great dividends.

Mr. GorrscHaLK. I am on record as advocating an expansion of
work programs at both the State and local level. I think it is the
way to move. I think that the American public has shown that it
prefers to give people work than to give people transfers. If that is
the way people want to help other people, that seems to be perfect-
ly reasonable.

Senator D’AMaTo. It’s almost necessary, isn’'t it? How do you
break the poverty cycle?

Mr. GorrscHALK. However, we should be careful not to have
overly ambitious goals. The evidence is that when you provide
people with employment a few of them aren’t helped at all; most of
them are helped a little bit; some of them are helped a lot. What
we should recognize is that the function of this program is to
employ this person today, give this person a job today, that that is
the end product of the program.

Senator D’AMaTo. I might take slight exception to what you said.
I don’t think that is the answer. I defer to my colleagues in the
Congress, Congressman Scheuer, who has helped initiate some of
these programs, but I think one of the reasons that the Jobs Corps
is so successful—by the way, I don’t think most Americans know
what we are talking about—is you actually take that youngster out
of that environment.
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We have complained for so many years that if the youngster goes
back to the ghetto with his pals and his buddies in these circum-
stances where, if anything, he is ridiculed, if he gets into a regular
schedule, he’s never going to do it.

If you take him out of that setting for 3, 4, or 5 months, he
begins to become part of the system of rising at a particular time,
going to an appointed task; he begins to take on basic skills, et
cetera; if they begin to train him in areas where there are job op-
portunities you will find a 70- or 80-percent success ratio in them
going out and returning back to the private sector and holding a
Jjob with that training that gives them that ability. I think that is
the finest investment we can make.

Mr. GorrscHALK. It’s expensive. But I agree with you.

Senator D’AMATO. Mr. Chairman, my time has passed. I would be
interested in hearing Mr. Murray respond. He decided not to give
us specific suggestions for dealing with poverty today, and I am
wondering if at some point in time he might address himself to
what are those specific suggestions that he did not include in his
statement.

I can’t ask you to do it on my time, but I would certainly be inter-
ested in getting your suggestions, because we need some help.

Thank you, Chairman.

Senator Symms. Mr. Murray, do ycu want to make a comment on
that?kYou can do it on my time, and then I have a question I want
to ask.

Mr. MurraAY. I think education and training is the thing that we
can do that can do a lot of good.

Senator I’AmaTo. How about the Job Corps? Are you familiar
with the Job Corps?

Mr. MurgaAy. Yes; I am familiar with the Job Corps.

Senator D’AmMAT0. What are your thoughts on that?

Mr. Murray. I would say that our training programs have handi-
capped themselves in a couple of specific ways, and I think we
could change that fairly easily.

One is, let’s start giving the first place in line not to the kid who
is a drug addict, not to the kid who has been delinquent, not to the
teenage mother. Give the first place in line to the kid who is hold-
ing down a job on \he loading dock, who has already demonstrated
he has invested in himself, he wants something better; he’s the kid
that we ought to be paying more attention to.

Senator Symms. I think Senator D’Amato touches on an impor-
tant point; the young people that are less advantaged need the op-
portunity to have a job, have the dignity of a job, have the vision of
upward mobility where they feel like they are going to have a
chance to break out of that disadvantaged position. On the other
hand, there might be some people that live in those areas that are
in a nuclear family that would say, “Yon’t worry about us. We're
not disadvantaged. We’re holding dow1. a job, we’re happy, we have
our place to live and our family together, aad you do-gooders get
out cf the way and leave us alone.”

What is wrong with on-the-job tax credits for companies to en-
courage them to hire these people and have on-the-job training? Is
it the unions that block this alf the time? is it just the politicians
in general who would rather control the program? Wouldn't the
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market be more efficient if we would encourage the private sector
| to privatize the whole Job Corps in some fashion even if we had to
| put it on a voucher system?

Mr. Murray. My general response is I think the private sector
does a better job with these kinds of thi.igs. I think if the private
sector runs these programs they are much more likely to connect
rewards with behavior, which is something the Job Corps did very
badly: The less you went to class in the Job Corps the harder they
tried to keep you in.

’ Senator Symms. I had some personal experience with the Job

| Corps before I got in politics, because we had an office close to
where my place 1s. We were desperately looking for apple pickers. I
went over to the Job Corps and had some of the Job Corps employ-
ees pick apples on a part-time basis.

I said, “Why don’t you just bring a crew over here of about 40 or
50 of these young men and we will teach them how to pick apples
and they m{l make from $25 to $40 a day?” This was in the middle
1960’s. “They can put the money in the bank and then they will
have that savings account and they will have that pride of having
it.”

The Government wouldn’t let them do it because it interfered
with the bureaucratic program. We could never get them the jobs.

| In every fast food place in northern Virginia right now there is a
| sign up that says, “Help Wanted.” Wouldn't it be to the advantage
of our society to hire the unemployed young people in the District
of Columbia, even if the tax credit that was paid to the company
padd their transportation costs or something, and to let them go
down to northern Virginia? They can ride the bus down and work.

Mr. MURRAY. | am afraid that what you find happens when you
do that is 2 weeks after you have provided the job, cajoled some-
body into taking a job, that you have a large number of those that
aren’t there anymore.

Senator Symms. Are you saying the reason they are not there is
vecause life is not too bad on the welfare program, or what?

Mr. MuRrraY. Because of a lot of reasons of which thut is one.
You have a phenomenon which is simply a factual one. You know,
when you have the line around the block applying for the 30 jobs
that are open, and it gets covered in the evening news. Well, you
can go back to that place a few weeks later and ask of those people
fvhfo stood in line, how many are still in the job? You find relative-
y few.

The reason is, I think, that we have misconceived what is going
on here. It is not that you have the lazy bum out on the street that
doesn’t want to work. He does want to work. He has some image of

| that. But he also uvesn’t have a lot of the other things going for
him he needs. So he gets a job and it’s a tough, dirty job, and it’s
not very much pay and his friends tease him about it. So he says,
;vell, I;Ln going to quit that one, but I'm to get another job later. So
e quits.
| But what happens is, in the critical age from 18 to 24, let’s say,
| you have that sporadic on-again-off-again behavior, when what you
need to nave at that point for people with little education is a
steady accumuiation of a job record so they get a little bit better as
they go on, they get on-the-job training, they get a chance to do
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something better, they get into a more secure industry, and by the
age of 24 they are part of the work force.

What we have done with sur welfare programs is not created a
iot of contented lazy bums; what we have done is created short-
term decisions at that young age which locks them into poverty.
They reach that 24th birthday and they have nothing to show an
employer, they have no work habits, they have no skills.

Senator Symms. So what is the answer? I've never met anybody
that wanted to be poor.

Mr. MurrAY. Absolutely.

Senator Symms. Most people I've met want to better themselves.
Human nature is that one would prefer to do that. If a y makes
$5,000 a year, he wants to make $10,000; if he makes 10,000, he
wants to make $20,000; if he nakes $20,000, he wants to make
$40,000, and so on. What is the answer to that? Is it the family
problem? Is that what you are saying?

Mr. Murray. The way to make him hold on to that job that is
going to lead to something better longer down the road is a necessi-
ty. I am not, by the way, talking about a culture of poverty. I am
asking us to think about things we did when we were 17 and 18
years old.

Senator Symms. Lawrence Welk said we should repeal the child
labor laws. Would you agree with that?
hxr. Mugray. I don’t want to go on record with a snap answer to
that.

Senator Symms. I didn’t mean to put you on the spot. He made
quite an argument on television one time that we don’t get people
staried in the habit of working at a young enough age. Farm kids
all <o because they all go to work on the farm, but there are less
and less of us from the farm nowadays.

Mr. MuRraY. When I say “necessity” I mean it. The thing that
creates respect for low paying jobs, tl‘;e thing that creates the at-
mosphere in the community that you are proud of Johnny because
he holds a ,Lb and you are not proud of Dick because he is not
holding a job, is the fact that holding a job is absolutely necessary
to the survival of the family and the community, and that implies
gettin% rid of a vast range of support programs, and then we are
right back in the problem we asked earlier: But what do you do
with the people that are already in that situation?

So if I am doing no more than reciting a dilemma, I apologize,
but there are no fixes short of major reform in the way of creating
ar;eater necessity for young people to get in the work force and stay

ere.

Senator Symms. I think my time is up. If there isn’t someone
burning to say anything to answer that, I will yield to Congress-
man Hawkins.

Mr. GREENSTEIN. I woulu just say that I think that the approach
you are suggesting is not an alternative to the Job Corps. I think
the Job Corps does some very important work and is successful
with a certain portion of its enrollees who, in the absence of that, if
you simply do the tax credit you're talking about, aren’t going to
show up. After Job Corps they may. I think that the kind of idea
that you are suggesting is something we really should explore.

Senator SyMMs. Maybe merge them?
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Mr. GReeNsTEIN. They could be two separate elements.

Senator Symms. What I mean is be more flexible with the Job
C}?rps, not be so hidebound to the regulations that emanate from
them.

Mr. GREENSTEIN. I am actually saying something different. I am
saying you can leave the Job Corps, or you can expand it, which I
would favor. The Job Corps is never going to cover more than a
very small fraction of the youth we are talking about. part of what
we need to do is not only create more incentives for employers to
hire these people, we have to create more jobs for these people.
There may be a bunch of jobs in northern Virginia and there may
be jobs on your apple farm, but there are many areas of the coun-
tcy where there aren’t enough jobs for those people.

On the one hand, the past experience shows mixed failure in
using tax credits in the private sector to actually get them to
create more low wage jobs, but I don’t think we should write the
effort off for that reason. We have to find a way in many areas
both to create more low-wage jobs and push these people into them.
I don’t think we can simiply assume that all the jobs are there.

The other thing I would say is we also need to improve the incen-
tives, the rewards from taking these jobs, and one of the problems
right now is how heavily we tax people below the poverty line that
take low-wage jobs.

I do think that the part of the President’s tax program that deals
with eliminating income tax for people below the poverty line and
expanding the earned income tax credit is very important. Unfor-
tunately, the one group under the President’s program that still
pays taxes even though they are below the poverty line are single
individuals like young males that we are talking about.

I would like to see us find some way to restructure the earned
income tax credit so we can both reward these young individuals
who work more as well as larger families, which would be profami-
ly. If you are a large family, you can be below the poverty line and
not get the earned income tax credit because it is not family-size
conditioned.

I think the evidence is strong, as Peter Gottschalk says, that
public assistance isn’t the big factor here. Most of these black
youth we are talking about are not eligible for public assistance in
the first place. They can’t go on AFDC.

We need more job creation strategies; we do need to push these
youth more into jobs; we need to stop taxing them if they take jobs;
we need to do a variety of things, and we need to do a lot of experi-
mentation. We really don’t know all the answers.

Senator Symms. Mr. Gallaway.

Mr. GaLLaway. Yes, one comment on what Mr. Murray was
saying. He spent a good deal of time talking about tne elite wisdom
and its view of the poor and the double standards with respect to
the poor. I think we tended maybe to pass that over, and this may
be the most critical way in which you can change the environment
surrounding being poor.

It is fashionable, particularly among intellectuals, to perceive of
the poor as a group that somehow needs the loving care of those
intellectuals and their political leaders; that they are incapable of
functioning on their own without that care. It’s a very patronizing
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view of the poor. And after a while people do start to believe it,
and they wait for the patronizing care, and in the process normal
incentives are destroyed. And what it leads to is poverty by choice.

Senator Symms. Do you mean poverty by choice or taking a
check from a transfer payment instead of a job?

Mr. GALLAWAY. You have choices between alternatives. It doesn’t
mean that they are nice alternatives, but you still have to make a
choice between those two possibilities. The fact that you elect one
over the other means that it is preferred to the other, but that
doesn’t mean that it is necessarily a pleasant condition.

What we are doing with poverty by choice is we are playing with
the incentives.

I am intrigued that some of my fellow witnesses here are willing
to talk about incentives in some contexts, for which I applaud
them, and then deny that they work in other contexts.

The essence of the problem is the way we structure incentives.
Even though we create a situation that you or I might not opt for,
it may be a more preferred one. Admittedly, it may not be a pleas-
ant condition, and it may become officially recorded as poverty.
That is poverty by choice.

By no means should this be construed as passing judgment on
the poor. If we are doing anything here, those of us who argue this
position are passing judgment on the political leaders of the society
who have created a set of alternatives which lead people who are
making normal economic decisions to function in this fashion.
There is no blame to be attached to the poo-. They are behaving
just as they ought to behave under those conditions. If we don’t
like the outcomes, the only thing we ought to do is look in the
mirror tomorrow morning when we shave or put on our makeup,
whatever, because there is the source of the problem. The source of
the problem is not the poor. They are behaving in response to the
sets of ncentives that we have structured for :hem.

Senator Symms. Thank you very much.

Congressmar: Hawkins.

Representative Hawkins. I find the statement so preposterous
that it is very difficult to even frame a questicn.

I just picked up a page from the Children’s Defense Fund, which
I think is very significant. There are 13.3 million poor children in
America; 8.5 million of them are white; 3.3 riillion children have
fallen into poverty. So this is not a problem of a few black youths.

This subject always gets down to what I wculd say i 500,000 or
600,000 young black people. We could put them on jobs tomorrow
and they would accept them, I am willing to venture, if we offered
them jobs tomorrow at least at the minimum wage. We could do
that for $1 billion. But we aren’t going to do it ir this session, it is
pretty obvious. Anything that costs as much as $100 is eliminated.

So we are dealing with a problem not of a fow minorities, a few
black youth; we are dealing with a problem that affects at least 13
million unemployed people in America. We are dealing today with
a poverty situation in which in the last 10 yesrs we have created
over 13 million poor people by governmental policies. They didn’t
just happen; there wasn’t something magic about it. We have been
cutting back for 5 or 6 years. We started under President Carter, a
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Democratic President, to cut back on programs, employment and
training programs.

Today we are talking about the Job Corps. We are cutting back
on that as well. The ’resident a year and a half ago said it was a
wonderful program. He now advocates eliminating it. So what we
are doing, we are eliminating employment programs; we are cut-
ting back on jobs. And then we turn around and say individuals
choose poverty by choice.

I think it is well demonstrated in the most conservative .ewspa-
pers whenever jobs have been available—recently in Baltimore,
MD, they offered in the neighborhood of a thousand jobs and about
20,000 people stayed up sll night in the cold trying to get one of
those jobs, and that has been duplicated all across this country.
And to say that individuals don’t want jobs when we are deliber-
ately eliminating jobs and we have been budget cutting for at least
6 years, if you want to say something has failed, certainly that has
failed, because poverty has gone up; 13 million have been added to
poverty. So we must have done something wrong.

Between 1959 and 1969 poverty was decreased by 40 percent, and
yet we seem to have trouble even among ourselves in trying to say
what has failed and what hasn'’t failed.

Certainly Head Start has been one of the successful programs. It
took us 15 years to evaluate and say so. In the meantime, some of
these black youths that we are talking about today didn't get Head
Start. Chapter I, compensatory education, certainly has proved suc-
cessful. I haven't heard anyone attack that. And yet we are reach-
ing only about 4 percent of those who could benefit from it.

We are also eliminating and seem to be saying the Job Corps
hasn’t worked. Well, the ones who are operating Job Corps are
IBM, Xerox, General Motors; those are the ones, the private sector,
who happen to be operating Job Corps, and it has been evaluated
as returning $1.42 for every dollar we invested. That's a good in-
vestment. Yet I am quite sure, Mr. Gallaway, you probably would
oppose it. I don’t know Mr. Murray’s position. I haven't read his
book. But he certainly has challenged me. I am going to read his
book. That is one copy you are going to sell. I am going to buy it,
because 1 would like to read it.

Mr. GaLLawAy. I commend it to you. It’s a very fine book.

Representative Hawkins. It’s not a difference in intellect here;
it’s a difference in courage and the ability of the people to say we
are going to put Americans to work as other countries have done.
Transfer payments are not used on other countries that have done
a good job. Japan doesn’t have youth unemployment. Why is it
they can solve the problem and we can’t? Scandinavian countries
have done an excellent job in employment and training programs.
And what is more American than to say the work ethic means that
we are going to provide jobs for these people and not create unem-
p;oyg)g?nt as we did in the 1981-82 recession and threw people out
of jobs?

o I think we need a new approach to this problem. I think we
nee_cz to look at what has worked and what hasn’t worked and build
on it.

As Congressman Scheuer says, some of these programs did work,
and why don’'t we go back and pick those up and not have this fa-
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talistic attitude or this elitism that I've heard expressed today that
only those who are qualified should get the jobs, they should get
the jobe first and we will write off those we call disadvantaged,
those that we disadvantaged because we did not provide the educa-
tion and training for them. It wasn’t by choice. They didn’t have
the choice. It was those who made these policies at the State and
Federal levels that determined that there would be some unem-
ployed, and I think we have to begin where the trouble lies.

Mr. GaLLaway. Could I respond briefly?

Senator Symms. Certainly, go ahead.

Mr. GALraway. I would commend to Congressman Hawkins the
programs that have generated 8 million new jobs in the United
States in recent years and have carried the employment ratio in
the United States to an all-time high.

Senator Symmms. Do you want to make a comment on that, Mr.
Greenstein?

Mr. GreensTEIN. Congressman Hawkins, I would certainly agree
with what you are saying. We only serve 18 percent in Head Start.
Title I often gets criticized; it has positive impacts in elementary
school and then some of that seems to fall back in later years. You
can look at that two ways. One is saying, well, the results aren’t
long lasting, so we should cut title I. I think it could and should be
looked at another way, which is that we need to make more efforts
in junior high s 100l and high school. Most of the title I money
goes just to elementary schools and there it seems to work.

It does seem to me that if you put the employment and training
programs and Head Start and title I together, they are very impor-
tant, and yet they leave us well short. They enable many of the
people they help to compete more effectively, but if the total
number of jobs available for low income doesn’t enlarge, then what
we are doing to some degree is reshuffling the deck on which
people from disadvantaged backgrounds get the jobs, which I think
means that we have to supplement as you’ve proposed for years.

Head Start and title I and training by themselves are not going
to yield as dramatic results as if we coupled them with some job
creation. If we don’t have the job creation, then we are going to say
the training programs didn’t work, they were failures and so forth.
The training programs will not yield that much if, after we finish
the training, the jobs aren’t there.

The nne other point I would make is that I really think that
while a lot of what Charles Murray said about looking at the
charts on the jobs for youth in the 1970’s has merit, it is not the
whole story. The other side of the story is that in many ways, cer-
tainly in the period up until 1970, the principal source of low-wage
jobs for black youth was wiped out. If you go back to 1950, the over-
whelming source of jobs for black youth were agricultural jobs in
the South which were wiped out, and there was not an equivalent
replacement.

We also forget the fact that when more youth go to school, par-
ticularly black youth, or go into the military they are not counted
in the labor force anymore, and that tends to lower the employ-
ment ratio and make things look somewhat worse than they other-
wise might be.
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No one has mentioned today the lingering effects of discrimina-
tion. I would suggest that it is somewhat different to hire a black
youth to work in a field or to work in a factory than to work in
offices, and we are increasingly working in services and offices. |
would suggest that one of the factors that lingers here very much
is the factor of discrimination.

Let me stop there.

Representative HawkiNs. Let Mr. Gottschalk comment, if it is
OK with you, Congressman Scheuer.

Representative SCHEUEL. Sure.

Mr. GorrscHALK. I will take literally 1 minute.

Let me again say that I think the job strategy is the right strate-
gy. Right now there are some evaluations of workfare. What people
are finding is that welfare mothers are perfectly happy to earn
;léeir %hecks, that people do not object to having “o work in order to

paid.

The one suggestion which I would hope you would at least con-
sider is to make a very simpie change in the workfare program. In-
stead of saying you have to work s earn your check, you say you
can work, and if you want to earn more than your welfare check,
all power to you. In other words, just a simple change in that piece
of legislation which goes from saying you only earn up to your wel-
fare check to saying you can earn ali you want would make a sub-
stantial difference. I thing that what you would find if you ran
that experiment would be that people want to work and they want
to earn more than what they are getting.

I agree wiith you, Senator Symms, that every study has shown.
and Charles Murray agrees, that welfare people have exactly the
same aspirations that you and I have. You have to give them the
opportunity, and I think that the legislation which Congressman
Hawkins has advocated is exactly the right way to go.

Senator Symms. Thank you.

Congressman Scheuer has another rcund of questions o ask. I
have a few questions I am going to suormrt for the record. Then we
might try to allow each one of you a mirute or two to summarize if
you had a point you wanted to make and then we will end the
hearing.

Congressman Scheuer.

Representative ScueuER. I am going to just expand a little on the
questions that I am hoping all four of you will address yourselves
to

I asked before what can we learn from the experience of the past
with the poverty programs and the other experimental programs.
How can we take a suigeon’s scalpe! to those programs and iaenti-
fy the elements that produce success and identify the element that
prod})xce failure and rebuild the programs building on that experi-
ence?

I would like to add a couple of other things. Where d¢; we inter-
vene, iet us say, in the human life cycle. Do we try and get the kids
very, very early at the Head Start age and concentrate rescurces at
the Head Start and follow through at elementary and secondary
education, hoping that we will have done the job of giving the kids
all 1%he literacy skills they need to enable them to have marketable
skills?
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I think we have to assume that we can do anything but we can’t
do everything. Job Corps is expensive. I think that somebody just
saiu that we can’t afford to put more than a very small percentage
of the kids of secondary education years or postsecondary education
years into the Job Corps. I think we are going to have to make
some tough decisions on costs and benefits. Where do we spend our
available funds to get the biggest bang for a buck in enabling these
kids to make it in the private job market?

I think most of us have not held on to the hope that the Govern-
ment as the employer of last resort can be the answer to jobless-
ness.

I think most of us feel that somehow or other we have to enable
these kinds to compete for i'gbs that the private sector is producing.
Given the trends sud the kind of jobs that ihe private sector will
be producing, and it seems to me we have ¢ take that as a given,
what do we do with the cohoxts of young people who are coming
into the job market every year from now until the end of the cen.
tury? Where do we intervene specifically to break the cycte of job-
lessness, to break the cycle of poverty?

I think these are the kind of questions that would be extremely
helpful if you could address yourselves to them.

ank you.

Senator Symms. Thank you very much, Congressman.

I want to thazk all of the witnesses and the Members of the
House and Senate that participated in this hearing this morning.
We may have a few more questions, as I mentioned, to submit for
the record.

If you all want to have 1 more minute each, why don’t we just go
in the order that you originally testified, starting witix Mr.
Gallaway. Try to keep it as short as possible, beca'ise the chairman
has another meeting that started at 12 noon.

Mr. GaLLaway. I think the analysis that we presented pretty
well stands as it is. If we pursue the strategy of transfer payment
income, we are going to reach a point beyond which the disincen-
tive effects are going to overwhelm the direct income enhancing ef-
fects. It’s consistent with economic theory; it’s consistent with the
data; and I think we are clearly well into that stage now.

Senator S.mms. I might just ask one little question on that. Mr.
Murray made the point that he didn’t even advocate trying to
worry abont it right now because the consensus in the United
States is not there. The old saying is if you tell a story often
enough that after a while people begin to believe it. If we continue
with this, does it do any good? You are the first people on the hori-
zon that have raised this type of controversy.

Mr. GALLAway. I think Charles Murray may be a little pessimis-
tic, because the consensus that I suspzct he talks about is the con-
gensus within the Beltway surrounding the Capital of the United

tates.

Senator Symms. Like I always say, within the 10 square miles
surrounded by the reality of the rest of the United States.

Mr. GALaway. Out there in the reality of the rest of the world,
if I were to go around ard market the results that I have talked
about here most of the people I would talk to would look at me and
say, “You mean they pay you good money to reserch the obvious? I
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knew that. So tell me something new.” But there is something pe-
culiar about the mentality of this city.

Senator Symms. It may even go deeper than that. The only way
we are going to win this argument and zctually really help those
disadvantaged people is that the people who believe in private own-
ership and its moral and humanitarian efficacy have to out human-
itarian the humanitarians in the presentationr of the facts.

So I compliment you for your answer, because there isn’t any-
body in this room that wants to have their fellow citizens in a state
of poverty. It's just a question of what is the best way to deliver
them from that state of puverty.

I think also there is an assumption in the general liberal think-
ing that somehow if one makes $20,000 a year, anybody that makes
$18,000 is less advantaged. Now some of those people are not that
unhappy in many cases and don’t feel like they are being put upon
in some instances where they do have families and homes and an
opportunity to make it on their own.

id you want to have any comments to close, Mr. Gottschalk?

Mr. GOTTSCHALK. Just to reiterate that the place where the war
on poverty went astray was in ultimately relying on transfers.
Transfers work; they do reduce poverty; but thet don’t necessarily
create self-sufficiency. The way to move s in job creation and pro-
grams like the Job Corps.

Again let me reiterate that something where you and I may
agree on is that workfare is something which one can build on, and
I would seriously suggest that people look a* that progam and
make the one very minor change I have suggest '

Senator Symms. It is the old saying that you stiouldn’t give a guy
fish, instead teach him how to fish. You have to teach him how to
grow it or how to make it so that he can in fact carry >n after the
transfer program stops. It is supposed to be a stepping stone toward
employment, because the ultimate dignity for aﬁ human beings is
to be able to work. That is why we are here on this Earth, to work.

Mr. Greenstein.

Mr. GREENSTEIN. Mr. Chairmaii, let me take your statement tha;
everyone wants to reduce or eliminate poverty one step further. [
think probably all of us at this table would agree that we would
like to diminsh reliance on welfare. The question is how you do
that. I think the absolutely wrong way to go is simply to cut out
the benefits. We are just going to impoverish more children. I
think there is an alternative way to go, and it has a number of
parts to it.

First, building on the President’s proposal, we should reduce
taxes and expand the earned income tax credit, which is a direct
work bonus for low-income people who work.

Second, we have to do more in the area of jobs programs. I don’t
think that necessarily means that the Federal Government is an
em.ployer of the last resort, but it has to include job creation that
includes, as you suggested, pro—-iding incentives to employers to
create more jobs and hire more low-income people. We have to ad-
vance strategies of that sort.

Third, we probaly need to further to toughen the area of child
support collection both as an alternative way to get income to low-
income mothers without going into the welfare system, and as a
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way of cacouraging more discipline and responsibility on absent
fathers.

Fouth, when we finish with those steps we are going to be left
with a number of low-income families with children who are poor
who need assistance and transfer payments. For those families we
ought to have a national minimum benefit that is tied to inflation
so that they don’t live at 10, 20, or 30 percent of the poverty level
and we don’t keep pushing poor children in those families deeper
into poverty.

That is an approach, I think, to reduce both proverty and reduce
reliance on welfare at the sarae time. It may entail spending some
additional Federal funds, but I think we should recognize that pov-
erty programs are only 8 or 9 percent of the Federal budget now. I
am all for cutting a number of other parts of the domestic budget
but not the poverty program area, although we may need to spend
the money in a a somewhat different feshion th.an we currently do.

Senator Symms. Thank you.

Mr. Murray, I will give you the cleanup spot for the day.

Mr. Murray. Very quickly, I think that we have to recognize
that there is no painless way to break through the cycle that we
have been talking about this morning. The choices that we are
going to have to make in society are going to have to be ones where
we, the affluent folks who have been paying the bill, stop taking
comfort in how hard we are trying to help the poor by being com-
passionate, and we are going to have to adopt solutions which will
cause some pain, but we are also going to relieve a great deal of
pain in the process. Until we are ready to make those hard choices,
I am afraid the consensus out there is to cut budgets by 10 percent.
The consensus out there is not to confront the realiy hard choices
and to make the major changes that are going to be required to
make a start on this problem.

Senator Symms. I thank al) witnesses and thank all the Members
of Congress who participated this morning.

The subcommittee is adjourned.

[Whereupon, at 12:15 p.m., the subcommittee adjourned, subjcct
to the call of the Chair.]

[The following additional written questions and answers were
subsequently supplied for the record:]
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RESPONSE OF LOWELL GALLAWAY TO ADDITIONAL WRITTEN QUESTIONS POSED BY
REPRESENTATIVE SCHEUER

Questions

1 Cash plus in-kind transfers were about tne same 1n 1977 and 1983.
Yet, the poverty rate, as you know, has increased from 11.6 percent to
15.2 percent. If Murray's thesis were correct, 1t snoulg have gone
down. How do you explain this phenomenon? Do you believe tnat the
increase 1n unemployment from 7.1 percent 1n 1977 to 9.6 percent 1n
1983, and the real decrease 1n benefits could explain the increase 1n
the post-transfer poverty rate?

2 Dr Gallaway argues on nage 4 of his testimony tnat socCial
velfare programs have created "a sub-class of the American population
that 1s detached from the mainstream of American economc life." That
statement i1mplies that a permanent population pool depends upon welfare
for its sustenance. How do you explain the clese corrclatinn of increases
in poverty witn tne overall performance of the econony? Indeeu, when
unemployment rose as 1t did in 1981 and 1982, so did the poverty rate.
It would seem that the less fortunate in our SocCiety arz indeed In
"“the mainstream of American economc 1ife" because trey are tne first
victims when things turn sour. Do you agree?

3 How long du most AFDC recipients stay on welfare? Would 1t seem
to you that welfare 1s not the "trap” Mr.Murray implies, rather, the
President's "safety net" 1s a better metaphor?

As :ou know, poverty among the elderly has declired &s orograms,
11ke social security, which unlike AFDC 1s indexed to the rate of
inflation, protect the aged ooor from the perils of povert: Is this
something you regret?

What is the significance, in your opinion, that while poverty among
the elderly, according to the CRS-(BO ptudy Chaldren in Poverty declined
from 24 percent in 1970 to 14 percent in 1983, 1t has increased 1n
children from 14.5 percent to over 22 percent in 19837

According to the new CRS-CBO study {hildren 1n Poverty more ihan
one-sixth of all poor children, 2.5 million, had at ieast one parent
emsloyedyear-round at a full-taime job? What 1n your opinion 1s the
significance of tms fact?
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Lowell Gallaway's Answers

lefeat?, Hearing before Subcommttice b Nonsberpand roest Povrcy,
Joint Economic Conmittee of the Congress, June 20th, 1985.

The first two questions posed involve the issue of the relationship
between poverty rates and general economic conditions. The standard
argument is that the poverty rate is reduced by increases in per capita
real income levels in the economy and increased by higher unemployment
rates. Here, I refer you to the technical submission, "The ‘New" Struc-
tural Poverty: A Quantitative Analysis," which demonstrates that over
the interval 1953-1972 there is a powerful relationship between the
poverty ratc and general econom~ conditions. From 1973 through 1983,
though, that relationship disappears almost completely. The primary
reason for this is the disincentive effects assocfated with increasing
amounts of transfer payment income. These operate to obscure the rela-
tionship that exisied earlier. In fact, once the impact of variations
in transfer payment income is controlled for, statistically signifi-
cnt relationships between poverty and measures of general economic
activity emerge. Thus, the specific answer to tne first question is

that changing economic conditions contribute to the rise in the poverty

rate between 1977 and 1983. However, that does not invalidate the “public

aie" hypothesis. It is operative in addition to the impact of overail
economic conditions.

Might I add at this point that I am puzzled at the resistance to
the "public aid" hypothesis. There appears to be such widespread

agreement that the disincentive effects that underly the public aid

O
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hypothesis exist. I refer you tc the CRS-CBO study, Children in
Poverty, Part I, Chapter V, where a study by Sheidon Danziger and
Robert Plotnik, when properly interpreted, strongly confirms the
arguments in my and Charles Murray's testimony. For example, 1t

indicates that $ 12.6 billicns (1983 dollars) of transfer payment

income in 1967 produced a reduction {net of disincentive effects,
which were positive) of 0.7 percentuge points in the poverty rate for
families headed by a person aged 20-5.. By 1974, the leve: of trans-
fer payment income had moved to $ 76.6 bi1llion (again, 1983 dollars)
and the net effect on the poverty rate was to reduce 1t by only
an additional 0.3 percentage points (giving a total reduction of
one percentage point). Some simple calculations from the Danziger-
Plotnik findings indicate that the elasticity of the disincentive
effects with respect to transfer payment income 1s 1.20 while the
elasticity of poverty-reduction with respect to transfer payments is
only -0.89, What this indicates is that further increases n
transfer payment income would have the effect of produ.ing rela-
tively larger increases in disincentive effects than in transfer
income induced poverty-reduction. At some point, with increases in
transfer payment income, the disincentive effects v111 overwhelm
the poverty-reduction effects. The only question that seems open
to debate is the magnitude of what I call the threshold level of

|

public aid in my testimony.
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With respect to Questicn # 3, how long AFDC recipients stay
on welfare, I cite for you the evidence reported 1n Cnildren 1n Pov-
erty, p. 219, to the effect that "“the majority of perscns enrolled
In the program at any point in time are in the midst of /AFDC 7
spells that last at least eight years." What interpretation you
put orn this statistic 1s a matter of perspective. It suggests that
AFDC is not praimarily something to handie 1ncidental economic dis-
tress, that 1t deals with lTonger term poverty. Qur analysis argues
rather strongly that a significant pertion of that poverty represents
"poverty by choice", suggesting a poverty "trap". It 15 important
to remember that almost 60 percent of the poverty observed at any
point in time represents "spelis" of poverty of eight or more years
and that the average poverty spel® for persons observed poor Lt any

point 1n time is 11,0 years (p. 46, Children 1n Poverty).

Questiens # 4 and # 5 deal with the phenomenon of declining
poverty among the elderly. 1 decline to answer # 4. It 1s insulting
and demeaning, an implicit attack ad hominem. It suggests that my
motive in appedring at this rearing is to "gring the face of the
poor". Further, the question 1s not germane to the issues at hand.
Any useful remarks ! have about this matter are contain2d 1n my
answe” to question # 5,

The decline 1n poverty among the elderly over the interval 1970~

1933 15 not surprising, on two counts. First, the period of “double-

indexing" of Social Security benefits during the 1970's escalated the

1ve
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level or real transfer payment income accruing to this group.

No one denies that there is a direct 1ncome enhancing effect assoc-
jated with transfer payment income, The critical question 1s the
impact of the transfers on work activity, -elative to the income
enhancing effect. This brings me to the second explanation for the
decline in poverty amoug the elderly, thewr relatively low labor
force participation rate. Currently, the labor torce participation
rate among the elderly (aged 65 and over) is about 11 percent, com-
pared to about 70 percent for the remainder of the population aged
16 and over. Thus, the opportunity for labor supply responses to
Increases in transfers to operaie is quite restricted. Incidentally,
it is worth noting that the labor force participacion rate among
the elderly has fallen By about one-half since 1960. This 1s quite
consistent with a labor supply response to rising levels of real
transfer payment income.

As to the rise in poverty anong children, our analysis indi-
cates that a major factor in this respect is the labor supply disin-
centive effects discussed both in replies to earlier questions and
in the technical submission<, especially the one entitled, "Suffer
the Little Children: The True Casualties of the war un Poverty."

Finally, there is question # 6. The evidence cited in the bcdy
of the question, 1n conjunction with other data developed 1n the

CRS-CBO study, argues strongly for the importance of work activity
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as a deterrert to poverty. The 1982-1983 poverty rate among children
in families where only one parent worked full time was 9.9 percent,
much lower than the overall rate of 21.7 percent. Where both worked
full time, it was 2.6 percent. The important question is, “Why the
relatively low volume of full-time work activity among parents of poor
children?® The analysis contained in the two technical submissions for
the record indicates that a significant source of tnis phenomenon is
the work disincentives associated with the present level of transfer
payment income available to low income members of the society.

As to the more general queries directed toward the witnesses, I
must confess that there is little of a positive nature that can be said
about the Great Society programs. They have almost totally followed
the special treatment and transfer payment income routes, doirg great
damage to work incentives in the process. Beyond that, they have been
remarkably inefficient in targetin, ~n the “poor" population. For
example, 1983 data from the Current Population Survey indicate that
14,521,000 households were receiving at least one ron-cash means-tested
government benefit. The same data show 12,463,000 households with
poverty levels of money income. However, only 7,344,000 (less than 60
percent) of those households were receiving non-cash means-tested
benefits. Over 40 percent of poor households did not receive benefits
from even one of these programs. At the same time, for every poor
household receiving these benefits, there was a non-poor household that
was also getting them. Add this record of inefficiency in reaching the
truly poor to the impact on work incentives and you have a devastating
indictment of the social usefulness o¢ the Great Society programs that

have been the heart and soul of The War on Poverty.

17.
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RESPONSE OF PETER GOTTSCHALK TO ADDITIONAL WRITTEN QUESTIONS POSED BY
REPRESENTATIVE SCHEUER

Questions

, 1 Cash plus in-kind transfers were about the same in 13977 and 1983.
Yet, the poverty rate, as you know, has increased from 11.6 percent to
15.2 percent. If Murray's thesis were correct, 1t should have gone
down. How do you explain this phenomenon? Do you believe that the
increase in unemployment from 7.1 percent in 1977 to 9.6 percent 1n
1983, and the real decrease i1n benefits could explain the increase Iin
the post-transfer poverty rate?

2 Dr. Gallaway argues on page 4 of his testimony that social
welfare programs have created “a sub-class of the American population
that 1 detached from the mainstream of American economc life.” That
statement 1mplies that a permanent population pool depends upnn welfare
for its sustenance. How do you explain the close correlation .f increases
1n poverty with the overall perfor.ance of the economy? Inde2d, when
unemployment rose as it did in 1981 and 1982, so did the oovurty rate.
It woul¢ seem that the less fortunate 1n our society are indeed 1n
"the mainstream of Ameviran economic life" because they are the first
victims when things turn sour. Do you agree?

3 How long do most AFDC recipients stay on welfare? Would 1t seem
to you that welfare 15 not the "trap" Mr.Murray implies, rather, the
President’s "safety net" 1s a better metaphor?

4 As you know, poverty among the elderly has declined as programs,
like social security, which unlike AFDC 15 indexed to the rate of
inflation, protect the aged poor from the perils of poverty. Is this
something you regret?

what 15 the significance, yn your opinion, that while poverty among
5 | the elderly, according to the CRS-CRO study Children 1n Poverty declined
from 24 percent i1n 1970 to 14 perc.:.. in 1983, it has increased in
children from 14.5 percent to over ?2? e cent i1n 19837

According to the new CRS-CBO study (nildren 1n Poverty more than
one-sixth of all poor children, 2.5 m 111 n, had at least one parent
emloyed year-round at a full-time job? 1ot 1N your opinion 15 the
significance of this fact?
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Peter Gottschalk's Answers

1. Do we know why many black male teenagers have lower labor
force attachment than other sociceconomic groups?

No simple story gives a very gocd explanation of the low
labor force participation of this group. Their labor force
behavior does vary with the business cycle, 1ndicating that low
demand for their services is at least part of the answer.
However ,even during expansionary per1ods thls group experlences
more unemployment and has lower labor force particlpation rates
than other groups,

While there 18 still a lot to be learned, 1t 18 hard to
imagine that increased transfers are an i1mportant explanation.
Unemployed male teenagers are not well covered under the major
welfare programs and many do not gqualify for Unemployment
Insurance. This group simply receives too few transfers to
exhibit large labor supply effects.

Furthermore, 1t should be remembered that thils group makes up
only a small proportion of the poverty population-- black males
between the ages of 16 and 21 make up 4.5 percent of the persons
in poverty. Thus, while unemployment among black youth 1s an
important social problem 1ts solution would have only a minor
1mpact on noverty.

2. What are the sucesses and the failures of the Great
Soclety?

As 1ndicated 1n my written tesimony , the projrams for the
elderly were an unqualified success. The real value of Social
Se-urity increased and SSI was implemented during the same period
that poverty rates among the elderly were cut 1n half. There can
be little doubt that the expenditure growth was largely responible
for the reduction 1n poverty.

Strategles to help the nonelderly poor gain marketable skills
have turned out to be consderably less sucessful. While 1t has
been demonstrated that many i1nvestments in training programs for
women and youth offer benefits greater than cost3, these programs
are expensive. Sucessful stategles to help prime aged males have
veen the hardest to find.

3. Wwhat explains the 1increase 1n poverty between 1977 and
19832
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As my testimony 1nd:cated, rising unemployment 1s a key
factor 1n explaining the rise 1n poverty. Increased transfers
during the beginning of the period kept poverty from rising. When

i transfers started being cut, this further 1ncreased poverty.

4., 1Is there a permanent welfare or poverty class, as 1s
implied by the Gallaway view?

The extensive evidence shows that there 1s considerable
turnover 1n the poverty or welfa.ce population. Bane and Ellwood
estimate that half of AFDC spells are over within two years.
Likewise the median spell of poverty will last less than two
years. This 1s not to deny that a small percentage of those ever
poor (ot ever on welfare) will remain 1n that scate for an
extended period. One should , however, not use this minority to
draw 1nferences about the larger population. If there 18 a
welfare or poverty trap, the vast majority manage to escape.

5. Do I support the 1ndexation of benefits?

I believe that the same arguments whicn have been effectively
used to argue that tax rates should be 1ndexed can be applied to
welfare benefits. If benefits are to be cut, this should be the
result of an explicit legislative decision, not the capricious
result of inflation.

I believe that 1f such explicit decisions had to be made,
benefits would not be cut. Legislators would not accept the
argument that higher benefits 1ncrease poverty. Such arguement:
do not make common sense and are contradicted by massive emplrical
evidence. These arguements should be dismissed by thinking
liberals and conservatives alike. (It should be noted that
Charles Murray has rejected just such a position.)

6. What 1s the significance of the rise of poverty among
children, even 1n families with a full-time year-~round worker?

The recent rise 1n poverty was concentrated on the groups
which had previously been less susce 1ble to poverty--male heads
with significant labor market attachment. It was exactly the
group with the least attachment to the welfare system which were
the most likely to enter poverty. Suth evidence directly
conctradicts the view that 1ncreased welfare 1s responsible for the
rise 1n poverty.

1f welfare caused poverty, th2n poverty among children 1n
female headed households should have fallen as welfare benefits
were being cut. Just the opposite happened.
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RESPONSE OF ROBERT GREENSTEIN TO ADDITIONAL WRITTEN QUESTIONS POSED BY
REPRESENTATIVE SCHEUER

Questior

1 Cash plus n~-kind transfers were about the same in 1977 and 1983
Yet, the poverty rate, as you know, has increased from 11.6 percent to
15.2 percent. If Murray's thesis were correct, 1t should have gone
down. How do you explain this phenomenon? Do you believe that tne
increase n unemployment from 7 1 percent n 1977 to 9 6 percent In
1983, and the real decrease i1n benefits could explain the increase 1n
the post-transfer poverty rate?

2 Dr. Gallaway argues on page 4 of his testimony that social
welfare programs have created "a sub-class of the American population
that 1s detached from the mainstream of American econonic life." That
statement implies that a permanent population pool depends upon welfare
for 1ts sustenance. How do you explain the close correlation of increases
n poverty witn the overall performance of the economy? Indeed, when
unemployment rose as 1t did in 1981 and 1982, so did the poverty rate.
It would seem that the less fortunate in our society are indeed n
"the mainstream of Americes economic 11fe" because they are the first
victims when things turn sour Do you agree?

How long do most AFDC recipients stay on welfare? Would 1t seem
to you that welfare 1s not the "trap" Mr.Murray 1..:.2s, rather, the
President's "safety net" 1s a better metaphor?

As you know, poverty among the elderly has declined as programs,
1hke sucial security, which unlike AFDC 15 indexed to the rate of
inflation, protect the aged poor from the perils of poverty. Is this
something you regret?

What 1s the significance, in your opinion, that while poverty among
the elderly, according to the CRS-CBO study Chi.dren 1n Poverty declined
from 24 percent 1n 1970 to 14 percent in 1983, 1t has increased n
children from 14.5 percent to over 22 percent in 19837

According to the new CRS-CBO study thildren in Poverty more than
one-sixth of all poor children, 2.5 m1lion, had at least one parent
employed vear-round &t a full-time job® What 1n your opinion 1s the
significance of this fact?
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Robert Greenstein's Answers

1. Several studies have been done of the increase in poverty (inciuging
analyses by Gottschalk & Danziger, the Urban Institute, and the Congressional
Research Service). The studies generally find that the most important
reason for the increase in poverty is the economic downturn and that the
second most important reason is the reduction in benevits. A much smaller
contributing factcr was the fincrease in female-headed households. The
fact that reductions in benefits increased poverty would indeed appear
to present evidence contrary to Murray's thesis.

2. That changes in the poverty rate correlate closely with upturns and
downswings in the economy has been established bevond question. Moreover,
recent research shows that when the economy turns sour, low income black
males are hurt worst. Finally, work by Durcan and Coe conclusively shows
that the majority of the poor are not permanently poor or part of a permanent
underclass, but rather are personS who are poor for a while and ther leave
poverty as the economy, and/or their personal situations, improve. Never-
theiess, there is a subgroup of he poor who, while a minority of the
poverty population, are poor for ye rs at a time and do not move out of
poverty when the ecoromy improves. This subgroup is disproportionately
female-headed and black, and zan not be said to be in the mainstream of
economic 1ife. We need to bc v2ry concerned about this group.

3.  Most recipients stay on AFDC only a few years or less -- v*fich is
strong evidence that AFDC is not a trap. Scme however, do ste; AFDC
for extended periods of time because they are poor for extende neriods
of time. Still, there is little evidence that it is AFDC that is trapping
these women finto poverty. Rather, it is likely that most of these women
would be long-term poor with or without AFDC and that AFDC helps them
avoia greater destitution during these periods.

4. To the contrary, the decline in poverty among the €lderly is something
to be celtebrated It also shows that increased benefits, indexed to inflation,
do raduce poverty. it is strong evidence that we should establish national
minimum ben~fit levels indexed to inflation in AFDC.

%. The increase in poverty among children reflects the economic downturn
v~hich has 1ittle effect on elderly poverty rates), the severe erosfon
of AFDC bene..*s during a time of high inflation in the late 1970's and
early 1980's, buoy>t cuts heavily concentrated in programs for families
with children and increases in the number of female-headed households.

6. The significance is that working full-time {is a0 longer enough to
avoia poverty for many families. This is due to:

o a decline in the real value of .he minimum wage of nearly 20%
since 1981.

e sharp curtailment in AFDC penefits & other benefits for working poor
families, especially in the 1981 budget cuts.

e sharply increased federal tax burdenc fo working poor families.

All of these issues indicate that the nation needs to make a co-acerted
effort, as one of our principal national priorities, to adopt new policies

to combat poverty among children.

1’79

O

RIC

Aruitoxt provided by Eic:



176

RESPONSE OF CHARLES MURRAY TO ADDITIONAL WRITTEN GUESTIONS POSED BY
REPRESENTATIVE SCHEGEK
NS

Questions

1 Cash plus 1n-knd transfers were about the same 1n 1977 and 1983
Yet, the poverty rate, as you know, has increasea from 11.6 percent to
15.2 percent  If Murray's tnesis were correct, 1t should have gone
down. How do you explain this phenomeron? Do you believe that the
increase n unemployment from 7 1 percent in 1977 to 9 & percent n
1983, and the real decrease 1n benefits could explain the increase 1n
the post-transfe poverty rate?

2 Dr Gallaway argues on page 4 of his testimony that social
welfare programs nave created "a sub-class of the American population
that 1s detached from the mainstream of American economc 1 "e." That
statement 1mplies that a permanent population pool depends upon welfare
for 1ts sustenance How do you explain the close correlation of increases
in poverty with the overall performance of the economy? Inde2d, when
unempleyment rose <, 1t did 1n 1981 and 1982, so did the poverty rate.
It would seem that the less fortunate 1n our society are 1nueed 1n
"the mainstream of American economic 11fe" because they are thy first
victims when things turn sour Do you agree?

How long do most AFDC recipients stay on welfare” Would i* seem
to you that welfare -5 not the "trap” Mr Murray 1mplies, rathe., the
President's "safety net" 15 a better metaphor?

As you know, poverty amorg the elderly nas declined as programs,
Tike social security, which unlive £FDC 15 1ndexed to the rate of
inflation, protect the aged pcor fram the perils of poverty. 1s this
something you regret?

What 1s the sigmficance, 1n your opinion, that while poverty among
the elderly, according to the CRS-CBO study Children ir Poverty declined
from 24 percent 1n 1970 to 14 percent 1n 1983, 3t has increased in
children from 14.5 percent to over 22 percent n 19837

According to the new CRS-CBO study {hildren 1n Poverty more tnan
one-sixth of all poor children, 2 5 m113on, had at ieast one parent
emdloyed year-round at a full-time Job? What 1n your opinion 13 the
signficance of this fact?
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Charics Murray's Answers

I have exainined the writlen questions submitted by Congressman Schever There were
uz of tham, and I shall refer to them as ordered Lat me preface my remarks by noting thet I
dealt with these issues in my testimony, and Last therefore my saswers are brsef

Questien 1. I have no ides what the question means by “Murray's thesis.” nor can |
think of anything I have written would lesd to the “prediction” imputed to me I do agree with
the proposition that incresses in unemployment are decisivety linked to increases in poverty
As ! putitin Losing Ground, "If ane has no job, it makes no differen<s how much the economy
grows Poverty remains.” (p 69)

Question 2 No Some people are unemployed because they cannot find 8 job no
mstter how hard they try Same people are unemployed becsuse, although healthy, they
cannot hold, or do not choose to accept, any job The notion of & permanent underciass is basad
on evidence that the latter group is large and has been getting larger

Question 3. According to the deta from the Panel Study of Income Dynamics, 302
percent of all persons on the AFDC caseload st any given moment of lime during the study was
in the midset of & spell an AFDC that would last for 8 or more years More than three-fourths
(736 percent) were in the midst of & spell of 3 years or longer If one prefers to argue that
most pcople are on AFEC for short periods of time, one may instead count everyone vho has
gver been on AFDC (even for only & fow months), which balloons the denominator and thereby
ynlbtmr]umn (See Mary Jo Bane and Devid T. Ellwood,

paper preparad for the Assistant Secretary for Piaaning and
Evalustion, anm-nl. orlhn.lth and Human Services, June 1983, Table 1 and discussion, pp 7-
14) Vith regard to the second half of the question. my answer is “no "

Questien 4. Itis good that paverty has declined among the elderly, anc as [ stated in
|y tegtimony, I think that the increases in Social Security had ¢ great deal to do with this
trend

Questiea 3. The significance is thal s growing number of single wvomen who are un-
able to provide for the care of children by their own incoses are nonstheless chooaing to gel
pregant, bear. and keep childran rather than not getting pregnant, or getting married, or
having an ebortion, or putting the ~hild up for adoption Thisisin mYy view the most Lragic
and in the long term most profoundly destructive trend for poor communi.ies of ous Uime

Questien 6. The significance of this fact is that 33 percent of \I poor chiidren ¢ @e
from families 1n which 80 one wor*s reguiarly at a full tisme job
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