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WELFARE RESEARCH AND EXPERIMENTATION

WEDNESDAY, NOVEMBER 15, 1978

U.S. SENATE,
SuBcoMMITTEE ON PUBLIC ASSISTANCE
or THE CoMMITTEE ON FINANCE,
Waahz’ngton, D.C.

The subcommittee met, pursuant to notice, at 11:45 a.m., in room
2228, Dirksen Senate Oﬂ? ce Building, Hon. Daniel P. Moynihan
(chalrman of the subcommittee) presiding.

Present: Senator Moynihan.

[The press releasé announcing these hearings follows ]

[Press release)

FINANCE SUBCOMMITTEE ONX PUBLIC ABBISTANCE ANKOUNCES HEARINGS ON
WELFARE RESEARCH AND EXPERIMENTATION

The Honorable Danfel Patrick Moynihan (D., N.Y.), Chairman of the Sub-
committee on Public Assistance of the Senate Finance Committee, announced
today that the Subcommittee plans to hold public hearings concerning various
welfare experiments. and research projects which have been undertaken over
the past several years. The first day of hearings will be Wednesday, November 15,
1978 beginning at 11:00 A.M. in Room 2228 Dirksen Senate Office Building. Hear- --
ings will continue on Thursday, November 16 at 10:00 A.M. and on Friday,
November 17, also at 10:00 A.M.

Senator Moynihan observed that: “The last ten years have seen the develop-
ment of a large body of research related to welfare programs. Included in this
research have heen a varlety of experimental projects Involving alternative ap-
proaches to income maintenance and to employment policy. There have also been
numerous studies of the welfare population and evaiuations of existing programs.
The Subcommittee expects these hearings to assist it in bringing & number of
major research findings together. As we resume the arduous process of consider-
ing structural revisions of our welfare system, we need to develop a more com-
plete understanding of what is and is not known in this area. What are the
strengths and weaknesses and potentials for improvement in our existing system?
What may be the gains—and what are the dangers—of alternative approaches
that might be considered? These are questions to which the substantial research
investment of the past decade should be able to provide some informed answers.”

Senator Moynihan announced that the following witnesses are scheduled to
testify at the hearings:

Wednesday, November 15, 1978, 11 a.m.

Dr, Jodie Allen, Special Assistant to the Secretary of Labor for Welfare
Reform.

Dr. Irwin Garfinkel, Director, Institute for Research on Poverty, University
of Wisconsin.

Dr. Robert Spiegelman, Director, Center for the Study of Welfare Policy,
SRI International.

Wednesday, November 15, 1978, 2:30 p.m.

Dr. John Cogan, Department of Economics, Stanford University.
Dr. Finis Welch, Department of Economics, University of California at Los
Angeles. "



2

Dr. Samuel Z. Klausner, Center for Research ou the Acts of Man, Philadelphla,

Pennsylvania,.
Thursday, November 16, 1978, 10 a.m.

The Honorable Donna E. Shalala, Assistant Secretary of Housing and Urban
Development for Policy Development and Research.

Dr. Michael Wiseman, Institute of Business and Kconomic Research, Uni-
versity of California.

Mr. Norman Angus, Deputy Director for Public Entitlements, Utah Depart-
ment of Soclal Services.

Thursday, November 16, 1978, 2:30 p.m.

1 Dr. Myles Maxfield, Jr., and Dr. David Edson, Mathematica Policy Research,
ne.
Dr. David W. Lyon, the Rand Corporation.

Friday, November 17, 1978, 10 a.m.

The Honorable Henry Aaron, Assistant Secretary of Health, Education, and
Welfare for Planning and Evaluation and Michael Barth, Deputy Assistant Sec-
retary for Income Security Policy.

Dr. Robert G. Willlams, Mathematica Pollcy Research, Inc.

Dr. Bradley Schiller, Department of Economics, American University.

Written Testimony.—Senator Moynihan stated that the Subcommittee would
be pleased to receive written testimony from these persons or organfzations who
wish to submit statements for the record. Statements submitted for incluslon in
the record should be typewritter not more than 25 double-spaced pages in length
and maited with five (5) coples by November 30, 1978, to Michael Stern, Staff
Director, Committee on Finance, Room 2227 Dirksen Senate Office Building,
Washington, D.C. 20510.

Senator Moy~N1uAN. Good morning. I would like to apologize to our
witnesses and to our guests for the delay in the convening of these
hearings. The computer which manages the Eastern Airlines flights
went down and we stayed on the ground, and we could not help that.

I have a statement about these hearings which I would like to
introduce into the record and not delay the proceedings any further.

[The prepared statement of Hon. Daniel P. Moynihan follows:]

PREPARED STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN

This morning, the Subcommittee on Public Assistance begins three days of
hearings to review the results of recent research and experimentation in the
field of public welfare and to consider the likely consequenceg of proposed
welfare reforms. We are holding these hearings now, when no specific legislation
is pending, so that our examination can be thorough and open-minded. Before
beginning another round in the welfare reform debate, it is imperative that we
understand what this research has produced. Having committed ourselves to an
experfnemcal mode, we are plainly obligated to pay attention to the results
of our expirements even when, as it appears, some of the major findings—first
presented to this Subcommittee last spring—raise questions about the funda-
mental premise of the type of welfare reform proposal that has dominated our
thinking for the past decade.

The idea of a large addition to the income maintenance provisions of the
Socfal Security Act goes back to the early 1960's, when Senator Neuberger
proposed a family allowance. As Assistant Secretary of Labor for Policy Plan-
ning and Research, I prepared a paper on family allowances that constituted
perhaps the first serfous examination of this idea within the executive branch.

Subsequently, there was a general movement of opinion toward the negative
income tax approach, an idea that attracted a wide range of academic efidorse-
ment. The Johnson Administration gave serious consideration to proposing a
national income maintenance plan of this sort. It Is fair to say that this was, in
n certain sense, to have been the culminating enactment of the Great Soclety.
But when the Johnson Administration ran into difficulties that are well known
at this time, rather than making a legislative proposal the President appofnted
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a Commission on Income Maintenance Programs—generally known as the

. Heineman Commission—to study the matter. In the meantime, the Department
of Health, Education, and Welfare, having judged—correctly, as it seems—
that no major national program would be adopted in the near future, decided
to go ahead and test the idea through experiments. The first of these began in
New Jersey in late 1968, Further experiments were conducted in rural North
Carolina and Jowa, in Gary, Indiana, in Seattle, Washington, and in Denver,
Colorado. Approximately $112 million in all has thus far been committed to
these endeavors. In the history of soclal policy there has never been such an
extraordinary use of the experimental mode.

History meanwhile got itself jumbled somewhat, because following President
Johnson's deciston not to propose a national income maintenance plan, Presi-
dent Nixon decided to do so. He announced the Family Assistance Plan in
August, 1969, and this proposal dominated five years of public policy debate in
the early seventles. Then in 1077 President Carter proposed a variation on the
same theme: the Program for Better Jobs and Income. '

The principal aim of all these proposals has been to replace AFDC, Food
Stamps, and similar programs with a single, national income maintenance plan.
This objective was endorsed by the Heineman Commission, which reported in late
1989, and it has dominated most thinking about welfare “reform”. Through this
means, we thought it would he possible to assure a decent level of assistance to the
needy everywhere in the United States, while avoiding the incentives for depend-
ency and family-splitting that were thought to characterize the existing welfare
system. At least that was the nearly unanimous view of experts instde and outside
the national government.

In truth, little solid evidence could be mustered to support this view. As I had
written in 1967, “there are not 5 cents worth of research findings"” to sustain the
argument that AFDC leads to family breakup. Almost nothing was known about
why welfare rolls were growing, whether existing programs were fostering de-
pendency or encouraging the poor to migrate from one part of the country to
another, or what the consequences of replacing welfare with a national income
maintenance plan might be. This lack of knowledge became painfully apparent in
the debate over the Family Assistancr: Plan and was in no small measure respon-
sible for the political stalemate over welfare reform that has ensued, particularly
as the dollar costs of such proposals have soared.

Even as Congress was deliberating, efforts were undertaken to generate the
information that we lacked. The most notable were the aforementior.ed income
maintenance experiments, carefully controlled and monitored tests of how low-
income familias would react to programs similar to those under consideration.
In addition, the Federatl government sponsored a number of studies on the existing
welfare system intended to gain more information about how it works, what its
effects are, and what would be the probable results of various alterations in it.
All told, we have spent upward of $150 milllon on welfare research during the last
decade.

What have we learned? What are the implications of this research for future
public policy ? This round of hearings is addressed to those questions.

It does not seem likely that the answers will be comforting to those of us who
had hoped to replace existing programs with some form of national income main-
tenance or negative income tax program. The evidence presented to us last spring
suggested that, far from strengthening family ties, such a reform might further
weaken them. Moreover, instead of encouraging work and self-sufficiency, the
kinds of plans tested appeared to produce substantial reductions in work effort
and corresponding increases in dependency on public subsidy. Ten years ago, we
expected quite different sutcomes from these tests. We must now be prepared to
entertain the possibility that wo were wrong.

These findings will be examined in detail during these hearings. Perhaps their
policy implications are not as serfous as they seem ; perhaps other research offers
useful insights into ways of dealing constructively with the problems of depend-
ency and fainlly stability. In any event, we trust that everyone interested in wel-
fare reform will give the most serious consideration to what is known and can be
learned about these issues. To act in disregard of knowledge is as dangerous as to
act in ignorance of it, and is surely less justifiable.

Senator MoyNniax. Tt is the special honor and privilege and
pleasure, in particular to this lone chairman, to have as our o]pening
witness one of the persons who has pioncered in this research, who
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has brought to it a standard of candor and openness and clarit
which anyone who has ever sought to work with research data of this
kind will envy and admire. Not for nothing has she an international
reliutatlon in the world of income maintenance.

. am, as I say, honored to welcome Dr. Jodie Allen who is special
1}118815_tant to the Secretary of Labor for welfare reform, to open these

earings.
Dr. Allen, good morning.

STATEMENT OF JODIE ALLEN, SPECIAL ASSISTANT TO THE
SECRETARY OF LABOR FOR WELFARE REFORM

Ms. ArLen. Thank you, Mr. Chairman. I am pleased to be here
today to survey some of the results of recent social science research
relating to existing public assistance reforms and to the current pro-
gram. You have already covered, for this audience, some of the more
salient findings, that I will discuss, but I will probably go ahead and
repeat them, :

enator Moy~iaN. Please take as much time as you want.

Ms. Avren. Fine, thank you very much.

I will, however, be focusing, in my testimony, on those aspects of
welfare reform which relate primarily to the responsibilities of the
Department of Labor in welfare reform and those of course, are the
responsibility to minimize the need for transfer Ero rams by promot-
m% the development and maintenance of a healthy labor market.

have a longer, Frepared statement which I would like to submit
for the record which includes citations for the various findings which
I will discuss today.

The ultimate purpose of income maintenance programs, of course,
is to assure at least a minimal adequate level of Slﬁ)sistence for all
Americans. We have to keep that basic goal in mind.

For those families with potentially employable members, three
factors are of primary relevance in determining the need for income
assistance: First, is there an adequate demand for the services of the
family’s potential breadwinner? Does the labor demand exist?

Second, is the family willing to provide the services of these poten-
tial workers to the market, and in what quantity ? In other words, how
is the labor supply?

And third, how effective are emdployment and training programs
in filling gaps on both the demand and supply side, in the first in-
stance by direct augmentation of demand and in the second, by up-
grading of skills and potential learning. In other words, how good
a job 18 the Labor Department doing? .

efore turning to each of these questions, it is obviously relevant
to ask whether, indeed, there are a sufficient number of low-income
families with employable members to make their treatment in wel-
fare programs a significant issue. Some have argued that since most
persons on welfare are either aged, disabled or young children, em-
ployment programs have little relevance for welfare policy. ]

Well, I think there are several obvious things wrong- with this
argument. The first, of course, is that the a%ed and disabled are no
longer, if they ever were, really at the heart of the debate over welfare
reform. We have an SSI grogram; there may be reason to improve
it, but that is not what all of the argument is about.



§

Senator Mo¥N1aN. May I interrupt you to point out that people
who think we never get anywhere might well usefully remind them-
selves that the SSI program emer, rom the debate over the famil
assistance plan. It was a part of that plan, a title which was p .

Ms. ALLEN. And a very important one, one which we think has'done a
lot of good.

So, having set the aged and disabled aside, there is the next question
of what about the children§ Well, the obvious thing about them is
that they do not live alone. We are not talking about driving children
off into factories or mines. That is not the issue. )

The issue is that these children, like most children, live with parents
and relatives and if those parents and relatives can become self-
supporting then they can take the children off welfare. )

o what do we know about the adults in low-income families? That
is what it really comes down to.

Numerous cross-sectional and longitudinal surveys show that the
great majority of low-income families with children have at least one
worker—in 1975, about 65 percent. The more recent data we have
shows that of families below one-and-a-half times the poverty line, at
least 75 percent of them, in the most recent years, have earners.

Even female heads of families on welfare have a high probability of
being employed at some time over 5-year period—almost 70 percent,
in one study by Rainwater and Rein.

Given this apparent economic potential among many low-income
families, the prime concern of the Department of Labor in the area
of welfare reform is the encouragement of maintenance of work effort
by the low-income population and the development of employment
and training opportunities to sustain that work effort.

I think it is useful to think of the problem of emploYment among
the low-income dpopulal:ion as having a demand and supply side aspect.
On the demand side, people must have jobs at which to work. One
can have all the work incentives in the world, and if there are no jobs,

they willdo no Food

n the supply side, they must be willing and able to do the work.
If you have a lot of jobs but if the incentives are such that no one will
take them, that will do no good either.
. Both sides of the problem are important, and there are crucial ways
in which the two are linked. The traditional diagnosis of employment
problems among the low-income population is in terms of inadequate
skills, education, work experience and the set of incentives built into
the transfer system that reduce the rewards from work.

This view, while raising important problems, is incomplete because
of the importance of labor demand and the availability of jobs.

_ On the demand side, the most efficient generator of job opportuni-
ties is obviously a strong and growing economy. Many, although not
all, problems of employing tﬁz low-income population are greatly
reduced by overall increases in economic activity.

A high-{:ressure economy causes employees to seek, train, and up-
grade workers who, during more slack periods, might be considered
structurally unemployed. This, in turn, improves the long-term stock
of human skills available to the economy. And there are other beneficial
side effects, as well. The recent study which the Labor Department
sponsored by Sommers and Clark has found the important result that
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not only do labor force garticifmtion rates increase during good times,
as we have long known, but individuals drawn into the labor force stay

ere,

The availability of jobs created by strong ag, te demand creates
a long-term commitment to work on the part of those drawn into the
labor force.

Senator MoyNrHAN. It is the case, is it not, that the proportion of
the population in the work force has risen in recent years after being
stable for much of the century # It was about 56 percent, was it not, for
some 60 years, and it has now gone up?{

Ms. ALLEN. Yes, you are right. It is now at record highs and it was
stable, or relatively stable.

Senator MoyN1HAN. What is it now ; about 59 percent?

Ms. ALLEN. Oh, yes, closeé to 60.

Senator MoyN1HAN. Close to 60.

This is a point that I would like to bring up—

Ms. ALLeEN. We have the number here. :

Senator MoyN1HaAN. Thank God for the Bureau of Labor Statistics.
You have not introduced your colleagues, incidentally.

Ms. AuLen. Accompanying me are Joseph Corbett and R?iymond
Uhalde of my staff. We have so many statistics we cannot find them.

The employment rate is at a record high—not just the labor force
participation rate, but the number of people actually in jobs.

Senator MoyNIHAN. Why do you not find those numbers and submit
them for the record ; all right ¢

Ms. ALLeN. We will do that.

[The following was subsequently supplied for the record :]

The “labor force participation rate” (that is, the percentage of the population .
18 years and over who were either working or seeking work) was 63.6 percent in
November, an all time high. The “employment-population ratio” (that is, the
percentage of the population 16 years and over who were working) also hit a
record high in November, surpassing 59 percent for the first time.

?griat'or Mov~inan. This series, as I recall, goes back to around 1895
or

Ms. Arren. I would think so.

Senator MoyN1uan. It is one of our.oldest data series, and it is a

point that we are going to hear an awful lot about, you know, “People
won’t work.” We hear a lot about that. And there are people who will
not work. We all know some of them, and we are all related to some
of them, I guess.
. But it is a much more universal fact that the number of people work-
ing and seeking work in this country as a proportion of the population
is the highest it has ever been, higher than back in those good days in
1910 when America was better, or whatever it is that it was in 1910.
And God knows when life was harder, and income was harder to get,
and wages were lower, still the proportion of the people working or
seeking work was lower than it is today.

Ms. ALLEN. I think that is a terribly important point. It is one that
is frequently overlooked. We tend to look at the unemployment rate,
forgetting that the economy is responding very well to this terrific pres-
sure that has been put on it to create a very large number of new jobs
because of the very signfiicant increases in the size of the labor force.
The economy has responded extremely well to this challenge.
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We tend to always look at the negative side of things.

Senator MoyN1nan. Right.

Ms. ALLexN. That is the best news that we can have, because the nega-
tive side of the findings which I just presented is that unemployment
carries a large and enduring cost, not just in the short term, but in the
foregone development of human skills and of work commitment.

The strong demand for labor also obviously influences the efficacy
of training programs designed to increase the su¥ply of labor skills
among the low-income population. Consideration of training I)rograms
brings us naturally in turn to a consideration of labor supply effects,
since the purpose of such programs is to upgrade labor skills and, in
turn, to increase both earnings and desired hours of work.

In a recent evaluation in November 1976, the National Council on
Employment Policy concluded that the weight of the evidence over
the last 15 years is that employment and training programs have had
positive impact and that there is more proof of effectiveness for such
programs than for any other major social welfare activity.

Senator Moy1HaN. Tell us about that, The National Council on
Employment Policy, what is that?

Ms. ALLEN. It is an independent group of well-known researchers.
It is not a Government agency.

Senator Moy~N1nan. But it is Labor Department oriented

Ms. ALLEN. Oh, yes, sir.

Senator Moy~1HAN. So it starts out that the Labor Department does
things better than any other department? They have one of those
over at HEW, too.

Ms. ALLEN. They did pull together a variety of different studies. It is
a long compendium, you know. It points out that one researcher says
this and one says that and again none of the studies are definitive in
themselves, but when you do look at them and you realize that the
training programs are usually judged against a very harsh standard,
the results are quite encouraging. For instance, they usually require
training and employment programs in these analyses to justify their
own costs simply in terms of increased earnings for the participants
without any account taken of possible savings in unemployment com-
pensation, welfare, and other social programs.

Generally, we have judged our training programs against pretty
rigorous standards, and they seem to hold up pretty well without claim-
ing that they are infinitely successful.

Senator Moy~Nmian. I think we made more claims before they got
started than we ought to have done, but the Manpower Development
Act was passed in 1962 and you now have about 15 years’ experience
and you are satisfied with what you have got?

Ms. ALLEN. We are generally satisfied.

Senator Moy~x1iaN, I am,

Ms. ArLen. Certainly you can see, particularly when you get down
to the local level, an awful lot of ways to improve training programs.
Some trmmnf programs are spectacularly successful and we can
begin to see the ingredients of those successes. Usually it is because
they are much better related to the private sector. They work with the
omﬁloyers in the area. You can just tell the things that are going to
make 1t work better. And we would like to disseminate that knowledge
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more, improve administration, make a more uniform product at the
local level. )

But I think that we kind of know how to do that and what it takes
now is a commitment to better administration.

Senator MoyN1HAN. Yes. )

Ms. ALLeN. Transfer programs, such as welfare, exert an opposing
influence on the labor supply. The effects of transfer programs on the
supply of labor are of concern for both macroeconomic reasons and
microeconomic reasons. At the macro level, transfer programs can
affect the overall economy by worsening the relationship between unem-
ployment and inflation. One way this can happen is that by raising
the returns of not working relative to working, the programs may
influence people to delay taking jobs for a variety of reasons, such as
trying to find a higher paying job, or even going fishing. .

These delays may lengthen the duration of job vacancies, raise the
rate of wage increase, or force employers to use less efficient workers.
In any case, the result can be less productivity, more inflation, and
ultimately even additional reductions in employment if public policy-
makers try to restrain inflation by inducing an economic slowdown.

The more traditional concern” about program effects, however,
focuses on the individual supply of labor; that is, his work effort.
What heightens our concerns is the realization which the chairman
observed, that relatively small program effects on work effort can
translate into ineffective program outcomes. That is, we can spend a
lot of money on program benefits and get very little in the way of
income improvement among the beneficiaries.

For example, if increases in benefit levels and benefit reduction rates
were to cause only a 10 to 11 percent reduction in family hours worked,
it could easily turn out that the Government would spend millions
of dollars on benefit payments and have little effect on families’ in-
comes. Instead, most of the expenditures—perhaps as much as 55 per-
cent under some plans—would offset reductions in earni

It was out of such concern that OEQ and later HEW funded several
large negative income tax experiments to try to quantify the amount
of work reductions caused by alternative beneﬁttievels and tax rates.
The idea, with which you are very familiar, was to select a sample of
families and, on a random basis, assign some families to a financial
payments plan and other families to a control group.

Now, families in the control group might be receiving welfare pay-
ments, and it is important to reme...ber that all of the results reported
are incremental to the current welfare system which has its own dis-
incentive effects,

.Then, by observing differences in work effort between families eli-
gible for payments and control families, the precise incremental impact
of the payments scheme could be determined.

Unfortunately, we found that we had a lot to learn about how to
experiment before we could get down to finding out what the experi-
ments showed us. The highly publicized New Jersey experiment
produced only tentative results because of simultaneous changes in
the New Jersey welfare system, insufficient sample size and sample
design problems. A

Other technical problems beset the Gary and rural experiments.
For example, there were only 105 families receiving payments in the
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rural experiments and these were split among farmers, nonfarmers
among two different ethnic %:oups and two very different States an
five different benefit plans. Now, obviously it 18 very hard to draw
conclusions from a small sample split up in that fashion. Questions
were also raised us to whether the results observed in a 3-year experi-
ment could be generalized to a permanent program.

The Seattle-Denver income maintenance program avoided many of
the pitfalls of the earlier experiment—it is always easier to do some-
thing a second time, Its sample size was larger, 25 percent larger than
the combined sample of all the other experiments. Operators exercised
strict control over the interaction of the experiment with existing
programs and included an additiona) sample of families eligible
for %ayme nts over a 5-year period. '

This experiment provides the best evidence to date on the effects
of the negative income tax on work effort. Bob Spiegleman from
Stanford %aesearch will be here this morning discussing these results
and I will just mention a few of the basic findings.

In comparisons between families eligible for payments and control
families where account is taken of such important variables as pre-
program work effort, race and normal income, Stanford Research and
HEW analysts found the negative income tax plans produced the fol-
lowing reductions in work effort: Compared to control families, work
effort reductions in families eligible for 3-year payment plans as com-
pared to families in the control group averaged 7.6 percent amon
husbands, 16.7 percent among wives, 13 percent among females head-
ing families. .

Among other family members aged 16 to 21 who do not head fami-
lies of their own, the reduction in work effort was about 43 percent for
males and 33 percent for females—and I might note that these last
reductions were not offset by increases in school attendance.

The 5-year reductions were particularly higher. Presumably such
results are more representative in some ways of the effect of the long-
term program.

Senim;r Mov~inan. Why do you not go right through those on
page 11
lll':{s. ALLEN. You know I have a different version than you do. Page

Senator Moy~r1ua~. I am sorry.

Ms. AvLen. T have a shorter version.

Senator Moy~1naN. The average work reductions were usually sub-
stlantmlly larger when comparing families eligible for 5-year payment
plans.

Ms. ALien. Right.

Senator Moy~1uaN. Why is that? Some group was told you are in
this for 3 years, and some were told you are in this for 5 years?

Ms. Arren. Right, and the point—we were trying to get at this
question of duration bias, which was probably the strongest criticism
leveled against the New Jersey findin

Senator Moy~NinaN, Which was w%;t? Say it out: Duration bias.

Ms. ArLex. That when you observe the results of a short-term pro-
gram, when you come in and you tell somebody, here is the guaranteed
income, but it only lasts 3 years——
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Senator Moyximan. I am going to give it to you; you are going to
have it for the next week.

Ms. Arien. Right.

Senator MoyNIHAN. As against the rest of your life?

Ms. ALLexn. Obviously, it 1s a big difference.

Senator MoyNIHAN. Yes.

Ms. ALLEN. And as we expected, we found that families on the 5-year
program did reduce their work effort more. We found an 11.4-percent
reduction for husbands, 25.3 percent for wives, 15 percent for female
heads of houschold and for other family members who are nonheads,
young nonheads, we observed a 43-percent work effort reduction for
the males and 60 percent for the females.

But there are some important things about this. The results are not
symmetrical. You get a bigger—and these were all predicted by

harles Motcalf, who was then at the University of Wisconsin, who
wrote the definitive paper on duration bias. He predicted that the
effect of a short experiment would be to understate the impact of the
benefit Jevel and to overstate the effect of the tax rate.

This is for two reasons. First, on the income side, obviously the ex-
pected value of a permanent income increase is larger than the ex-
pected value of a short-term income increase. On the other hand, when
you put a high tax rate on earnings, you make it very expensive to
work right now.,

If a person has a sort of view of life in which they think, well, you
know, out of the next 30 years I will probably work 26, they might
decide to concentrate their leisure now during the program when it
costs them less, and so you might have an overreading of the tax effect.

Senator MoYNIHAN. I see.

Ms. ALLEN. And it turned out that Metcalf was right, although I
must stress that unfortunately—and here is where we made another
mistake—our 5-year sample was only about a quarter as big as the
3-year sample which I, in retrospect—and I am responsible for that
decision—I think was a mistake, and it means that it is hard to
statistically significant results among benefit levels and tax rates in the
5-year sample.

So we do not have such strong results for the 5-year families taken
alone. It is for that reason that all of the results that we have used in
the cost estimating are an average of the 3- and 5-year families, and
they are overweighted by the 3-year families.

Now, what does that mean? en we make estimates for different
level programs, it does mean that for a generous program we are under-
stating the average reduction somewhat, but it is important to note
that for a relatively modest program, one with a low benefit level, per-
haps 65 percent of the poverty line with a high tax rate, or something,
the results flip around. In that case, you find that the 5-year results are
actually somewhat lower, or at least not very different, from the 3-year
results, simply because the tax-rate effect is reduced.

Senator Moy~1HAN. If you do not mind my saying so, that is pretty
heavy stuff.

Ms. ALLen. T am sorry.

Senator Moy~NrHaAN. I mean, a 60 percent drop, a 43 percent drop——

Ms. ALLEN. We were particularly concerned about—these results of
the nonheads are new ; Bob Spiegleman will be talking about them. We
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have not seen them before. Again, we ought to study them some more.

They are somewhat upsetting because we find that when young male
nonheads marry—these are young people who are in the age range of
16 to 21—their work effort reductions remain very high. On the 5-year
program, they are 55 percent, and this is disturbing because these are
young people who are underteking new family responsibilities and it
is possible that we have had a deleterious effect on their long-term
labor force attachment.

Now, we cannot conclude that. We do not see them for long enough,
but it does give us some thought.

Senator Moxn1HAN. Do you want to spell that out again? You're a
¥ou1_1 male nonhead ; normally speaking you are living with your own

amily.

Ms;.y AvLLeN. Yes; all of these young people were initially living with
their own parents or other relatives.

Senator MoyN1uaN. And there is a 55-percent reduction in their
hours worked as against the control ¢

Ms. ALLEN. The ones who marry, who become family heads them-
selves, had a 55-percent reduction 1f they were on the 5-year program
and a 28-percent if they were on a 3-year program.

Senator Moy~N1naN. There is a wonderful line of Charles Lamb
which goes, “If ever I marry a wife, I will marry a landlord’s daugh-
ter/sit at the bar all day and drink cold brandy and water.” How
many of these people married landlord’s daughters?

Ms. ALLEN. We could probably determine that.

Again, you have got to realize that it was a relatively short-term
program and you just do not know the long-term effect. We did fol-
low these families up few some time after the experiment. It will be
very interesting to see whether these kinds were simply taking a vaca-
tion, essentially, and after the experiment ended they went back in
the labor force just as you would have expected them to. So it is
very important to remember that. The duration bias works in both
ways. : _

The numbers that I have given here—

Senator Moy~1maN. May I ask about your two versions? Is one
the version for the committee and the other the real story you are
telling the Secretary of Labor?

Ms. ALLEN. No, Mr. Chairman, in no way. I thought when we got
done writing this thing and T looked at it and found that it was——

Senator Moy~1may. “Oh, my God. don't tell them that,” you said.

Ms. ALLEN [continuing]. Thirty-one pages, I thought you probably
did not. want to sit here through the whole thing and so I went through
and took a meat ax to it and cut and pasted a shorter version, but
there are no substantive differences between the versions.

The numbers that we just talked about, of course, it is important
to remember summarize what actually happened on the experiment.
They are not extrapolations to any particular reform proposal. To
interpret their relevance for policy purposes, we have to take ac-
count of a wide variety of factors which influence the results in
various directions,

On the one hand, the average generosity of the payment plans in
STME DIME was generally higher than plans proposed in welfare
reform debates. It did cover the range of policy relevance, but some
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of the plans tested had guaranteed 125 percent, and even 140 percent,
above the poverty line. Now, that is considerably higher than what
we have been talking about.

Senator MoyN1naN. Right.

Ms. ALLEN, At least for a basic Federal program.

On the other hand, the experiment operated in only two cities
and in these cities the average wages and income were relatively high.
We do not know whether if we went into poorer areas we would
have a larger effect.

Senator MoYNIHAN. So that, then, could tend to counteract the im-
pact of higher benefit levels, if they would not be proportionate.

Ms. ALiLex. Exactly. So we do not know exactly how to adjust
for all of that, but we tried to. . .

There were also various differences in program administration
and payment calculations——

Senator MoyNrHaN. May I just interrupt myself? I said, in other
words, that would offset the impact of the benefit levels being high. I
should say, in other words, commonsense tells you that we do not know
a damn thing about it, do we? We are constantly finding out that what.
everybody knows turns out not to be so.

Ms. ALLeN, These results are all very consistent with what theories
predicted and, indeed, are very close to some labor supply results that
were produced in the late sixties using nonexperimental data.

Senator MoyninaN. I see. That Mr. Metcalf was interesting.

Ms. ALLen. Yes. That was very gratifying to see it work so well. I
think Chuck was surprised himself. .

But we do have to look at these important differences which make
it impossible to directly carry these results over to the current welfare
program and to many alternatives.

Some of the things that I might mention is that there are differences
in income accounting procedures. Income was measured over a longer
period than is usualfy the case in a welfare program. This might tend
to diminish the effects on the one hand since the payments did not go
up as quickly when earnings declined; but on the other hand, there
was no work requirement in any of these programs. People did not
have to go down to the welfare office, they did not have to register for
work or training. Some of them were offered a training opportunity—
they usually had to pay for a part of the cost—but that was purely
voluntary.

Senator Moy~11aN. No work requirement.

Ms:-ALLeN. No work requirement.

It is also important to remember that the actual effects of any pro-
posed welfare reform will depend upon the particular parameters
chosen. Other things equal, the higher the basic benefit and the higher
tho benefit reduction rate, the greater will be the work effort reduc-
tion among the population covered.

. However, part or all of the total effect of raising the benefit reduc-
tion rate may be offset, at least in the short run, by the corresponding
reduction in the size of the eligible population. That is, if you hold the
guarantee constant and raise the benefit reduction rates, you will make
fewer people eligible—at least initially—and those people will reduce
their work effort more, but since there will be fewer of them, the total
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work effort reduction may be less than in a program which has a lower
benefit reduction rate.

This is & very interesting finding.

Senator MoyN1HAN. You mean & marginal rate of 80 percent will
discharge an awful lot of people who stay somewhow within that pos-
sibility but the number of peogle covered is very much lower than with
a marginal rate of 20 percent

Ms. ALLen. Exactly.

Now, do you want to be a little bit cautious about that, though, be-
cause the long-term effect may not be quite that favorable. When we
use our models and look at these effects, we look only at people who
have income below some rather low level in any given year and there
are relatively few of them, thank Heaven. We then conclude that those
are the only people that were affected, and maybe they will not work,
maybe not at all, but there are so few of them that we may not care a
whole lot.

The only problem is that, as we know from numerous studies that
are very wel? summarized in a study by David Lyons, there is a great
deal of normal fluctuation in income among the low-income f)opula-
tion, so that the number of people who might dip down below the
eligibility limits for this program over time will be much greater than
the number of people we initially made eligbile. As a resmﬁ: over time
more people may became affected by the disincentive associated with
a high tax rate and the effects might cumulate.

Senator Moy~N1HAN. Is that a stable finding, that income fluctu-
ates more in these lower ranges than in middle and higher ranges?

Ms. ALLen. My own studies of income fluctuation always sug-
gested that, bul mine were mostly based on the data that we had from
the experiments themselves, You have very little data on intra-

ear income flows—you have pretty good year to year data from the
ongitudinal surveys like the Michigan longitudinal survey and they
do show a lot of fluctuation. '

The Seattle-Denver experiments and the other experiments are our
only source of information on intrayear income flows and I did find
a lot of fluctuations in the studies I did on monthly reporting and in-
come accounting. I found that at the very lowest income ranges fluctu-
ations increased somewhat with income—if you do not have any income,
then it obviously cannot fluctuate. Income fluctuations increased some-
what as income increases over some range and then they decline as in-
come increases. _

You face this tradeoff between high tax rates and high eligibility
limits and we do not really know what will happen over time. We might
have a tendency to stockpile additional people not working overtime,
but our results do not extend to that sort of finding.

Now, while the SIME-DIME results are important there are, as I
said, quite a lot of remaining uncertainties. Chief among these, per-
haps, 1s the question of how different the effects would be under pro-
grams that look more like our current welfare system.

To examine this issue, we have to look at studies of current pro-
gram experience, although such studies, of course, do not have the
precision of controlled experiments.

For the current welfare population of female heads of families,
the estimates derived from several studies which we cite are gen-

36-954 0 -179 -2
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erally consistent with SIME-DIME findings—that is, female heads
of families are sensitive to benefit levels and tax rates, Unfortunately,
we have little evidence of the impact of food stamps and the unem-
ployed fathers component of the AF DC program on the work behavior
of two-parent families. In fact, it is not even clear why so few low-
income two-parent families participate in the two programs.

We do cite a couple of studies that came out in this regard which
suggest that in the case of UF, program restrictions, such as the limit
on work per month to 100 hours, the prior work experience rule and
strict work requirements, are the cause of the low participation in
the program.

Senator Moy~NiHaN. What is the AFDCU Farticipation?

Ms. ALLEN. No one really knows. Oh, probably about 50 percent, I
would say. That is what a recent simulation estimate 