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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. "
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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.
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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



6

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——



10

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 for 1975 sug-

ts

gests.

-Senator MoyN1aN. About half.

Ms. ALLEN. Some estimates are as low as 15 percent, but you have
a lot of measurement problems in such studies.

One thing, it is easy to overmeasure eligibility. We do not have
really good data on income for low-income people. As you know,
there is a .big hidden economy. People do not—well, people have no
particular reason to hide income from the census worker and we are
usually using census data. Nonetheless, if they are engaged in extra-
legal or quasi-legal activities, they are not likely to report the income
from them in great detail to the census worker.

So we may be overstating eligibility. '

There are a couple of studies on this subject. Neither one of them
even pretends to Ee definitive. They both suggest the same thing,
though, that one real reason is that the AFDC-UF program is run in
a very strict fashion with a lot of pressure on participants. While the
WIN program does not begin to serve the number of potential people
it could help because of restricted resources, it does focus its resources
on the UF family, and they are the ones who get first priority in
training, first priority in placement, and all of those administrative
factors tend to keep turnover on the UF program quite high and par-
ticipation low.

Michael Weisman, who is going to be up here testifying tomorrow
has some interesting findings. He has been looking at California and
he notes that even though the program in California, the UF program,
is nominally just as generous as it was before, the fact
is that they have really been tightening the administrative screws and,
as a result, they have been knocking the program levels down.

This, of course, is the next point that I make in my testimony. That
it is important to remember—and there are several studies on this
point by Weisman, Lidman, Reidel, and Holmer—that cost-conscious
program administrators can often exert a far more effective influence
on the actual level of case openings and closings, and hence on the
size of the caseload, than can all of these larger social and economic
forces that we spend a great deal of time worrying about, and this,
again presents us with an agonizing choice. We would like to simplify,
streamline, and humanize welfare administration and we would cer-
tainly like to reduce fiscal burdens on hard-pressed localities.
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But, as we change ease of access to welfare, we can change partici-
pation levels. And we can also change participation levels by changing
the financial incentives, not just for the recipients, but for the program
administrator. That is to say, if you have a local government admin-
istering a program and its stake in the cost of that program js not
very high, you may find that there is more lenient administration of
the program than otherwise and this can affect caseload, for better or
worse.

One other measure designed to increase employment among wel-
fare recipients deserves mention, and we have actually talked about
it a bit, and that is the work requirement. This, of course, is current-
ly a part of WIN and the food stamps program.

The work requirement requires that the participant accept suitable
i’:;bs or training opportunities, if available, or suffer a reduction in

nefits. We really have only one study of this and I wish we had more,
and a more definite one, but the effectiveness of this measure has been
recently examined by researchers at Brandeis University. It was a
field study—they did go out and compare experiences in several sites—
but it was not a real experiment in that they did not have a control
group. They were not able to take a certain number of people off the
work requirement and compare their work effort with those facin
ONC. Instead, they just compared experience among areas, and
think that weakens the study.

Senator Moy~N1HAN. Frederick Mosteller has a remark he loves that
“We didn’t have any controls because it is only an experiment.”

Ms. ALLen. Well, yes. That was true of this study.

The Brandeis researchers conclude that while the work requirement
can be used to maintain pressure for job search on those who do not
work, there is little evi«fence that, under existing work tests, such
pressure results in the actual return of registrants to work.

However, the author suggested that the effectiveness of a work
requirement could be strengthened by incorporating a more struc-
tured and better monitored job search component and by adding a
large-scale public employment component so that sufficient jobs will
be available for all those subject to the work requirement.

Senator MoyNIHAN. Are you saying that WIN, as it now operates,
has no substantial work incentive, as found by this group?

Ms. ALLen. No, I am not saying that. I think that WIN does help a
lot of people find employment. But as far as making somebody work
who does not want to work, I do not think we have any evidence that
it does that. :

Fortunately, there are so many people on the welfare rolls who want
employment assistance that it is easy to do a lot of good without
worrying a whole lot about whether you are forcing somebody to
work who does not really want to.

Senatory Moy~NraAN. You have more applicants than you——-

Ms. ALLEN. Absolutely. Many more, we always do.

There is another important interaction between transfer programs
and labor supply and demand, which must concern us. This is the re-
lationship of these factors to the changing structure of families and the
imFlications of such changes, in turn, for employment and transfer
policy.
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The most obvious phenomenon of note is the rise of the female-
headed family, with which you are more than familiar. Between 1968
and 1975, the number of women heading families with children in-
creased by a very startling 60 percent. Labor force participation, as
you know, among women is lower than among men and while participa-
tion among women generally has been rising steadily, this has not
been the case among women heading low-income families.

Whether this trend continues depends, in part, upon the structure
of welfare programs themselves, but perhags and even greater, in part,
on the number and types of jobs available to families and young
workers in the next several years.

Several studies have explored the relationship between employment
of family breadwinners and family dissolution, and this, of course,
is the problem which you, Mr. Chairman, first called to the public’s
attention over a decade ago.

There are many studies that focus on this issue. The studies suffer
from common problems of unobserved variables, uncontrolled factors,
or confounding influences, but all of the studies finds a direct rela-
tiorl;s}lip between the employment stability of husbands and family
stability.

One zf the studies, which I do not think we cite in the prepared
testimony but which 1s of particular interest, is the study of Sawhill,
Peabody, and others which observes that the fact of unemployment
is a far greater determinant of family stability than absolute differ-
ences in income. For instance, they find that for black families, the
effect of prolonged unemployment of the head has a greater effect on
splitting than even a $10,000 absolute difference in income.

So unemployment appears to be a very important factor in de-
termining family stability.

Senator MoyN1HAN. Who did you say this was? Sawhill—

Ms. ArLen. Sawhill, Isabel Sawhill; Caldwell ;. Peabody and com-
pany. We have the citation somewhere.

Sex(liator MoyNinaN. Send us those and we will put them in the
record.

Ms. ALLEN. Yes. We have a bibliography that we will put in the
record which cites this study.

[The following was subsequently supplied for the record :]

RELATIONSHIP OF UNEMPLOYMENT TO MARITAL STABILITY

Saul Hoffman and John Holmes. “Husbands, Wives, and Divorce.” In Five
Thousand American Families: Pattcrns of Economic Progrcss. (Vol. 1V). In-
stitute for Social Research, University of Michigan, 1976. .

Using the I'anel Study of Income Dynamics, hours worked was found to have
an important curvilinear effect on marital dissolution over a seven year perlod.
Husbands working 48 hours per week were found to have the lowest split rate
with significant increases in splitting occurring for those working more than
60 or less than 40 hours a week. Also, husbands recently experiencing unemploy-
ment or high job turnover were more likely to experience a marital dissolution.

Isabel Sawhill, Gerald Peabody, Carol Jones, and Steven Caldwell. Income
Transfers and Family Structure. The Urban Institute, 1975.

Aniong poor or near poor families experiencing serious unemployment prob-
lems during the first five years of the Panel Study of Income Dynamics, their
probability of separation over the next four years rose by more than 16 per-
centage points if the husband experienced serious unemployment problems.
A typical low income white family’s probability of dissolution rises 7.6 percent
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to 24 percent. The typical low income black family’s probability of dissolution
rises from 12 percent to 30 p:cent.

Andrew Cherlin, “Employment, Income, and Famlily Life: The Case of Marital
Dissolution.” The Johns Hopkins University, 1976.

Using the sample of mature women (age 30—44) from the National Longi-
tudinal Surveys of Mature Women (Parnes), it was found that a greater number
of weeks worked by the husband in 1966 significantly reduced the probability
of marital dissolution between 1987 and 1971, indicating that the employment
stability of the husband Is an important determinant of marital dissolution.

Marjorie Honlg. “AFDC Income, Recipient Rates and Family Dissolutions.”
Journal of Human Resources 9 (1974) : 303-322. * ¢ * “A Reply.” Journal of
Human Resources 11 (1976) : 250-260.

Using 1960 and 1970 census date for SMSAs, higher unemployment rate were
lfogx&im to increase the female headship rates off whites in 1970 and of both rates
n .

Joseph Minarik Robert Goldfarb. “A Comment.” Journal of Human Re-
sources 11 (1976) : 243-249,

Using 1970 data on states, results similar to these noted by Honig were ob-
talned. The unemployment rate had a positive coeflicient, but was not sta-
tistically significant.

Heather Ross and Isabel Sawhill. Time of Transition. The Growth of Families
Headeg by Women, The Urban Institute, 1975.

Using 1970 Census Employment Survey data on 41 cities, it was found that
doubling the median weeks of male unemployment raised white headship rates
by 55 percent. There was no effect for black women.

Kristen Moore, Steven Caldwell, Sandra Hofferth, and Linda Waite. The
Consequences of Early Childbearing: An Analysis of Selected Parental Out-
comes Using Results for the National Longitudinal Surtey of Young Women.
The Urban Institute, 1977. ,

Amopg young women in the National Longitudinal Survey, it was noted that
living in an area with high unemployment caused statlstically significant in-
creases in the marital split rate.

Saul Hoffman and John Holmes. “Husbands, Wives, and Divorce.” In Five
thousand American Families: Patterns of Economic Progress (Vol. 1V). Instl-
tute for Social Research, University of Michigan, 1976.

Controlling for important demographlc and economic variables, the hus-
bands hourly wage rate was negatively associated with & lower probability of
dissolution over a seven year period. These results were obtained from the
Michigan Panel Study of Income Dynamics.

Isabel Sawhill, Gerald Peabody, Carol Jones, and Steven Caldwell. Income
Transfers and Family Structure. The Urban Instltute, 19765. ,

During the first four years of the Panel Study of Income Dynamics, women’s
earnings and the probability of marital dissolution were found to be positively
associated. For each $1,000 increase of earnings by the wife, the percent of
couples that separate increased by one percentage point.

Andrew Cherlin, “Employment, Income, and Family Life: The Case of
Marital Dissolution.” The Johns Hopkins University, 1976.

Among women in the mature sample (age 30-44) of the National Longitudinal
Surveys (Parnes), the greater the ratio of the wife's to the husband’s actual
or expected wage in 1967, the greater the probability of dissolution by 1971.

Heather Ross and Isabel Sawhill. Time of Transition: The Growth of Fam-
ilies Headed by Women. The Urban Institute, 1875.

Among famlilies in 1970 Census Employment Survey data for 41 cities, a
ten percent rise in the median income of intact families lowered rates of female
headship by seven percent. :

Margorie Honig. “AFDC Income, Recipient Rates, and Family Dissolutions
Journal of Human Resources 9 (1074): 303-322 * * * “A Reply." Journal of
Human Resources (1976) : 250-260.

Usling 1960 and 1970 census data for SMSA’s, rates of female lheadship among
whites and blacks in 1960 and 1970 were found to be negatlively associated
with male earnings and positively associated with female earnings.

Joseph Minarik and Robert Goldfarb. “A Comment.” Journal of Human Rec-
sources 11 (1976) : 243-249,

Using 1970 data on states, results similar to these noted by Honig were obtained.
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Ms. ALLEN. So as you observed, unemployment incurs dependency
costs that go well beyond the immediate. Presumably, employment
and training programs which upgrade the skills of and/or increase
demand for family breadwinners will exert a stabilizing influence on
families. While we have no experimental evidence of this effect, we
do have suggestive evidence from the frequently observed strong,
positive effect of increased incomes on family stability and the fact
that the higher is the unemployment rate of the husband, the higher
is the probability of family instability.

Senator Moy~1tzaN. I might interrupt you here to say that we have
got some recent data which were put together for us by the Congres-
sional Research Service. When I first worked on this subject in the
Labor Degartment in the early 1960’s, what startled me and led me
to think that we were going to have a very sharp rise in dependency
was that there had been a very close correlation between male unem-
pl%yment rates and the AFDC case openings.

he correlation was about 0.91 over about a 14-year period. And
then in the late fifties that correlation began to get weak and in the
early sixties it disappeared altogether and that struck me . as sayin
that something had gone wrong and we were going to have a lot o
that trouble.

I can now tell you, however, that by the 1970’s, about a decade
later, the relationship seems to have picked up again. We went
through a turbulent decade, and now are back where we had been;
that is, unemployment does seem to have a direct correlation with
the number of AFDC cases. I found that interesting. )

Ms. Avten. It is very interesting. I think that the underlyin
relationship was always there, it is just that we had this huge growt
in welfare participation during that period induced by administrative
changes and by greater levels of knowledge and changes in benefits
which obscured it.

Senator Moy~NiuaN. And don’t forget that cohort of peoi)le just
crashing into every institution we have, whether they are colleges or
maternity wards, or what., It was the biggest cohort that size in the
history of the country. It will probably never happen-again,

The population 14 to 24, the cohort of which I speak—those people
who cause all the trouble in the world and who do all the things that
are interesting—between 1890 and 1960, that cohort grew by 10.5 mil-
lion ; then in the 1960s, it grew by 11.3 million.

In 70 years, it grew by 10.5 million, and in 10 years it grew by 11.3
?lﬁlll_ion. This decade, it grows by 800,000; in the eighties, it will

ecline.

That is what actually happened to college campuses, for example,
despite all those explanations that it had something to do with the
personality of the dean or the weather in Berkeley or foreign policy—
it was size.
hM% AvrLEN. They certainly did mess up all our lovely curves, didn’t
the

enator MoyN1HAN. They certainly did.

Ms. ArLLexn. Things are getting back to normal. It is very reassuring.

We were talking about the expected stabilizing effects of improving
employment and training opportunities on family stability. Now, as
you observed, extending welfare programs per se to intact families
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does not appear to offset the destabilizing effect of unemployment
among family heads. .

Studies by Weisman and by Lidman find very high rates of family
splitting among families on the AFDC unemployed fathers program.
Of course, you cannot extrapolate these findings directly to & genera
pogulation because of the fact that these family heads are unemployed
and have, at least at the time they are on the program, very low in-
((iomes. Other things equal, they are more likely to split and indeed they

0, .
But it seems likely that the fact of being on welfare, replacing earn-
ings by welfare, cannot offset the destabilizing effect of unemploy-
ment per se,

We also have the controlled experimental data from the SIME-
DIME program to which you referred and these indicate that provid-
ing cash assistance to two-parent families in the manner tested in the
ex})eriment increases, rather than reduces, family splitting on average.
0 ucl,ourse, you have to apply a lot of caution in extrapolating these
results,

Senator Moy~N1HAN. Now here is where I have to ask you a question,
and it is a hard one. You say we have to use caution in extending these
later findings. Well, yes, of course we have to use caution. But certainly
at this point, unless someone can help us in how to handle exgerimental‘
modes, have our experiments not told us you have to have a lot of cau-
tion going ahead with the President’s program ¢ .

Ms. ArLeN. I think there are very important differences. The first
thing to remember is that we have a big welfare program right now,
and it is hard to imagine that large effects would occur if you change
it marginally, particularly in States such as your own where you
already have a prettﬁ' generous program: You have an unemployed fa-
thers program; you have a home relief é)rogmm———

Senator MoyN1HAN. Are you describing the President’s proposal as
marginal § Watch yourself.

Ms. ALLeN. Well, really——

Senator MoyN1HaN. Do you know the life expectancy of Assistant
Secretaries?

Ms. Ariexn. If you really look at the cash assistance side of PBJI
and compared it to what was currently operating, it was no sweeping
revolution. It would only have been in the 10 or 11 low-payment States
of the South that it would have actually increased the basic benefits,
and we were very, very cautious in how we extended cash assistance to
the two-parent families, for exactly these reasons. -

I mean, we had these results 2 or 3 years ago and we looked at them.
They were preliminary at that time; there were lots of questions.
But we knew they were going to come out and obviously we were
very concerned about them.

Now, there is no question—I mean, I think you can argue about
technique on the experiment and this and that but I do not think you
are going to shake those findings as they apply to that experiment
very much, as Bob Spiegelman will tell you. That is what happened;
it is strong. The findings are robust with respect to the experiment.

But the experiment was quite different in very many important
ways from what we are talking about doing in cash assistance even
under the more ambitious PBJI program and as you suggested we
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are likely to come up with more incremental proposals in this next
go-around.

And you have to feel that differences in degree certainly do become
differences in kind. It would be remarkable 1f we made very modest
changes in the current welfare system, and left the way we administer
it mostly alone if all of a sudden 10 million men went running away
from their families.

On the other hand, there is no question that you can imagine pro-
grams that would have a large effect, at least initially.

You expect in an experiment—or, indeed, in the real world—that
when a program first comes in it will tend to have a higher initial
impact than it might have in the long term because there may be a
pent-up stock of discontended husbands and wives who say: “Whoopee
now we can get away from each other.” A fter 2 or 3 years this potential
for splitting will diminish, and that, indeed, has occu on the
experiment. Now, you cannot exactly extrapolate——

" Senator MoyN1uaN. Has it begun to taper off §

Ms. Ariew. It has begun to taper off. On the other hand, you cannot
conclude too much from the experiments for the reason that you are
stuck with a panel, a fixed sample in the experiment, and in the real
world you would have a replenished stock of available people to split.
In the sample you fet what you might call “panel fatigue.” You can
only do so much splitting in a 3-year time period, particularly if you
have already split once, .

Selnatc’)’r oYNIHAN. Panel fatigue # That is almost as good as “sibling
overlap. ‘

Ms. Arren. So you cannot conclude exactly from the experiment
that you would have as much diminuation in a permanent program, -
although you would have some.

Senator MoyninaN, But Dr. Allen, as a friend of this committee,
you will grant that there is a level of explanation that is required of
the advocates of these programs higher now than before the experi-
mental findings have come forward ¢ Right?

Say “Right,” Dr. Allen.

Ms. Arren. Right.

Senator MoYNIHAN. It is true.

Ms. AvLEN. Of course, I reserve the right to edit that for the record.

Senator Mo¥N1HAN. It is true. I mean, do you know what I am going
to have to explain to this Senate? I will say, well, yes, there is a 55-
percent drop, but think about it this way.

I mean, many people have already stopped thinking when they have
heard that.

It is a lot more complicated than before we—I told you never to go
and find out about this stuff.

Ms. ArLew. I know, darn it. Well, we certainly do not want to make
that mistake again.

Senator MoyNr1rAN. You will not make that mistake again, right?
This is the last time anybody will experiment with a bold new program.

Ms. ALLeEN. Well, there is another important thing that I have just
got to point out and that is that we have put a lot of emphasis in the
administration’s reform program and a lot of dollars into creating jobs
rather than putting peo;ﬁe‘ on cash assistance.

. (Sig.nator Moyn~ruaN. That is true, and this is the response to these
ndings.
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Ms. Avven., Exactly, and that was an extremely important
component——

Senator MoyNiHAN. I frankly wish that these findings had been
made a little more public. We would have digested them by now.

Ms. Acien. I think we are in the process of digesting them now,
though. I think that, for instance, these hearings are very, very help-
ful in that regard so we can talk about the findings, and I think we
have to talk very frankly, too, about the trade-ofis. You know, you
could totally eliminate both the work incentive effects and the effects
on family stability of welfare by closing down the welfare office.

The obvious problem with this solution is that you would have un-
toward side effects in terms of starvation, illegal income, and causing a
great deal of human misery. So we have trade-offs in all of these things.
There is nothing that we do that does not incur some side costs, but
I really think that you can minimize those costs if you know about them
ahead of time and weigh them against the alternatives.

Ialso think that we should not exaggerate the expected effects of any

.likely welfare reform on the basis of these experiments, which were
quite generous compared to anything that we are talking about in terms
of average payments. They were also very liberal in the way they were
administered.

On the other hand, I do not think it is a convincing argument that
the observed levels of splitting in the experiment were exaggerated
because the experimenters were not able to verify that the men were
still there in the families and we would have known they were there in
the real world. I mean, there is certainly a certain amount of disguising
of the presence of men under both the AFDC program and probably
under this one, but a diligent effort was made to find these men, more
diligent than under the average AFDC program.

On the other hand, it was relatively easy for a family to claim a
change in status. They did not have to go down and wait in a long queue
in the welfare office ; they did not have to submit to an examination by a
social worker. It was clear what would happen if the husband left—
that once his earnings were gone the benefit level would immediately
go up in the next check a month later. And that reduction of uncer-
tainty is, I think, a very important factor.

. I'would not be willing to conclude, however, that that responsiveness
is not something that you want to have in a welfare program. I do think
we want to streamline administration. There are offsetting concerns.

Senator MoyN1raN. You can devise a whole range and direction of
social policy that is not at all agreeable. You cannot tell people their
rights, threaten them, keep their benefits at the absolute minimum, and
if you want to put a high value on things like family stability, the direc-
tion of these findings——

Ms. ArLLen. T guess we have come to the point where we have to dis-
cuss how successful employment and training programs have been in
alleviating the problems of insufficiency in both labor supply and de-
mand among low-income populations and what we might expect from
expansions or innovations from such programs.

In the prepared testimony that we have submitted for the record, we
provide some findings from the WIN program. from a 3-year experi-
mental project in Vermont which provided jobs, training, and sup-
portive services for low-income families; from the welfare demon-
stration projects which were initiated under the Emergency Employ-
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ment Act in the early 1970’s; from the title VI CETA expansion and
from several other projects. )

Iam not going to go through all of those findings. _

Now, none of these efforts was, or is, of sufficient scale relative to the
demand for such services, but all of the programs have shown positive
results for participants and have generally had successful program
performance—that is to say that people have performed useful services,
their skills have been upgraded and their postprogram experience was

ositive.
P I will mention one recent welsl-controggd eﬁ'(l)(rt: of this s.oxl't'wtl:ich is
the supported work program. Supported work is a special job crea-
tion pxp'opgoram for persons who tmdl;gionall have had great difficulty
in finding or keeping employment. One of the target groups of sup-
ported work is women on AFDC and in particular that subset of
women who have had long-term dependence on welfare and repeatedly
demonstrated lack of successful employment. So, it was aimed at sort
of the hard-core, the hardest-to-employ E)eo le. .

Results from a preliminary sample of AFDC enrollees, including a
rigorously constructed control group—they did have a control group—
indicate that during the first 9 months of participation women in the
experimental group earned $3,150 more, worked 1,051 hours more,
received $1,147 less in welfare incomes, and had total incomes $2,007
higher than those in the control group.

Ve think this is very encouraging. We do not yet have the long-
term results, but this is much better than we expected from this group
?f women who were picked, purposefully, to be the hardest ones to

help. .
Jlearly, there are still a lot of unanswered questions, and as both
you and Senator Long have suggested, we think it is obviously sensible
to begin any major social initiative with carefully controlled field test-
ing. Recently, the Department of Labor provided——

Senator l\foyxmAx. Would you say that again?

Ms. ArLeN. We think—or I think—it is a good idea. Maybe I should
make that clear. I think it is a good idea to try things out in the field
before you initiate them, particularly in the case of employment and
training programs where a lot of problems are administrative. As we
discussed before, I think that we have a pretty solid research base
which indicates that if you do these things right, if you run your em-
ployment and training problems well, they can be very successful. But
\\; also know if you do not run them right, they will not have those
effects,

So I think that in any program which depends so heavily for its
successful impact on the way that it is administered, it obviously
makes sense to test it out in’the field, try out different things, and
phase it in gradually over time.

Senator Mov~Ninan. You know that I get awfully nervous when
I hear someone say, “Run this program right,” because the 1960’s were
filled with wonderful tales about the Harvard Ph. D. who went off to
teach children in preschool for the 2 years he had to go until his draft
eligibility expired and he did marvelous things with them, you know,
and then, of course. he turned 26 and that was the end of that mar-
velous experiment, but it proved that you could just do anything if
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you had a teaching profession made up fully of Harvard Ph. D.J’s
instead of a teaching profession drawn from—well, you know where
they come from. ) )

Herman Wouk had a wonderful line in “The Caine Mutiny” in
which he described the Navy in the Second World War—a Navy in
which I served, and I agree with him—as a system devised by geniuses
to be run by morons. Anybody can gear up an absolutely crackerjack
program but who is going to run it in 15 years time in a place you
never heard of in a State you barely ever heard of # Who is going to
be running it?

Ms. ALLEN. I agree with you. I think we have a good answer on
that. I was not going to talk about the welfare pilot ({)rojects, the em-

loyment opportunity pilot projects, because we do not yet haye

unding for them. We do hope we will. We have planning grant
money, and we have started the planning grant phase. The way that
we designed the program was meant to adgll"ess exactly that problem
of replicability.

We deliberately did not decide to run small experiments here and
there run by Ph. D.’s out of a consulting firm or a university. The
commitment of the Department was to run the tests on a credible
scale under regular administrative apparatuses at the local level.

Now, this confined us in certain ways, although it greatly increased
the potential power of the findings. It meant that you have to go into
a locality and you have to run the pilot as if it were a real program.
This also means you have to make it available to all of the eligible
people and that gets quite expensive. Of course, it also has the
tremendous advantage of allowing you to observe labor market effects
in & way which you never could if you had a little, tiny sample, and
I think that that is a very important issue. I do not think it would be
worthwhile to go out in the field with some small-scale gilded experi-
ment.

So we felt that we needed to have at least 15 sites and we tried to pick
our sites to make them not only representative geographically and
demographically but also representative of the klndgl;fp administra-
tive arrangements you get at the local level which vary greatly.

We picked prime sponsors that we thought were good ones, but
with typical types of problems. So I think that if we can do this, it will
be useful.

We do not know yet whether we will have the money to fund the
exl?erlments—-l personally hope that we will, but of course there are
other budget choices that have to be made.

I would mention one last interesting finding of a somewhat different
sort because it falls in the category of the Metcalf finding, and that
is the findings of economist George Ackerloff. Arguing from a theoreti-
cal perspective in the American Economic Review, Ackerloff pre-
sents an important rationale for combining employment and training
programs with income assistance programs.

By distinguishing between employable and nonemployable persons,
Ackerloff finds employment and training programs allow higher bene-
fit levels for those who cannot work and lower rates of marginal taxa-
tion for those who can work, and this balance increases the social
effectiveness of such programs.
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Mostly I throw this in because I found it amusing to see a well-known
academician working his way through a very complicated set of
equations—— .

Senator Moy~xr1aN. And then he came out—I was going to say,
I could have written that article. T know that.

Ms. AvLex. Well, T thought he had a statistically significant, theo-
retically elegant confirmation of commonsense.

Now, where does all this experience lead us? I do not think—and
I think you will agree—it means that we should weaken our effort
to help the poor. A decent society comes to the aid of its unfortunate
members, What the results do tell us is that we must take care to provide
help in the most effective way.

We have learned the unsurprising lesson that the poor, like other
people, act in & way which is consistent with their perceptions of their
sclf-interest. In some cases, like the rest of us, they must misjudge
them, but we can count. on the fact that, sooner or later, social pro-
gram beneficiaries will respond to the incentives, good or bad, which
policy planners build in social programs. There are two ways we can
respond to this finding.

We can try to distract the poor from pursuing their self-interests
by confusing program designs or conflicting rhetoric. More sensibly
and successfully, I believe, we can design our social programs to make
them provide the kinds of incentives which encourage low-income
people to move toward achievement of social and econoiie goals whieh,
by and large. they share with the rest of society.

To me, this means combining work incentives and work opportuni-
ties with cash assistance and other income-related programs. Although
the notion of a welfare trap is often overstated, duration on welfare
is increasing. ’

Senator MoyN1ax. Tt is increasing?

Ms. Avren. Oh, yes. We have the 1973 and 1975 AFDC surveys—
well, it is hard to sort these things out. We could get into a discussion
of turnover rates. The duration is increasing. although partly that
is because the caseload growth has stopped, so some of that effect is
statistical.

Senator Moyximax. Let us have that for the record, won’t you,
when you get it?

Ms. ALLEx. We will put it in the record.

[The following was subsequently supplied for the record :]

The data shown in Table 1 tend to support the observation that duration on
welfare is increasing. Between 1971 and 19735, the proportion of the caseload
continuously on welfare for more than 3 vears increased from 31 to 45 percent.
The propartion on for more than 5 years increased from 18 to 26 percent. art
of the difference hetween the latest years and the earlier years may be attributable
to the fact that in 1969 and 1971 the welfare rolls were still growing rapidly, a
factor which, in itself. will reduce the average duration of those on the rolls at
any point in time. However, the trend to longer durations has persisted during
the more recent years of relatively level caseloads.

While Lyons and others point to considerable evidence of caseload turnover.
there is no evidence that such turnover is incrensing, Wiseman aud Rydell also
note that much of the observed case “opening” and “closing” are simply admin-
istrative churning including reclassifiecntion of cases from one category to an-
other, minor adjustments in grants and notification problems.
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TABLE |.—AFOC FAMILIES BY LENGTH OF TIME SINCE MOST RECENT OPENING, 1969-75
[Percent of caseload]

Uptolyr 1to3yr Over 3 yr Over 5 yr
32.2 3.2 36.6 22.8
35.2 33.0 3.4 17.1
30.2 U5 u.7 1.8
21.8 21.4 w7 25.6

Source: 1969, 1971, 1973, and 1975 AFDC Surveys, U.S. Department of Health, Education, and Weifare. The 1975 numbers
are from table 1 of the publication.

Ms. Arien. It is important that we turn this trend around first,
by utilizing a combined work subsidy approach for the many poor two-
parent families not on welfare and, second, by offering new work and
training opportunities for the many poor already on welfare.

The administration’s approach in its welfare reform proposal of
last year tried to achiceve exactly such a balance. I think it is essential
that, as we consider alternatives to that approach, we recognize first
that any welfare reform program, whether labeled “comprehensive”
or “incremental” will influence the behavior of its intended recipients
in one way or another and, second, that the direction and magnitude
of these responses can be highly affected by the seeming minutiae of
program design.

Details with respect to benefit levels, benefit reduction rates, benefit
duration, program administration, and method of financing can also
exert large influence on program costs, caseloads, and ultimate out-
come.

We cannot eliminate all unintended consequences, but we can attempt
to foresee them and in so doing, I believe—and I think that you be-
lieve—that we can develop a balanced program of reform which will
maximize long-term improvements in the well-being and self-esteem
of the poorest members of our society.

Thank you.

Senator Moy~xtHaN. Well, thank you, Dr. Allen. That is extraor-
dinary opening testimony.

Let me note that you skipped over, for purposes of compression,
that Haverman and Bishop have done studies of the effect of the job
tax credit and they seem to suggest that combining work opportunities
with those particular kinds of advantages are more effective than sort
of general stimulus methods—well, certainly they will when the econ-
omy is going the way that the economy is going right now.

_ T have a couple of questions. First of all, Richard Nathan at Brook-
ings has said about. welfare reform that food stamps were the reform.
It happened in such a way that no one noticed it ; it happened because
an alliance developed in t{w Congress. People on the Agriculture Com-
mittees noticed that there were fewer farmers every year and if they
were going to get anybody to vote for their programs to keep the price
of food up, they had to find some allies in the cities, and they did—the
people who wanted food stamps—and it happened like that.
_Similarly, unnoticed, with no academic approval or literary sanc-
tion such as fires people to write profound articles about it, this com-
mittee, the Committee on Finance, commenced the single most dra-
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matic change of income maintenance arrangements in this country
since social security in the form of the earned income tax credit.

In the bill that the President signed last week—secretly, as though
people would not find out about this benefit—I think about a quarter
of American families with children will receive benefits from the
earned income tax credit. It is somewhere between 20 and 25 percent.
A big number,

Ms. AvLen. It would be about that; yes.

Senator MoyN1HAN. About that, yes. A big number, so big that the
administration may even want to conceal it. They do not want people
to know it. They will feel that it is an extravagant, liberal administra-
tion after all, or they might find out that members of the Finance
Committee are not monsters of reaction.

It is the cloest thing we have to family allowances and it is extraor-
dinary. Without anybody noticing it or approving of it, because it was
not thought up you-know-where, it has come into existence. It was
thought up here, which guarantees its disdain by academics.

A quarter of American families with incomes now receive this
and we have boosted it very carefully in this last bill.

So we alreday have in place a universal system, food stamps and the
earned income tax credit. I just make that point.

What I guess I have to ask you is, from what we know from these
experiments, do you feel that the Congress would be warranted in
going ahead with a further universal program at a very large cost, as
we know, costs which always are un(i)erestimated—at least typically
always have been—without some more experiment ¢

Ms. ALLeN. I do not think the Congress should enact a program like
the SIME-DIME program.

Senator Moy~N1HAN. About which we know something. You think
we should enact a program about which we do not know anything,
therefore we will not be to blame. That is a very important principle.

Ms. ALLEN. Even if we buy those findings from generous programs
which have characteristics that we might not even carry over and
extrapolate them to the sort of program that we are thinking about,
we find that the predicted consequences are not mind boggling, that
you might very well—I think that there are reasons to think that the
experiments, particularly the marital stability findings, are high rel-
ative to what you would find even if extrapolated to more modest pro-
grams, and if you do extrapolate them to the kind of program we are
talking about, they get to a level where they would certainly be
acceptable if they could be detected at all.

I think it is important to remember that what was observed are
marginal influences. Obviously there are very strong trends going on
in society right now with respect to family splitting. Probably that
will taper off, but at the moment it is very fashionable to split.

Senator MoyNiman. Right.

Ms. ALLEN. So you are talking about marginal influences. I think
that——

Senator MoyN1iAN. A 60-percent increase over the control group
where there is a lot to begin with—is that marginal, ma’am? That is
not what I call marginal. You would not call that marginal. If you
found a 60-percent increase in work effort, income and happiness in
one of your job-training programs, you would declare a breakthrough.
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Ms. Avren. Well, that is true, but it tapers off over the 3 years. Bob
Spiegelman will talk about that. There is certainly some initial ac-
celeration effect. I think that if you look at the expected results with
regards to a program on the scale that the administration is talking
about last year, particularly a program with a strong jobs component,
I thllxlﬂ: that you would find that the predicted results were much, much
smaller.

So I certainly do not think that one can use these results as an ex-
cuse not to do sensible, clearly conservative types of things with re-
gard to changing the program.

There are so many things that we know we can do without the
possibility of large-scale——

Senator MoyNTHAN. Well, let me just ask you. One of the things
that was discouraging last year is that the President’s program got
nowhre. It was not voted on.

.Do you have a feeling about why that was sof I mean, in terms
of what you are going to do this yearfy

Ms. Arren. I think it was too big, but it was also so new. I think
we made a lot of progress last year.

In the first place, we saw the emergence of a considerable con-
sensus. We had several serious proposals on the table all of which
looked—you know, they were smaller than PBJI, but they all had
that balancing of components, jobs and training, modest incremental-
type cash assistance reforms. There really was a lot of consensus
building of that sort.

Also, as you observed, we achieved a lot last year and maybe because
not a whole lot of attention was paid.
Senator Moyn1uaAN. Last year{

Ms. ArieN. The earned income tax credit. It was expanded, and in
a very sensible fashion. .

We also passed the targeted tax credit. Senate Finance got 1t
through.

Senator Moy~THAN. Yes, I hope we have got—you have a tremen-
dous opportunity out there, just tremendous. The wages of welfare
recipients are practically free to employers with the tax credit—the
combined 50-percent tax credit plus your normal deduction, and you
knov, there are good workers to be got for nothing, and the worker
gets paid and the employer does not have to put up the money.

Ms. ArLen. We expect that that will be a very helpful first step
in our direction.

The third important thing that happened was that we had a new
OETA reauthorization which included a title II, heavily focused on
the structurally unemployed and that is a big downpayment in terms
of where we want to go in employment and training programs for low-
income heads of family. There already is some language in that title
about priority for welfare recipients. It is not as large an authoriza-
tion as we need, it is not as closely targeted, but it is a big step in the
right direction and it establishes important principles with regard to
holding the line on wage rates, targeting, and interlinking with private
sector opportunities. )

We have the authorization for the new private sector initiative
programs. We made a lot of progress last year down the path we hope
to go and I think that a lot of consensus began to emerge toward the



28

end of last session. As Stu Eizenstat told you, we are currently devel-
oping incremental reform options. We hope in the next month to be
u[l)mtalkin to you and to the other Senate and House leaders about
what kinds of options make sense. ’

We have not yet taken our options to the President and obviously
his choices will be heavily influenced by the decisions that are made
on budget priorities, but we will be up with a package and we know
generally what types of elements wil?be in that package.

Senator MoyN1HaN. Let me say that we are very much in your debt.
We are extraordinarily happy that you opened these hearings the way
that you did and the way the Department of Labor has always been
in these things—coming forward in a very open and helpful way.

This subcommittee has a responsibility to the Senate that we have
to discharge. You are an economist and a distinguished academician
and you will follow me when I say that nuances that are very impor-
tant to you will not seem very important to people who have other
things on their mind and these sort of raw, rough findings come
crashing in upon the sensibility, on the general perceptions of the
Congress, and it is going to make it a harder program to sell now.

To say we do not want a program like SIM‘;)—BIMEI no, we do
%oltl\&?nt that. Well, tell me how your program is not like SIME-

That is what we are going to have to go through, is it not? All
right, we will.

do a , very much, that in an odd way we have been trans-
forming this whole field incrementally and I think we have begun to
see the emergence of a comprehensive incremental program.

You know, last year we increased the family allowance for a quarter
of the low-income population. We provided huge incentives for hiring
people with particular drifts of difficulties getting into the labor
market. We provided all kinds of food stamps—for example, you
read in the paper this morning that food costs are going up, but food
stamp reciplents have indexed benefits, and things like that.

So, au revoir. I thank you very much, Dr. Allen. I thank yonr
associates; you have been most generous. We will see you in January.

Ms. ALLen. Thank you very much, Mr. Chairman.

[The prepared statement of Dr. Allen follows:]

STATEMENT OF JODIE T. ALLEN, SPECIAL ASSISTANT TO THE SECRETARY OF LLABOR,
U.S. DEPARTMENT OF LABOR

Mr. Chairman and Members of the Subcommittee: I am pleased to appear
before you today to survey some of the results of recent soclal science research
relating to existing public assistance programs and potential welfare reforms.

My testimony today will focus on those aspects of welfare reform which relate
to the responsibility of the Department of Labor to minimize the need for
transfer programs by promoting the development and maintenance of a healthy
labor market.

The ultimate purpose of income maintenance programs is8 to assure at least a
minimally adequate level of subsistence for all Americans. For those families .
with potentially employable members, three factors are of primary relevance in
determining the need for income assistance: (1) Is there an adequate demand
for the services of the family’s potential breadwinner? (2) Is the family willing
to provide the services of these potential workers to the market and in what
quantity? (3) How effective are employment and training programs in filling
gaps on both the demand and supply side by direct augmentation of demand in
the first instance, and by upgrading the skills and potential earnings in the
latter?
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THE RELEVANCE OF EMPLOYMENT TO THE PROBLEM OF (OW-INCOME FAMILIES

Before turning to each of these questions it is obviously relevant to ask
whether there are indeed a sufficient number of low-income families with
employable members to make their treatment in welfare programs a significant
issue. Some have argued that since most persons on welfare are elther aged,
disabled or young children, employment programs have little relevance for
welfare policy. There are several obvious things wrong with this argument. The
first is that the aged and disabled are not really part of the current debate
(except insofar as the rapidly growing ranks of the disabled include an increas-
ing number of “discouraged workers” whose inability to find steady work
translates eventually into pbysical and mental disorders.) As for the children,
they do not live alone but, in most cases, with parents and relatives. And if these
adults were able to become self-supporting, their children would be removed
from dependency; longitudinal surveys, many of them summarized by David
Lyon in a useful compendium, show that the great majority of low-income
families with children have at least one worker (65 percent in 1975), that even
female heads of families on welfare have a high probability of being employed
aRte lso;ne time over a flve-year period (69 percent in one study by Ralnwater and

n).

Given this apparent potential for economic independence among low-ineome
families, a prime councern of the Department of Labor in the area of-welfare
reform is the encouragement and maimtenance of work effort by the low-income.
population, and the development of employment and training opportunities to
sustain that work effort. It is useful to think of the problem of employment among
the low-income population as having demand and supply side aspects. On the
demand side, people must have jobs et which to work; on the supply side, they
must be capable of doing the work. Both sides of the problem are important,
and there are crucial ways in which the demand and supply sides are linked.

|

LABOR DEMAND EFFECTS

The traditional dlagnosis of employment problems among the low-income popu-
lation is in terms of inadequate skills, education, work experience and the set
of incentives bulilt into the transfer system that reduce the rewards from work.
This view, while raising important problems, is incomplete because of the
importance of demand and the availability of jobs.

On the demand slde, the most efficient generator of job opportunities is a
strong and growing economy. Many, although not all, of the problems of employ-

ing the low-income population are greatly reduced by increases in overall economic -

activity. A high performance economy causes employers to seek, train and
upgrade workers who, during more slack periods, might be considered struc-
turally unemployed. Two studies presented at recent sessions of the Brookings
Panel on Economic Activity (1973 and 1977) find evidence that during periods
of vigorous overall economic activity, not only are many more jobs created, but
workers are upgraded from bad jobs to good jobs, thus improving the long-term
stock of human skills available to the economy. Strong demand for labor induces
improvements in supply in other ways as well. A recent study by Summers and
Clark has found the important result that not only do participation rates in-
crease during good times, as has long been known, but individuals drawn into
the labor force stay there. The avatlability of jobs created by strong aggregate
demand creates a long-term commitment to work on the part of those drawn
into the labor force.

The negative side of these findings is that unemployment carries a large
and enduring cost in the foregone development of human skills and work
commitment.

A strong demand for labor also influences the efficacy of programs designed
to increase the supply of labor skills among the low-income population. Many
policies have been implemented in the last 15 years to improve the employment
experience of low-income persons by angmenting their work skills and education.
A simple but often ignored point is that the effectiveness of even the best admin-
fstered training programs depends crucially on having jobs available for the
trainees. A growing demand for labor also minimizes the likelihood that a pro-
gram graduate simply takes a job away from another potentlal employee.

36-954 0 -79 -3
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LABOR BUPPLY EFFECTS

Consglderation of training programs brings us naturally to a consideration of
labor supply effects since the purpose of such programs is to upgrade labor skills
and in turn increase both earnings and labor supply.

In a recent evaluation (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 impacts and there is more
proof of effectiveness for such programs than for any other major social welfare
activity.

TFransfer programs, such as welfare, exert an opposing influence on labor sup-
ply. The effects of transfer programs on the supply of labor are of concern for
both macroeconomic and microeconomic reasons.

Transfer programe can affect the overall economy by worsening the relation-
ship between unemployment and inflation, One mechanism is that, by raising
the returns for not working relative to working, the programs may influence
people to delay taking jobs in order to try to find a higher paying job or for other
reasons. The delays may lengthen the duration of vacancies, ralse the rate of wage
fncrease, or force employers to use less eficient workers. In any case, the result
can be less productivity, more inflation, and, ultimately, additional reductions
in employment if policymakers attempt to restrain the inflation by inducing an
economic slowdown. Documenting these effects is difficult, but some researchers
such as Hammermesh, Marston, Feldsteln and others claim to have found con-
vincing evidence that for a glven level of aggregate demand, the unemployment
rate is higher partly as a result of increased welfare and unemployment insur-
ance benefits.

The more traditional concern about program effects focuses on the individual’s
supply of labor, i.e., the work effort. What heightens this concern is the realiza-
tion that relatively small program effects on work effort can translate into in-
effective program outcomes. For example, if increases in benefit levels and benefit
reduction rates to cause only a 10-11 percent reduction in hours worked
by poor families, it could easily turn out that the Government might spend bil-
lions of dollars on benefit payments and have little effect on the families’ incomes.
Instead, most of the expenditures would offset reductions in earnings.

It was out of such concerns that OBO, and later HEW, funded several large "
negative income tax (NIT) experiments to try to quantify the amount of work
reduction caused by alternative benefit levels and tax rates. The idea was to
select a sample of families and, on a random basls, assign some families to a
financial payment plan and other families to a control group. Then, by observing
differences in work effort between families eligible for payments and control
familles, the precise impact of the payment scheme could be determined. Unfortu-
nately, a learning curve had to operate in this new fleld. 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. Other technical problems beset the Gary and rural experiments.
For example, the rural experiment included only 105 families receiving payments
and these were divided among farmers and nonfarmers in two different States
enrolled in 5 different beneflt plans. Questions were also raised as to whether the
results observed in a three-year experiment could be generalized to a permanent

program.,

The Seattle-Denver income maintenance experiment (SIME-DIME) avoided
many of the pitfalls of the earlier experiments. Its sample size was large—25
percent larger than the combined sample of all the other experiments. Operators
exercised strict control over the interaction of the experiment with existing pro-
grams and included an additional sample of families eligible for payments over
a five-year period. This experiment provides the best evidence to date on the
effects of a negative income tax on work effort. While analyses of the rich data
from the experiment will continue for several years, the effects on work have
already been studied extensively. I will try to summarize the basic results.

In comparisons between families eligible for payments and control families,
where account {8 taken of such differences as preenrollment hours, race, and
normal income, the Stanford Research Institute and HEW analysts found the
negative income tax plans produced the following reductions in hours of work:

Compared to the control group familles, work effort reductions in families
eligible for three-year payment plans averaged 7.8 percent among husbands, 16.7
percent among wives, 13.0 percent among females heading families. Among
other family members aged 16-21 who do not head families of their own the
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;educltlon in work effort was about 43 percent for males and 33 percent for
'emales

The average work reductions were usually substantially larger when com-
paring families eligible for 5-year payment plans with families in the control
group; in families eligible for 5-year payments, husbands worked 11.4 percent
less than control group husbands, wives worked 25.3 percent less than control
group wives, and female heads worked 15.0 percent less than control group
female heads; among other family members who are not family heads, the males
worked 43 percent less than controls while females worked 60 percent less than
controls. However, because of offsetting effects these higher average coeflicients
iio 1{:!’. necessarily translate into higher costs for programs with low benefit

evels.

One disturbing consequence of note is that when male nonheads become family
heads through marriage, their labor supply reductions remain very high (a 55
percent reduction for those on the 5-year program and 28 pecent for those on
the 8-year program). As Richard West of SR1 observes, ‘these estimated responses
are 80 large that they imply that an NIT plan would have profound effects on the
labor supply of the male heads of young families, even without considering the

-definite possibility of an even more pronounced response to a permanent pro-
gram * * * The reduction in work effort by male nonheads who become hus-
bands is clearly fmportant. These males are reducing their work effort just at
the time when they are undertaking family responsibilities. Not only is their-
response important in the current period, but the reduction in work en'ort may
also have long-term effects on their labor supply behavior.”

Although these numbers summarize what actually happened during the experi-
ment, interpreting their relevance for policy purposes forces us to take account
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 SIME-DIME
was generally much higher than plans usually proposed in welfare reform
debates (although results cover the range of policy relevance). On the other
hand, the experiment operated in only two cities, whose average wages and
incomes are relatively high.

There were also various differences in program administration and payment
calculations which must be accounted for. Familles were required to report
their income monthly whereas in most present AFDC programs income report-
ing requirements are far less frequent. Payments depended on income over the
preceding 12 months rather than only the current month so that, with any
given basic benefit level, actual payments were usually lower than in a com-
parable level AFDC program. On the other hand, beneficlaries were not subject
to a work requirement and although they were interviewed perfodically in their
homes they did not have to report to a welfare office.

Keeping these complications in mind, an even more important line of analysis
relates to how these effects change when programs with different basic benefit
levels and benefit-reduction rates are considered. Because of the relatively large
size of the combined SIME-DIME sample, SRI researchers have been able to
divide work effort reductions into the components assoclated with the gains
in income produced by the basic benefit and the component associated with the
reduction in the workers net wage caused by the benefit reduction rate, or
“marginal tax rate.” .

Using these calculations, efforts have been made to simulate the impact of
alternative negative income tax plans on a national population. For example,
an NIT plan offering an income guarantee of 75 percent of the poverty line and
imposing a 50 percent tax rate would have caused participating families to
reduce their work effort by about 10 percent. Ralsing the tax rate to 70 percent
;voulld produce a 16 percent reduction in hours worked among participating

amilies.

WWhile these results are interesting, many uncertainties remain. Chief among
them, perhaps, is the question of how different the effects would be under programs
more like our current welfare system. To examine this issue, we must look at
studies of program experience, although such studies do not have the precision
of controlled experiments. For the current welfare population of female heads
of families, the estimates are generally consistent with SIME-DIME findings.
Female heads of families are sensitive to benefit levels and tax rates. Studies by
Garfinkel and Orr, by Willlams, anéd by Levy all provide evidence that financial
incentives influence the amount worked by mothers heading families,

Unfortunately, we have little evidence about the impact of food stamps and
AFDC-UF on the work behavior of two-parent families. In fact, it is not even
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clear why so few low-income, two-parent families participate in the two pro-
grams. In the case of AFDC-UF, many helieve that 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 apparently low participation. Other
explanations include the possibility that eligibility for the program is overesti-
mated as the result of income and asset undercounts in the survey data upon
which they are based. However, it may be that many intact low-income families
simply do not resort to welfare until thelr situation is desperate.

This last observation points up the importance of administrative factors and
financlal incentives for program administrators in determining welfare costs and
caseloads. Wiseman, Lidman, Rydell and others observe that cost-conscious pro-
gram administrators can often exert far more effective influence on the level of
case openings and closings than can larger social and economic forces. Simpli-
fying, streamlining and humanizing welfare administration and reducing fiscal
burdens on hardpressed local governments are surely important goals in them-
selves; but, it is important to remember that such changes can have substantial
effect on program participation in either direction.

One other measure designed to Increase employment among welfare reciplents
deserves mention, and that is the work requirement, currently a part of the WIN
and food stamp programs, which requires that participants accept suitable jobs
or training opportunities if available or suffer a reduction in benefits. The effec-
tiveness of this measure has recently been examined by researchers at Brandeis
University. They conclude that while the work requirement can be used to main-
tain pressure on those who do not work, there is little evidence that under exist-
ing work tests such pressure results in the return of registrants to work. How-
ever, the authors suggest that the effectiveness of a work requirement could be
strengthenied by incorporating a more structured and better monitored job search
component, and by adding a large-scale public employment component, so that
sufficient jobs will be available for all those subject to the work requirement.

There I8 another important interaction between transfer programs and labor
supply and demand which must concern us. This is the relationship of these
factors to the changing structure of families and the fmplication of such changes
in turn for transfer and employment policies. The most obvious phenomenon of
note {8 the rise of the female headed family. Between 1968 and 1975 the number
of women heading families with children increased by 60 percent. Labor force
participation among women is lower than among men and while participation
among women generally has been rising steadily, this has not been true among
women heading low-income families, Whether this trend, with its obvious upward
impact on welfare costs and caseloads, continues will depend in part on the
structure of welfare programs themselves and in part on the number and types
of jobs available to families and young workers {n the next several years.

Several studles, such as those by Sawhill, Peabody and others, by Cherlin, and
by Hoffman and Holmes have explored the relationship between employment of
family breadwinners and family diseolution, a problem which you, Mr. Chairman,
first brought to public attention over a decade ago. While these studies suffer
from common problems of unobserved variables, uncontrolled factors and/or
confounding infiuences, all of the studies find a direct relationship between the
employment stability of husbands and family stability. Unemployment thus incurs
dependency costs that go well beyond the immediate.

Presumably employment and training programs which upgrade the.skills of
and/or increase demand for family breadwinners exert a stabilizing influence on
families. However, we have no direct evidence of this effect other than the fre-
quently observed strong positive effect of increased incomes on family stability.
Extending welfare programs to intact families does not appear to produce a
stabilizing effect. Studies by Wiseman and Lidman find very high rates of family
splitting among families on the AFDC-Unemployed Father program. Controlied
experimental data from the SIME-DIME program indicate that providing cash
assistance to two-parent families in the programs tested increased rather than
reduced family splitting. Caution should be used in extending these latter findings
to the current welfare system or proposed amendments thereto.

EXPERIENCE WITH EMPLOYMENT AND TRAINING PROGRAMS

This brings us to the question of how successful employment and training
programs have been in alleviating the problem of insufficiencies in both labor.
supply and demand among low-income populations and what we might expect
from expansions or innovations in suwch programs.
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The first obvious source of infermmation on promoting employment among
welfare reciplents is the WIN program. WIN was primarily a training pregram-
in its initial years of operation. Evaluations conducted during that period of the
impact of WIN training on participants’ employment experience were quite prob-
lematic. Taken in their best light, the results suggest that there may have been
some modest gains as a result of WIN training, but the gain may not have been
lasting.

The WIN program as modifled in 1971 has received much more rigorous eval-
uation. The most comprehensive evaluation of recent WIN programs, involving
three waves of interviews with a panel of WIN participants and a comparison
group has yielded a number of important findings. The results indicate that WIN.
participants earn, on average, from $330 to $470 per year more than comparable. -
nonparticipants.

Although it is difficult to attribute the gains to any particular service (since
most participants received combinations of services), the least effective services
were directly placement and education while institutional training, on-the-job
training (OJT) and publc service employment (PSE) were most effective (fn
cost-benefit terms and in raising participants’ earnings.).

A major shortcoming of the evaluation is that the data collected do not extend
beyond the point when most participants are still in subsidized OJT and PSE
placements. Therefore it is not known whether the employment gains due to
these subsidized placements result in later improved unsubsidized emytoyment.
Further, data are being collected to fill in this gap in our knowledge.

As noted earlier, several research and evaluation studies have cited the
overriding Importance of the labor market in determining the success of em-
ployment and training program participants. In other words, more than- the
characteristics of the participants themselves or the quality of services they have
received, the availability or unavailability of jobs determines whether a par-
ticipant will become employed and leave welfare, In view of this, planners have
looked more and more at the feasibility of ereating public jobe on a large. scale
to fill the job gap in the unsubsidized sector, both-publie and private.

In the early 1970’8, a three-year experimental-project- was conducted in Ver--
mont using subsidized public service employment and high levels of support
services for welfare reciplents and other low-income families as a means of
helping them to permanent unsubsidized@ employment. Analysis of the follow-up
data showed a relatively high post-subsidy placement rate, with very little subse-
quent attrition. Overall, for the entire group of clients, there was a substantial -
reduction In the total government outlay in welfare payments after they had
gone through the program. An independent evaluation of.the project concluded
that public service employment is an important tool to be used in manpower
programming for the low-income unemployed, including welfare recipients:

Also in the early 1970’s, a series of welfare demonstration projects were
carried out under the Emergency Employment Act with the aim of significantly
reducing welfare caseloads through the creation of a large number of public
service jobs for that population.

The projects provided additional funding to 12 jurisdictions in four States;
in all, there were 7,000 participants in over 5,000 jobs created in about 400
agencies. In brief, an independent evaluation concluded that the projects were
readily able to create a sufficlent number of real jobs which met real needs; that
participants’ income were raised while in the projects and to some extent after
their subsidized employment; that welfare recipients’ performances on the jobs
were comparable to that of regular workers; and that, overall, public service
employment for welfare recipients is a feasible alternative to income mainte:
nance. Sample data on par:icipants indicated that the post-program welfare
participation rate had droy:ped by 64 percent from the pre-program rate.

Another major job-creation demonstration project, called the Minnesota Work
Equity Program, has recently been implemented in St. Paul and a number of
countles in central and southern Minnesota. The project will determine if
employment and training institutions in both urban and rural areas can create
meaningful jobs near the minimum wage on a scale large enough to assure jobs
for all welfare families with children. We hope to serve up to 6,000 persons from
AFDC, General Assistance, and the food stamp rolls over a period of about two
years. The scale of job creation in this project, in terms of saturation of the
labor market, would exceed previous efforts. The project will also offer its
clients the full range of manpower and employability development services,
including day care, with special emphasis on thorough and continuous job search
and placement in nonsubsidized jobs.
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Under another contract, the Urban Institute and the American Institute for
Research completed a research project entitled “The Feasibility of Large-Scale
Countercyclical Public Job Creation. The objective of this project was to carry
out a systematic identification of useful public work activities and provide a
careful analysis of the feasibility of thelr large-scale expansion to provide jobs
for large numbers of unemployed persons, including welfare recipients. The study
identified 233 potential job-creation activities in 21 different program areas as
likely candidates for large-scale expansion. The study also yielded information
on the scale at which these activities might be performed on a national basis,
costs involved at various levels of effort, proportions of capital and labor costs,
the mix of skills required, the total employment-generating effect, and possible
[nstitutional or legal barriers and resource constraints. It was estimated that
between 1.2 and 1.8 million low-skill jobs could be created.

Most encouraging are the resuits from the Supported Work program. Sup-
ported Work is a special job-creation program for persons who traditionally have
had great difficuity finding or keeping employment. One of the target groups of
Supported Work I8 women on AFDC, and in particular that subset of women
without children under six who have had long-term dependence on welfare and
demonstrated lack of successful employment. Results from a preliminary sample
of AFDC enrollees and a rigorously constructed control group indicate that
during the first nine months of participation, women in the experimental group
earned $3,150 more, worked 1,051 hours more, received $1,147 less welfare income,
and had total incomes $2,007 higher than those in the control group.

Only 32 percent of the control group members were employed at any point dur-
ing the nine months covered by the date; and had average earnings of only
$523. This indicated that Supported Work had not “creamed off”’ only job ready
applicants, but had been successful in creating jobs for persons who do not suc-
ceed in the regular job market.

Encouraging information can also be drawn from observing the operation of
title VI of the CETA program. Even though title VI is designed to serve counter-
cyeclical objectives, and is therefore not focused on the welfare population,
substantial numbers of public assistauce reciplents did participate in the
1977-78 bulld-up to 725,000 jobs. In a recent study by WIN and CETA staff, a
survey was conducted of 11 representative prime sponsors in the spring of
1978, six with above average AFDC participation. The study concludes that
the one factor that can consistently explain a high degree of AFDC participation
in title VI jobs is a consciously articulated policy decision by local officials to
:arget employment opportunities on the most severely economically disadvan-
With respect to the possible effectiveness of attempts to encourage private
sector employment of the structurally unemployed, Haveman and Bishop argue
that selective employment subsidies, such as the WIN and the newly enacted
targeted tax credits, are more potentially effective and less inflationary methods
for stimulating increased employment of disadvantaged workers then general
stimufus measures. They find supporting evidence in the experience with the
1978 N:ew Jobs Tax Credit while recognizing defliciencies in the design of that
measure.

One last §nteresting finding of & somewhat different sort is that of economiat
George Ackerlof. Arguing from & theoretical perspective, Ackerlof presents
an important rationale for combining employment and training programs with
income assistance programs. By distinguishing between employable and non-
employable persons, employment and training programs allow higher benefit
levels for those who cannot work and lower rates of marginal taxation for
those who can work, thus increasing the soclal effectiveness of such programs.

CONCLUBIONS
Where does all this experience lead us? It does not mean that we should

weaken our effort to help the poor. A decent soclety comes to the ald of its
unfortunate members. What the results do tell us is that we must take care
to provide help in the most effective way. We have learned the unsurprising
lesson that the poor, like other people, act in a way which is consistent with
their perceptions of their self-interest. In some cases, like the rest of us, they
may misjudge that interest. But, we can count on the fact that sooner or later
social program beneficiaries will respond to the incentives, good or bad which
policy planners build into social programs. There are two ways we can respond
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to this finding. We can try to distract the poor from pursuing their self-interest
by confusing program designs or conflicting rhetoric. More sensibly and suc-
cessfully, I believe, we can design our social programs to make them provide the
kind of incentives which encourage low-income people to move towards achieve-
ment of the social and economic goals which, by and large, they share with the
rest of soclety.

To me, this means combining work incentives and work opportunities with
cash assistance and other income-related programs. Although the notion of a
welfare trap is often overstated, duration on welfare is increasing. It is impor-
tant that we turn this trend around first by utilizing a combined work-subsidy
approach for the many poor two-parent families not on welfare, and second by
offering new work and training opportunities to the many poor already on
welfare,

The Administration’s approach in its welfare reform proposal of last year tried
to achieve such a balance. I think it is essential that as we consider alternatives
to that approach, we recognize that any welfare reform program whether labeled
“comprehensive” or “Incremental” will influence the behavior of its intended
recipients in one way or another and further, that the direction and magnitude
of these responses can be highly affected by tiie seeming minutiae of program
details with respect to benefit structure, program administration and method of
financing. We cannot eliminate all unintended consequences, but we can 7itempt
to foresee them. In so doing, I believe that we can develop & balanced program
of reform which will maximize long-term improvement in the well-being and self-
esteem of the poorest members of our society.
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University Press, 1977), reviews the literature on the relat!onshlp between
unemployment insurance and the length of job search.

QUESTIONS SUBMITTED BY SENATOR MOYNIHAN To M8s. ALLEX AND HER REBPONSE
T0 THEM

Question 1. Would it not be expected that AFDC recipients in Supported Work
projects would work more hours and earn more money than a control group,
since, by definition, the former are in an employment project?

Answer, It is certalnly true that one would expect higher earnings among those
participating in an employment project than those who do not. However, what {s
8o encouraging about the Supported Work experience with women on AFDC is
the extent of voluntary and successful participation in an employment project by
a group who have a secure alternative income from public assistance. Earnings
cause reductions in welfare benefita for this group, and therefore the participa-
tlon and successful stable employment experience in Supported Work is evidence
that it jobs are made available, welfare reciplents will and can work. It is cor-
rect that the evidence presented so far does not indicate whether the work ex-
perience provision by Bupported Work has enduring benefits in terms of improved
unsubsidized employment. However, it i8 not necessarily true that if there were
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no substantial gains in post-program eamings the program would be considered
a fallure. While in Supported Work participants produce outputs whose value
can offset some or all of the costs involved in creating the jobs while, at the same
time, welfare savings are produced and recipient incomes improved.

Question 1a. Is it not true that the preliminary results of the Supported Work
project showed the AFDC recipfents were more dificult to place in jobs and
eamed lower wages than other groups?

Answer. Because Supported Work represents the first significant job oppor-
tunity for many of the AFDC participants, they have tended to stay in the pro-
gram significantly longer than have the other target groups. The rates of volun-
tary departure and of firings among the AFDC group are much lower than the
other target groups. Therefore during the early stages of the project, fewer
AFDC participants have beeni leaving to find alternative jobs. However, of the
number of people who eventually depart from the program the proportion of the
AFDC group that are placed in jobs compares favorably with the proportion
placed from the other groups. The Manpower Demonstration Research Corpora-
tion has published the following figures:

Percentage of departures that were placements to permanent employment:
AFDC, 290.2 percent; ex-offenders, 26.3 percent; ex-addicts, 19.7 percent; and
youth, 24.4 percent.

Program operators have reported that the AFDC participants are less likely
to find jobs by themselves and are more reliant on program placement services.
The above figures indicate, however, that with placement assistance the AFDO
group can be placed in jobs at rates simllar to other target groups.

The figures on job placement wage rates do indicate, as you have noted, a
significantly lower wage for placements among the AFDC participants, $3.02 for
AFDC as compared to $3.99, $3.87, and $3.05 for ex-offenders, ex-addicts, and
youth respectively. This difference may reflect some difference in previously
accumulated work skills ameng the different groups, but undoubtedly it also
reflects the continuing discrimination which females face tn the labor market.
However, a comparison of the placement wage rates among the different target
groups {8 not the only relevant comparison. Because Supported Work is intended
to improve employability, the crucial comparison i{s between the wage rate
obtained in post-program experience by each target group as compared to the
wage obtained by their respective control group. While Supported Work and
hence job creation may not be able, by itself, to end discrimination {n the iabor
market, it may still be able to improve individual employability. The judgment
on Supported Work's relative effectiveness in raising wages of the different target
groups must wait for future data.

Question 2. The newspaper last week reported “widespread abuse” of the
CETA public service jobs program and the retentlon by DOL of a “200 member
investigation staff” to uncover fraud and abuse. Does this give grounds for confl-
dence in the integrity of a large new public employment program as part of
welfare reform?

Answer. There is no evidence that the CETA program is subject to “wide-
spread abuse.” Compared to its size and the number of separate entities involved
in the administration of the program, the numbers of reported cases of abuse
Is very small. There are over 30,000 organizations involved in carrying out some
aspect of the program. In addition there are several million persons participating
in the program. To some extent the recent news stories about program abuse
simply reflect a recognition that CETA §s now a newsworthy governmental pro-
gram. Not only in the recent past were there no storles about CETA program
abuse, there were few if any news stories about CETA pro or con. The expansion
of the program since 1977 has changed all that.

It i8 of course impossible to run a program of this magnitude without some
level of error. However as compared to other major Federal programs of equal
size, the level of abuse reported in CETA is still small. The AFDC, Medicaid and
Food Stamp programs have long had higher levels of reported abuse by both pro-
viders and recipients.

Despite this relatively good record, the Department is committed to improving
program management and reducing misuse of funds to a minimum. The announce-
ment of an expansion and consolidation of investigative staff is a reflection of
this commitment rather than an acknowledgement of serlons program abuse.
The emphasis of this new effort will be on prevention—with the goal of identify-
ing and correcting weaknesses in the system before they lead to problems. We
believe that the expansion of the investigative staff along with the estallishment
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of the Congressionally mandated Office of Management Assistance for CETA
will insure a high level of program integrity.

In addition, as noted in response to Question 4, we are planning a major pro-
gram of fleld testing to fnsure that adequate management systems are developed
prior to national implementation of welfare reform-related employment program.

Question 3. Because of the current earnings disregard—the $30 plus 1% provi-
sion—we recently calculated that it would take a full-time job paying $6.00 per
hour before a typical welfare mother in New York City would be earning enough
to leave welfare.

Are such generous disregards necessary ?

Wouldn't welfare recipients take jobs that provided only a little more than
what they could obtain from welfare? Are you concerned that we may have
created a welfare system that makes it so difficult to escape dependency?

Answer, To the extent that our current swelfare system encourages dependency
the fault would not seem to he with overly generous “earnings disregards.” The
$30 and 14 provision imposes an effective benefit reduction rate of 87 percent on
earnings in excess of $30 a month. The cumulation of the Food Stamp tenefit
reduction rate raises this to about 75 percent. In other words a recipient would
net only 25 cents for each dollar earned, ignoring work-related expenses. Numer-
ous studies—including the fncome maintenance experiments, cross-sectional anal-
vsis and comparisons of work effort among the low income population in states
with differing AFDC programs—demonstrate that benefit reduction rates this
high, particularly in conjunction with relatively generous welfare associated
benefits, can result in substantial disincentives to work particularly among
persons with relatively low wage rates.

It Is true, however, that overly generous work-related expense reimbursements
can have the effect of reducing effective benefit reduction rates and hence
extending welfare eligibility to some recipients with relatively high earnings.
For this reason the introduction of controls on work-related expense deducations
would be desirable.

The real source of the problem is, of course, that as the result of humanitarian
concerns, many states now provide welfare recipients with a package of henefits
including cash assistance, Food Stamps, housing assistance, Medicaid and other
special needs benefits which far exceed the value of their potential earnings. By
the same token many welfare recipients have higher standards of living as the
result of welfare-related benefits than many non-welfare poor and near-poor
tamilles can afford on thelr own. It is unreasonable to assume that welfare
recipients will be willing to relinquish these benefits for a lower net income
from work particularly since working may be inconvenient, uncertain in duration
and expensive in itself.

There {8 no easy solution to this problem. Four courses of action suggest
themselves: (1) Improving the benefits available to non-welfare families.
Medical benefits are probably the most important item needing equalization
since few Americans at any income level and hardly any low-wage workers
have access to medical coverage approaching that provided by Medicaid in the
more generous states. However, since the average cost of Medicaid coverage is
extremely high in such states it is unlikely that comparable coverage could be
extended generally; (2) Restricting the cost of welfare-related benefits—again
medical benefits are the prime target. The introduction of cost controls and
incentives for efficient utilization by both providers and users are essential to
reduce the cost of Medicaid coverage to a level relatively comparable to that
which might be made available to low-income working families; (3) Resisting
further efforts to associate eligibility for other benefit programs with welfare
eligibility ; (4) Providing work experience and training to welfare recipients to
raise their potential wages and hence reduce the cost to them-of leaving welfare ;
and (5) Reorient the welfare system so that the primary source of assistance for
the employable poor comes from employment rather than welfare.

Question 4. What would you think of the desirability and feasibility of con-
ducting another round of experiments intended to test the effects of a combined
program of income maintenance and jobs such as the Administration proposed
last year? Or do you think that present data and analyses speak clearly to this
prospect? While I have no difficulty accepting the proposition that the Adminis-
tration’s plan differed in significant respects from those tested in the income
maintenance experiments, I am not yet aware of any solid evidence as to the
effects of those differences and wonder if you think we should conslder finding
out before embarking on a major overhaul?
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Answer. We are satisfied that the income maintenance experiments and other .
studies provide us with sufficiently rellable evidence with respect to the likely
national demand for employment and training assistance among the low income
population, the effect of alternative welfare program designs (i.e., benefit levels,
reduction rates and other features) on that demand and the likely impact of such
programs on welfare participation and on the incomes of poor families. Experi-
ence with various employment and training programs which have served com-
parable populations in whole or in part—including the stimulus buildup of Title
VI of CETA, WIN, Supported Work and Community Work and Training Pro-
grams, has also convinced us that, with suficlent planning and emphasis, such
programs can be efficlently and effectively administered. However, we believe
that a well-planned program of pilot projects testing the joint work-welfare con-
cept are essential to determine the appropriate type and mix of job and training
placements, measure recipient impacts, work out administrative arrangements
with other {nvolved agencies and the private sector and develop program models
suitable for implementation in areas with varying demographic, institutional
and economic characteristics. We are currently pinning to begin implementation
of such projects this year in order to provide usetul findings in time for regular
program buildup beginning in 1981.

Qucstion 5. On page 30 of your prepared testimony, you observe that “Although
the notion of a welfare trap is often overstated, duration on welfare is increas-
ing.” Would you please cite the data that support this conclusion.

Answer. The statement that “duration on welfare is increasing” 1s based upon
the data shown in Table 1. Between 1971 and 1975, the proportion of the case-
load continuously on welfare for more than 3 years increased from 31 to 45 per-
cent, The proportion on for more than 5 years increased from 18 to 26 percent.
Part of the difference hetween the latest years and the earlier years may be at-
tributable to the fact that in 1969 and 1971 the welfare rolls were still growing
raptdly, a factor which, in itself, will reduce the average duration of those on
the rolls at any point in time, However, the trend to longer durations has per.-
sisted during the more recent years of relatively level caseloads.

While Lyons and others point to considerable evidence of caseload turnover,
there is no evidence that such turnover is increasing. Wiseman and Rydell also
fote that much of the observed case “opening” and “closing” are simply admin-
fstrative churning including reclassification of cases from one category to
another, minor adjustments in grants and notification problems.

TABLE }.—AFDC FAMILIES BY LENGTH OF TIME SINCE MOST RECENT OPENING, 1969-75
{Percent of caseload]

Uptolyr 1to3yr Over 3 yr Over 5 yr

1969. - PO 2.2 3.2 36.6 2.8
3 1 DR 35.2 33.0 3.4 17.7
93 30.2 34.5 u.7 17.8
W75 e 2.8 2.4 4.7 25.6

Source: 1969, 1971, 1973, and 1975 AFDC Surveys, U.S, Department of Health, Education, and Weifare, The 1975 num-
bers are from table 1 of the publication.

Queation 6. We heard testimony that suggests that a certain amount of earned
income “disappeared” when participants in the income maintenance experiments
were required to report it. Can you sustain, refute or otherwise shed light on this
phenomenon?

Answer. We are not familiar with the exact testimony to which you refer.
There are however a couple of studies related to the experiments which bear on
this subfect.

1. Halsey and others' compared information on preexperimental income of
AFDC recipients subsequently enrolled in the experiment with the fncome which
they had heen reporting to the AFDC office. He found that only about 60 percent
of earned income was actually reported to welfare authorities and that 26 per-
cent of those who report no earnings to AFDC do, in fact, have some. These
findings do not, however, pertain to the experiment itself.

' Harlan Halzey. Mordecal Kurz and Robert Splefelman. The Reporting of Income to

Welfare: A Study in the Accuracy of Income Reporting, Stanford Research Institute, Re-
search Memorandum 42, August 1977,
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2. Comparisons of income reported to the experiment to information on income
avallable from tax authorities and other public agencies indicated that income
reporting to the experiment was generally reliable compared to information
nvatlable from those sources, and was far better than income reporting to AFDC.?
The difference is attributed to the more rigorous and frequent income reporting
requirements imposed in the experiments as compared to most AFDC programs.

3. A more recent and as yet unpublished study by Halsey * finds that, within the
experiment the amount of earnings underreporting is positively related to the
level of the benefit reduction rate. This effect is expected since high benefit re-
duction rates raise the cost (in terms of lost benefits) to families of reporting
income accurately.

Senator Moy~imaN. And now, although the committee has run over
a bit on time, there are twc persons who are still to testify this
morning.

We have the distinct honor and pleasure to have testifying before
us Dr. Irwin Garfinkel who is the %irector for the Institute for Re-
search on Poverty of the University of Wisconsin.

I remember the discussions at which we decided to establish that in-
stitution, Dr. Garfinkel and T recall the observation that whether the
war on poverty was doing anything for the poor, it would help the pro-
fessoriate greatly, and I think both things have been the case.

In particular, one of the real achievements, I think, of OEO was to
establish your center and it has been a source of high-level, highly-
competent work from the beginning and we welcome you.

If you have testimony, go right ahead, just as you wish, Doctor.

Mr. GarFiNnkeL. Thank you. I have a written statement that I
would like to submit in full and I will try and sumarize it.

Senator Moy~N1HAN. Fine. We will put that into the record as if read.

STATEMENT OF IRWIN GARFINKEL, DIRECTOR, INSTITUTE FOR
RESEARCH ON POVERTY, UNIVEESIY OF WISCONSIN

Mr. GarrINKEL. Thank you for the opportunity to testify on what
we have learned from the income maintenance and jobs experiments
and the implications thereof for welfare reform. I have a written
testimony which I would like to submit for the record.

We have learned a great deal from social experiments. Indeed we
lead the world in social science experimentation. Academics from
other countries whom I have met admire our pionecering efforts in this
area. 1 hope you were only kidding when you said that you would
hesitate to do any more experimentation. I would agree with Jodie
Allen that it is very appropirate to do experimentation before we
launch our new programs.

Senator Moy~N1HAN. I assure you, Dr. Garfinkel, that I was only kid-
ding. Your appropriation is safe.

Mr. GarrFixker. Today I want to confine my remarks to only a few
of the many things we have learned from the experiments about the
effects of income maintenance and jobs programs on work effort and
marital stability. Then I will talk briefly about the policy implications
of these findings.

$ Harlan Halsey, Bina Muraka and Robert C. Spiegleman, The Seattle and Denver Valida-
tion S8tudy, Stanford Research Institute, June 1976.

2 Memorandum on ‘“Effect of Program Marglnal Tax Rate on Income Reporting” from
H. Halsey to R. Spiegelman, February 8, 1978, Stanford Research, Inc.
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As you know, the income maintenance experiments were designed
»rimarily to find out how such programs affected the work behavior of
ow-income people. What did we learn? .

We learned that simultaneously increasing the unearned income and
reducing the rewards for work of low-income people will induce them
to work less. We also learned that how much less low-income people
work depends upon how much we increase their income and how much
we decrease their net wage. . .

To economists, this was no surprise. Indeed, conventional economic
theory prediﬁted it—I might say that common sense suggests the same
things as well.

We learned that how much less low-income people-work depends
upon what kind of person they are, that is, upon what group they
belong to and what 18 therefore expected of them by society.

The work reductions of married women and female heads are much .
larger, in percentage terms, than those of married men. Again, this is
not surprisin%. Married men are expected to work whereas for married
women and female heads, it is equally legitimate to take care of
children and do housework.

Finally we learned something about magnitude of these effects. For
example, on the basis of results in the Seattle-Denver experiments,
we can now say that on average husbands participating in a negative
income tax program with a poverty line guarantee and 50-percent tax
rate will work about 7 percent less than they would in the absence
of a program. Similarly, if the tax rate is increased to 70 percent, the
reduction in work will increase to about 12 percent. Comparable per-
centages for wives are 22 percent and 28 percent.

Although the experiments were not designed to measure the effects
of income maintenance programs on marital stability, we now find,
to our great surprise, that the experimental negative Income tax pro-
grams seem to increase marital splits. I say “seem” only because I re-
main skeptical of, and puzzled by, these findings: I have not found any
fatal flaw in them, although I must admit that I have tried s bit. Mosb
experts believed, prior to the experiments, that aiding two-parent
families would decrease marital splits. They believed that aiding only
one-parent families increased splits because it forced the man to aban-
don the wife and child in order for the wife and the child to become
cligible for aid. If intact families were also eligible for aid, so the
argument went, the man would not have to split.

Assuming that we accept the results of the experiments as being
correct, why were we experts so wrong? We do not know yet for sure.
My friend and colleague at the Institute, John Bishop, has speculated
that providing welfare aid to intact families undermines the role of
the male head. On the other hand, analysts at the Stanford Research
Institute have speculated that income from the experiment is more
attractive to wives considering divorce and separation than equivalent
amounts of income from welfare. You, yourself, earlier suggested that
perhaps it is simply the greater knowledge of the availability of bene-
fits that was automatically provided by virtue of participating in the
program that led——

Senator Moy~1uax. Could I also, Dr. Garfinkel, say that when you
ask why were the experts wrong, I was a quasi-expert once and in a
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paper I wrote in 1967 on this subject which Gilbert Steiner retrieved
for something he wrote recently, I said what was then the case—and
is the case now. In 1967, I said there is not 5 cents worth of evidence
that the AFDC program leads to marital breakup. oo

I did not say it did not; I Just said there was no evidence that it did.

Mr. GArRFINKEL. There is some evidence that it does, but it is not,
in my judgment, terribly good evidence and there is some other evi-
dence that it does not. .

Senator MoyNtHAN. In 1967 when we began seriously talking about
these things—one of the reasons I wanted to have these hearings is that
I have tried to keep what we say in some reasonable compliance with
our evidence—I said ve explicitl( that there was not 5 cents worth
of evidence that there is this marital effect.

But try to tell that to a Presidential speechwriter.

Mr. GarFINKEL. I remember a speech in 1969 which claimed—-

Senator MoyN1HAN. We have actually—and I would like to put in
the record—a very fine study of this matter done for us by the Con-
gressional Research Service which begins—this particular doctrine
begins at the National Conference of Social Work in 1912 with Mary
Richmond. But in any event, the profession has been rather sloppy
about this. There was no need ever to go around letting this be said.
There was no need not to have challenged it—I am not speaking to you,
but it has been clear for a very long while that this is not a research
finding but it has been allowed nevertheless to stand unchallenged.

Go ahead, Doctor.

[The document referred to follows:]

{From the Library of Congress}
UNEMPLOYMENT AND WELFARE CASELOADS

(By P. Royal Shipp, Senior Specialist in Social Welfare (Income Maintenance) ;
Vee Burke, Analyst, Social Legislation, with the assistance of Carmen D.
Solomon, Reference Assistant, Education and Public Welfare Division)

BUMMARY

Studies and data series confirm a positive link between the unemployment
rate and welfare caseloads. However, measurements of the size of the relation-
ship differ sharply. Unemployment has more impact on the programs of AFDC
for Unemployed Fathers and General Assistance than on regular AFDC because
many welfare mothers have weak ties to the labor market. It appears that the
divergence of AFDC case openings from the unemployment rate fn 1963-69 was
an aberration.

1. Introduction

The relationship between unemployment and welfare caseloads and expendi-
tures is difficult to unravel. A number of studies, some still underway, have
attempted to answer this question either directly or as part of a broader inquiry
into the reasons for change in welfare caseloads.

Some welfare programs appear to be sensitive to changes in unemployment,
nanlely, Aid to Familles with Dependent Children for Unemployed Fathers
(AFDC-UF). General Assistance, and the portion of the food stamp program
comprised of persons who do not also receive cash public aid.! Since needy
two-parent families are eligible for AFDC-UF and General Assistance in some
States, as are some other employable persons; and since virtually all persons

1This paper does not deal with food stamp caseloads. However, theg); reached an annual
nreruie peak of 18.8 milllon persons in FY 1976 (October 1, 1075-Septeml:er 30, 1076).
reflecting the high male unemployment rate (for those at least 20 years old) of 6.3 percent
!n July 1975-June 1976. The U.B. Treasury pays the full cost of bonus food stamps, plus
30% of State local administrative costs.
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with low earnings and assets are eligible for food stamps, it is reasonable to
expueet caseloads of these three programs to respond to changes in employment
conditions. In the total welfare picture, however, these programs are over-
shadowed by the “regular” AFDC program, which is for needy children without
an ablebodied father.

For the regular AFDC program, the nation's largest cash welfare operation,
the evidence concerning caseloads and unemployment is less clear. Table I shows
that regular AFDC constitutes 95 percent of total AFDC recipients and 88
percent of combined AFDC-General Assistance enrollment. State funds in FY
1977 paid 379 of the cost of the AFDC program ; local funds (11 States only),
9 percent; and Federal funds, the remaining 54 percent. Benefits to regular
AFDC cases totaled $10.1 billion in 1977, compared to $0.6 billion for AFDC-UF
families. The dominant size of regular AFDC makes it the most significant
program to consider in judging the impact of caseload changes on State budgets.
Table 2 shows the growth of regular AFDC recipient and family numbers and
the changes in AFDC-UF enrollment from 1960-1977.

Table 1.—Welfare recipients, December 1977

thousands
AFDC-Regular . .o e ————————— 10, 196
AFDC-UF e —————— 565
General Assistance- - e 819
Total e 11, 580

Source: Departinent of Health, Education, and Welfare.

TABLE 2.—|1. NUMBER OF AFDC AND AFDC-UF RECIPIENTS AND CASES AS OF JUNE OF EACH YEAR, 1960 TO PRESENT

AFOC cases AFOC AfOC-UF AFDC-UF AFDC-UF

Month, year (families) recipients cases recipients States !

June 1960. . 794, 400 , 015, 000 (11 1) @)
June 1961. 878, 300 , 369, 000 23,418 112,252
June 1962. 944, 000 , 698, 000 43, 260 227,637
June 1963 .. 962, 600 , 850, 000 48,110 210, 207

June 1964 1,014,100 4, 126, 000 61, 286 354,950 B

June 1965 1,062, 800 4, 306, 000 59, 020 344,741 8
June 1966 1, 090, 700 4,472, 000 52, 393 309,433
June 1967. .. 1, 208, 000 4,977, 000 63, 800 368, 000
June 1968 1, 383, 000 5, 603, 000 62, 600 348, 000
June 1969. 1, 661, 000 , 71, 000 64, 700 353, 000

June 1970. 2, 158, 000 , 292, 000 99, 100 $19, 000 3

June 1971. 2,747,000 10,224, 000 158, 000 794, 000 26

June 1972. .. 3,039,000 10,917, 000 127, 200 595, 700 4

June 1973.. 3,135,000 10,907, 000 104, 400 435, 500 4
June 1974. 3,187,000 10,756, 000 88, 300 402, 800
June 1975 3,478,000 11, 300, 000 111, 900 494, 100
June 1976. 3,554,000 11,236,000 145, 500 642, 500
June 1977. 3,571,000 11,029, 000 145, 100 645, 500

1 ‘State’ includes District of Columbia and Guam.
3 Program established in 1961.

Sources: U.S. Department of Health, Education, and Welfare. ’Statistics on Public Assistance,” Department of Health,
Education, and Welfare, 1967-76. ''Social Security Bulletin,’’ October 1960-66.

The bulk of the evidence about unemployment rates and regular AFDC, indi-
cater that changes in economic conditions do have an impact on the size of this
program. It is a smaller change, mmay occur with substantial lags, and is difficult
to separate from other influences on caseload size.

The basic reason for the more obscure and weaker relationship of unemploy-
ment rates to regular AFDC is that a smaller proportion of its family heads are
regular members of the work force. Table 3 shows that since 1967 the percentage
of AFDC mothers who worked in a survey month has increased from 13.7 per-
cent to 16,1 percent in 1975. Although difficult to estimate, it is likely that double
this proportion, or more, work at some timec during the ycar, but their work often
is sporadic. The 1975 AFDC Study reported that 53.5 percent of AFDC mothers
were known to have a usual occupation; only 7.3 percent were found never to
ha\']e‘el(»leen employed, and it was unknown whether another 3.9 percent ever had
worked.



44

TABLE 3

Percent of AFDC mothers—

Working during  Who worked some-
month  time during yeart

13.7 8

145

13.9 26.

16.1 26.6

16.1 26.2
| These data were oblained by adding the percentage of mothers who feRt their fast job within a 1-yr period to the

po:can‘!:n :f mothers currently smployed (in survey month—full time, part time).
ata unknown,
129.6 percent of mothers in May 1969 either worked or had left a job sometime (n the previous 17 mo.

Note: The Bureau of the Census [ndicates that 59 percent of families receiving AFDC had some earnings in 1975,

Source: “"Aid to Families with Dependent Children (AFDC) Study," U.S. Department of Health, Education, and Weltare,
SSA, Office of Research and Statistics, 1967-75.

Table 4 shows that the proportion of female family heads and subfamily heads
with children under 18 years old who worked rose by 1.4 percent in 1971-1976,
from 63.1 to 64 percent. However, among poor mothers, the proportion who
worked declined by 8 percent, from 41.3 to 38.0 percent. Among nonpoor mothers,
the proportion who worked rose by 5.9 percent, from 78.4 to 83 percent.

II. Kinds of studies

One problem with basing pollcy decisions on studies of the relationship between
unemployment and welfare is that the various studies have reached different
conclusions. Generally, they have been consistent in reporting a correlation, but
their measurements of it differ greatly. There are two main reasons why data
from such studies sometimes are difficult to reconcile. These are:

TABLE & —PERCENT OF FEMALE FAMILY HEADS AND SUBFAMILY HEADS WITH CHILDREN UNDER 18 YRS WHO
WORKED {N THE YRS 197176

Poor Nonpoor Total
4.3 78.4 63.1
42.1 78.5 63.1
43.6 80.3 65.0
43.7 79.9 65.0
39.0 82.4 64.1
38.0 83.0 64.0

Sourcs: Characteristics of the Population Below the Poverty Level, Current Populstion Reports (annual), 1963-76. U.S.
Department of Commerce, Bureau of the Census,

1. The relationships are complex and the methodologies used different. The
studies have used sophlisticated econometric and microsimulation modeling in
order to isolate unemployment from other factors affecting caseload change. Dif-
ferences in the models includes: {a) great variability in the extent of aggrega-
tion of data (some have used national data, others aggregate State data, and
others micro data), (b) different data bases, (¢) nonuniform specification of
explanatory vartables, and (d) lack of uniformity of the underiying theory of
caseload dynamics. As a result, the estimates derived from the studies differ
from each other. With one notable exception, they have consistently found a rise
in unemployment to correlate with growth in AFDC case numbers, but there
are wide variations in size and timing of effect.

The exception was a 1985 study Ly Daniel Patrick Moynihan, then an As-
sistant Secretary of Labor and Director of the Office of Policy Planning and
Research. This study, entitled “The Negro Famlily: The Case for National
Action,” reported that after 1962, even though unemployment rates fell, new
AFDC case openings climbed sharply. The Moynihan report plotted nonwhite
male unemployment rates against the number of regular (non-UF) AFDC cases
opened. Chart 1 reprints this graph, as it was updated in 19869, showing a con-
tinued divergence of the nonwhite male unemployment rate and the number
of non-UF AFDC cases openings. However, after 1969 the old positive relation-
ship between unemployment and case openings was restored (see Chart 5, p. 17,
prepared by CRS).
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CHART 1

CASES OPENED UNDER AFDC
COMPARED WITH UNEMPLOYMENT
RATE FOR NONWHITE MALES

Reprinted from The Relationship of Employment to Welfare Dependency.
Urban Affairs Council, March, 1969,
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2, The studies had different purposes, covered different periods, and were set
up to answer different questions. In general, the studies can be grouped into
three general classifications, those designed to provide:

a. Greater undcrstanding of the dynamics of cageload growth or expansion.—
This question is one that has heen asked at least over the past 15 years. Until
the early 1960's, growth in the caseload was not considered to be much of a
problem—Ilargely because relatively little growth had occurred. For example, in
the first five years of the 1960’s, the AFDC caseload grew about 25 percent (see
Table 2, p. 3). In the § years from 1968 to 1973 the caseload more than doubled,
a growth rate of 127 percent. The caseload explosion during the late 1960’s and
early 1970's aroused concern, especially since it persisted in the face of falling
unemployment, defying usual relationships. It appeared that the historical cor-
relation between welfare caseload and unemployment had collapsed, as the Moy-
nihan graph (Chart 1) indicated.

b. The tmpact of the 1974 recession on the poor.—Studies done at ~r financed
by HEW attempted to predict and to estimate the performance of income transfer
programs during the 1974 recession to determine whether they softened the im-
pact of the recession on the poor. One major question was the impact of unem-
ployment on income transfer programs.’ .

c. Predictions of caseload and cost gize for planning and dudget purposes.—
The Federal budget must be printed 114 years before the end of the budget year
and, thus, programs must be estimated even further in advance.

In recent years HEW has been criticized for both over- and underpredictions
of future budget costs. Several of the studies done or underway have been ad-
dressed to this problem. .

The last two sections of this paper present, first, findings of various studies,
and second, analysis, comments, and conclusions.

111, Findings of studies

A. AFDC-UF and General Assistance.—Since these programs, at least in some
places, are open to unemployed males barred from the regular AFDC program,
their enrollment would be expected to respond most clearly to changes in un-
employment rates. Chart 2 shows that this is the case. For months between
January 1970 and December 1977, the chart presents:

Male unemployment rate (for those 20 years and over).

General Assistance cases.

AFDC-UF cases.

Non-UF AFDC cases.

(The male unemployment rate in Chart 2 is the proportion of the civilian labor
force that consists of unemployed males aged at least 20. This differs from the
insured unemployvment rate, which is the percentage of the population qualified
for unemployment insurance who are unemployed. Unemployment rates in this
paper relate to the total civilian labor force and are not insured unemployment
rates.)

The chart shows that annual peaks of male unemployment rates were reached
in February 1971, 1973, 1974, and 1977; in January, 1872 and 1976; and in
March, 1975. In all of these years AFDC-UF peaked in March. However, AFDC-
UF case numbers did not rise proportionately as much as the unemployment
rate in this period. The male unemployment rate in February 1977 was up 38
percent from its January 1972 level, but AFDC-UF cases were up 17 percent,
totalling 165,665. Moreover, in March 1975, when unemployment rose to 7.8 per-
cent, highest monthly rate in this period, the number of AFDC-UF cases was
sixth lowest for March in this 7-year period, numbering 120,193.°

Chart 2 shows a general tendency for General Assistance cases to mirror the
male unemploymeiit rate even though State General Assistance programs vary
greatly in scope, purpose, and eligibility rules. Similarly, the national AFDC-UF
case trend line reflects the male unemployment rate even though the program is
unavailable In 24 States. The 28 jurisdictions that offer AFDC-UF, including
D.C. and Guam, account for 72 percent of the total AFDC caseload.

2 Barth, Michael C., and others. “The Cyclical Behavior of Income Transfer Programs: A
Case Study of the Current Recesslon,” Technical Analysis Program No. 7, Office of Income
Security Policy, Office of the Assistant Secretary for Planning and Evaluation, Department
of Health, Education. and Welfare. October 1975.

3 Between March 1975 and February 1977, a Supreme Court declslon and new law in-
creased the pool of families eligible tor AFDC-UF. In June 1975, the Court held that States
must give needy unemployed fathers an option to choose between unemployment insurance
and A -UF, and on October 20, 1876, P.I.. 94-566 was enacted, requiring AFDC-UF
States to permit unemployed fathers to receive both forms of ald. Previously. HEW had
ruled that fathers eligidle for unemployment insurance could not receive AFDC-UF.
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Chart 2

Number of Welfare Cases Compared to Unemployment Rate — United States
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For non-UF AFDO cases, however, Chart 2 shows a steady but slight rise,
irrespective of changes in the male unemploymert rate, until 1976, when a virtual
plateau was reached. As will be seen later, the apparent relative insensitivity
of total regular AFDOC caseloads to male unemployment rates contrasts with
close relationship, shown on chart 5, between male unemployment rates and
AFDCOC case openings in the 1970's. Data from the 19756 AFDC Study indicate that
a rising portion of AFDC families are remaining for longer times on the welfare
roles (see able 7, p. 34).

Charts 3 and 4 examine the relationship of unemployment in the two States
with largest AFDC rolls, California and New York, to the same welfare pro-
grams, General Assistance AFDC and AFDC-UH. However, because State male
unemployment rates were not available on a monthly basis, each State’s aggre-
gate unemployment rates was substituted. The aggregate unemployment rate in
California seems loosely related to General Assistance (GA) and AFDC-UF case
numbers; and in New York to General Assistance numbers. In February 1978,
California accounted for 13 percent of non-AFDC-UF families and 85 percent
of AFDC-UF families;* New York for 10 percent and 11 percent respectively.

The econometric studies that have estimated various causes of caseload change
support the general relationships seen in Chart 2. These studies indicate that
AFDC-UF and General Assistance exhibit a closer tie to unemployment rates
than does regular AFDO.

¢ In addition, California alded approximately 48,663 needy familles of unemployed fa-
thers with its own funds because the fathers failed to meet Federal eligibility rules concern-
ing prior attachment to the labor force..
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In the 1975 HEW study on the cyclical behavior of welfare programs,® analysts
developed estimates of enrollment in various programs for 1975 and 1976 under
alternate assumptions about economic conditions. The analyst who examined
AFDC-UF estimated that by the fourth guarter of 1976, if the unemployment
rate rose 50 percent above the 1974 pre-recession level of 5 percent, AFDC-UF
case numbers would rise to 758,000 cases,® up 112 percent from what they would
have been in the absence of a recession. Actually, in the final quarter of 1976,
the unemployment rate averaged 7.9 percent, up 58 percent from the pre-recession
level, and AFDC-UF cases numbered 633,000, up 78 percent from the number
predicted in the absence of a recession. For 1976 as a whole, the unemployment
rate was 7.7 percent, below the rate of 8.1 percent assumed in the study.

In the same study estimates of enrollment in the General Assistance program
were developed. It was estimated that a one percentage point inccease in the un-
employment rate (as from 6 to 7 percent, a gain of 17 percei:l in the rate itself)
results in a 14 percent rise in the General Assistance caseload.” The study estf-
mated that by the fourth quarter of 1975, if the unemployment rate averaged
8.9 percent, General Assistance enrollment would climb to 1.4 million. Actual
average monthly enrollment that quarter turned out to be 965,000 persons, but
the employment rate was 0.4 percentage points lower than assumed.

Studies by Professor Barry Bluestone and Assoclates from Boston College,
working under contract for HEW, have confirmed the strong correlation between
unemployment and AFDC-UF caseloads. Their basic technique was to develop
explanatory equations that provide a “good fit” to the actual data for a certain
period in the past, and then change selected Independent variables, such as the
unemployment rate, to determine the impact on the caseload of the simulated
situation. In the case of the AFDC-UF program in some States, including up-
state New York, this procedure found a very strong effect. “A full employment
economy would have left upstate New York AFDC-UF caseload with fewer than
900 ta.mllies, only one-third of the actual number enrolled during 1974,” said the
study.

B. Regular AFDC (non-UF cases).—Studies of the relationship between un-
employment and the regular AFDC program are less conclusive than those deal-
ing with AFDC-UF, and these studies have found it more difficult to isolate the
impact of unemployment from other factors affecting caseload. However, they
have generally confirmed that a link exists,

The relationship between unemployment and AFDO caseload is visible in
Charty 5, 6, 7, and 8, all of which measure AFDC case openings. Chart 5 shows
that national AFDC case openings have moved with the male unemployment rate
since 1069, after a reversal of this pattern in 1963-1969. Similarly, Chart 6 shows
that the U.S. quarterly AFDC case openings also have reflected monthly aggre-
gate unemployment rates in the period 1973-1977; and charts 7 and 8 provide
the California and New York picture.

Chart 5 is based on annual data, 1964-1977. It compares the total number of
AFDO cases opened to the yearly unemployment rates for nonwhites and for
whites. It represents an updated and revised edition of the original chart first
published in the 1965 Moynihan report on the Negro family. It appears from
Chart 5 that the puzzling phenomenon in 1963-1969 of simultaneous rapid AFDC
caseload growth and declining unemployment rates was a temporary aber-
ration. It is possible that thie reversal of usual relationships in the mid-1960’s
was due to unidentified other factors that overwhelmed the impact of declining
unemployment. These were years of active recruitment of AFDC enrollees, when
antipoverty lawyers and social welfare workers worked to expand participation.
They were years when AFDC became more valuable in economie terms, especlally
after the 1965 passage of Medicald, which is automatically provided to AFDC
reciplents, and less stigmatizing.

* Barth, Michael, and others. The Cyclical Behavior of Income Transfer Programsa: A
Case Study of the Current Recession. Technical Analysis Paper No. 7. Office on Income Secu-
;ltyié%%lc;&f the Assistant Secretary for Planning and Evaluation, U.8. Dept. HEW, Octo-

er ) Pp.

¢ Hough., David. The Impact of the Recession on Inome Transfer Programs: AFDC-Un-
employed Fathers. In work ctted in previous footnote. Pp. 43-4%.

The estimate assumed a specified rate of inflation, which was slightly exceeded, and a
certain growth In the Gross Natlonal Product.

7 Mills. Gregory. The Im?act of the Recession on Income Transfer Programs: General
Assistance. In Barth work cited in previous footnote. P. 64.

¢ Bluestone, Barry, et al. Recent State AFDC Caseload Dynamics and the Duplicators for
Welfare Reform Forecasting. Mimeographed. April 7, 1077 : 4.
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Chare 5
The Relationship Between Unemployment and the Number of AFDC Cases Opened
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Ghare 7
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Chart 6 shows that national quarterly AFDC case openings have moved with
monthly male unemployment rates in the period covered, 1973-1977. It appears
from this chart that a lag of about two quarters often occurs before case open-
ings change direction. Charts 7 and 8 provide similar data for California and
New York, but show State aggregate unemployment rates, rather than male
unemployment rates.

The evidence pointing to a consistent link between unemployment and AFDC
case openings does not indfcate that unemployment is the most significant varia-
ble in explaining caseload changes, nor that its effect is large relative to im-
pacts of other factors. However, researchers have identified a consistent and
statistically strong relationship in this area. A brief discussion of some of the
studies follows:

1. Studles by Professor Barry Bluestone and Associates at Boston College.
This group of researchers has conducted work in recent years on the determinants
of welfare caseload change. A basic hypothesis of this group is that there s
no national AFDC program. They judge the State-by-State differences to be 80
great that aggregate trends distort and obscure the true picture. Thus, they
have developed models for study of individual State programs and caseloads.

Their studles have found trenis in employment conditions to be important
determinants of AFDC caseloads in a number of States, even though reported
labor force participating rates among U.S. poor female heads of households are
low. For example, the study concluded that if employment conditions (measured
by the unemployment rate and other employment indicies) had remained at their
most favorable levels of the July 1962-December 1974 period, the caseload at
the end of the period would have been reduced in North Carolina by 46 percent
and in Washington by 27 percent from their actual levels.

The studies showed, as would have been expected, that in States with a
relatively high proportion of AFDC employed parents, changes in the unemploy-
ment rate had a much greater impact on AFDC caseloads. Even in New York
City where relatively few AFDC household heads report employment,’* employ-
ment conditions affect case closings, and, thus, the overall size of caseload.

2. Peter S. Albin, City University of New York and Bruno Stein, New York
University, found a relationship between the rate of unemployment and AFDC
caseloads from time-series data for 1959-1971. They concluded, ‘“The impact of
the unemployment effect is, as we expected, strongly positive and significant,
with the impact beginning after a quarter’s delay and with conditions four years
back having an effect on demand [for welfare].”* *

3. In 1974 and 1975, HEW sponsored research on the impact of unemploy-
ment, inflation, and transfer payments on the distribution of fncome, particu-
larly to the poor. One paper in this series, by Martin Holmer of HEW’s Office
of the Assistant Secretary for Planning and Evaluation, found a “weak effect”
of the relationship between the state of the economy and AFDC. A summary of
his study s*ates that “in the short run, changes in unemployment conditions
alter AFDO payments by small amounts, and, even in the long run, after changes
in openings, closings, and benefit levels have worked their way through the
system, a 10 percent rise in the unemployment rate * * * raises AFDC case-
loads by only 2.7 percent.”

* The 1975 AFDC Reciptent Characteristice Study by HEW (Part 1) found that 10.R
percent of South Carolina AFDC mothers were workinﬁ in the survey month and 3.1%
percent were awaiting recall from layoff. Data for Washington were not reported because
of small sample size.

10 Multiple Welfare Benefits in New York City. A stud‘y hased on data gathered by the
New York City-Rand Institute (which was dissolved in October 1975) reported that
7.9 percent of New York Citv AFDC families had earnings in 1974. Prepared under a
grant from the Dept. of HEW R-2002-HEW. August 1978 : viil.

The 19756 AFDC study found that 11.1 percent of New York State mothers worked in
May 1975, and one percent were awaliting recall from layoff,

1 Albin, Peter S. and Bruno Stein, The Impact of Unemployment on Welfare Fxpendi-
tures. Industrial and Labor Relatione Review. vol. 31. No. 1 (ct. 1877) : 41.

13 Gramlich, Edward M. Are the Poor Falling Behind? The Impact of Unemployment
Inflation, and Transfer Payments on the Distribution of Income. Summary of a Policy
Research Project sponsored by the U.S. Dept. of HEW. March 1977 : 32.
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4. In a report done in 1974 for the Congressional Research Service, Mathe-
matica, Inc. reported that by using the Transfer Income Simulation Model
(TRIM), a sophisticated micro-simulation model, it was determined that a one
percent increase in unemployment (as from 4 to & percent, a 25 percent
increase in the rate itself) produced only a 1.5 percent increase in the annual
AFDC caseloads (persons receiving benefits at any time during the year).
Mathematica sald a percentage point increase in the unemployment rate produced
a 5 percent increase in the AFDC-UP component of the caseload.”

5. Under contract to the State of California, Rand Corporation published in
January 1976 a survey and evaluation of welfare caseload estimating tech-
niques. Their review of work completed at that time concluded: “'Over ten
studies on our llst reported statistically significant relationships among case-
load and one or another economic variable. There is too much strong evidence
and too much agreement among these studies to doubt that real progress in this
regard is within close reach.”

C. AFDC family dcpendency ratios.—Chart 9 shows that the proportion of
famlilies with children under 18 enrolled in AFDC climbed 70 percent from 1970
to 1977. In March 1970, 1 in 15 families received AFDC benefits; by March
1977, the proportion was more than 1 in 9 (11.58%). The rise was uninterrupted.
However, the rate of gain slowed to a near-halt from March 1873-March 1974,
paralleling a relatively low plateau in the male unemployment rate between
the same two months.

13 Mathematica, Inc. Policy Studies Groug. Estimating Costs and Caseloads for Federal
Tranafer Programs. November 18, 1974 : 1852-3.

14 Abrahamse, Allan, et al. Welfare Caseload Estimating Techniques: Report No.
i%—_'lg!g-écDOBP prepared for the California Department of Benefit Payments, January
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Chart 9

AFDC Family Dependency Ratios Compared
with Unemployment Rates
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Plotted as a proportion of male-headed families with children under 18,
the AFDC-UF March 1970-1975 caseloads showed slight rises and declines that
dimly reflect the male unemployment rate. In this period AFDC-UF families
ranged from 0.4 to 0.7 percent of all male-headed families with children.

Table 5 shows that the proportion of U.S. children enrolled in AFDC has
risen about one-third since 1970. The proportion peaked in 1975 at 12.1 percent
and since has declined slightly.

TABLE 5.—~PROPORTION OF U.S. CHILOREN ENROLLED IN AFDC

AFDC children

as & percent of

AFDC all children
childrent under 132
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1 As of July, (However, U.S, chitd fation for 1970 is as of Aprit.
2 The M#y’lgls AFDC study louns .4 percent of the childunpto gs students aged 18 or over. They totaled 192,727,
1]

3 Estimate.

IV, Analysis, commente, and oconclusions

The existence of a positive relationship between unemployment and AFDC
caseloads has been demonstrated, both by simple charts and by studies using
sophisticated analytical tools. The direction and the statistical validity of the
relatllonship is consistent, but there is considerable uncertainty about the size of
the impact.

This uncertainty about size of an effect is obvious from the varying conclusions
of the published studies. Thelr differences cast doubt on the present capacity to
forecast future caseloads on the basis of unemployment assumptions. An example
of the pitfalls of prediction is an HEW estimate published in October 1975 of the
peak number of AFDC reciplents expected during 1976. On the basis of spe-
cified economic asumptions, including an annual average unemployment rate of
8.0 percent, the study predicted that enrollment would climb to 14.8 million per-
sons in the second quarter of 1976 and decline to 14.5 million by the last quarter.”
The actual number of recipfents, with an annual unemployment rate two-tenths
of a percentage point below the assumed rate, turned out to be 11.3 million in the
second quarter and 11.2 million in the final quarter, a short fall of more than 3
million persons.

Because of the complex nature of the separate State AFDC programs and the
general lack of understanding of their impact on human behavior, it is dificult to
forecast precigely caseload changes under alternative economic asumptions. The
problem s compound by the interplay of many other factors, some more influen-
tial than the unempioyment rate, that profoundly impinge on AFDC enrollment.
Some of these other factors were especlaly forceful in expanding AFDC case-
loads in the mid- and late 1960’s.

Phenomena that have caused increases in AFDC enrollment can be grouped
into two clases: (1) growth of the eligible pool, which itself is directly affected
:iyb leconomlc conditions, and (2) Increase in the AFDC-participation rate of eli-

es.

These are briefly discussed below :

1. Growth of the eligible pool.

a. Inorease in female-headed families with children.—From 1969 