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HOW TO THINK ABOUT WELFARE REFORM FOR
THE 1980’s

'WEDNESDAY, FEBRUARY 6, 1980

U.S. SENATE,
CoMMITTEE ON FINANCE,
SuBCOMMITTEE ON PUBLIC ASSISTANCE,
Washington, D.C.

The subcommittee met at 2:15 p.m., pursuant to call, in room
2221, Dirksen Senate Office Building, Hon. Daniel Patrick Moyni-
han (chairman of the subcommittee) presiding.

Present: Senators Moynihan and Heinz.

[The press release announcing these hearings follows:]

[Press Release No. H-3]

For Immediate Release, January 24, 1980—U.S. Senate Committee on Finance,
Subcommittee on Public Assistance -

FINANCE SUBCOMMITTEE ON PuBLiC AssiSTANCE To HoLp HEARINGS ON WELFARE
REFORM PERSPECTIVES

The Honorable Daniel Patrick Moynihan (D., N.Y.), Chairman of the Finance

Subcommittee on Public Assistance today announced that the Subcommittee will
hold hearings on “how to think about welfare reform for the 1980s.”
- - Senator Moynihan stated that the Subcommittee has asked a number of expert
witnesses to provide testimony during these two days of hearings so as to share with
the Finance Committee the fruits of their research and insights on those problems
which welfare reform legislation must address. The Chairman of the Subcommittee
further noted that these hearings should provide valuable perspectives on the
subject prior to the detailed consideration of specific welfare reform proposals
pending before the Committee. That detailed consideration of specific proposals will
not be undertaken in these hearings. Hearings on legislative proposals for welfare
reform will be held later by the full Committee as soon as the schedule of the
Committee permits.

The hearings will be held starting at 10:30 a.m. on Wednesday, February 6, 1980,
and at 10 a.m. on Thursday, February 7, 1980. The hearings will be held in Room
2221, Dirksen Senate Office Building.

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

Wednesday, February 6, 1980

Martin Anderson, Hoover Institution, Stanford University
Al}thony Morelli, Vice President, Economic Development Council of New York City,
nc. .

Philip Toia, Vice President, Municipal Finance, Chase Manhattan Bank

Leonard Hausman, Florence Heller School, Brandeis University

David Chambers, School of Law, University of Michigan

Max Horlick, Chief, Comparative Studies Staff, Office of International Policy, Social
Security Administration.

(3}



2

Thursday, February 7, 1980

Eli Ginzburg, Director of Conservation of Human Resources and Chairman, Nation-

ﬂ ?omrp:igssion for Employment Policy, Graduate School of Business, Columbia
niversi

Lynn Cutle¥, Vice Chairperson, Advisory Commission on Intergovernmental Rela-
tions

Larry Schroeder, Metropolitan Studies Program, Syracuse University

Robr:ytt Hill, Director, Research De ment, Natiom Urban League

George Gilcier, Tyringham, Massachusetts

John Palmer, Acting Assistant Secretary for Planning and Evaluation, Department
of Health, f}ducatlon, and Welfare.

Senator MoyNIHAN. Good afternoon, ladies and gentlemen.

First of all, let me apologize for being late. We had a vote, and I
was held up on the floor.

This is a_hearing of the Subcommittee on Public Assistance of
the Senate Finance Committee on Welfare Reform Perspectives. As
all of you, I am sure, know, a welfare bill has passed the House and
is now before this committee.

Later this year, Senator Long has indicated that there will be
formal hearings on that legislation. I had in mind, in anticipation
of these full committee hearings on the specific legislation, that it
would be useful to spend an afternoon and a morning discussing
general aspects of this subject, which has been at, or near the top
of the legislative agenda of the Nation for 15 years now. I have
been involved with it, and have found that this subject has eluded
anf/ large or satisfactory resolution.

t is to this general question of the nature of the issue, the
difficilties in obtaining consensus, and the changes, if any, that
have occured but which might have slipped by unnoticed, that we
address ourgelves today. In addition, we are here to determine
what we should look for in the legislative proposals that we are
going to have before us.

I(;aave an opening statement, which I will put in the record, as if -
read.

It might be of interest to some of you because it _contains data
which have been developed for the committee by Mathematica
Policy Research on the fiscal flows resultin%from the bill passed by
the House in response to the proposal submitted to Congress by
President Carter.

[The statement follows. Oral testimony continues on p. 88.}



FROM THE OFFICE OF
° L]
Senator Daniel Patrick Moynihan
New York
For Immediate Release Contact: Tim Russert
Wednesday, AM Vicki Bear
Feburary 6, 1980 202/224-4451

OPENING STATEMENT
of
SENATOR DANIEL PATRICK MOYNIHAN, CHAIRMAN
SUBCOMMITTEE-ON PUBLIC ASSISTANCE
COMMITTEE ON FINANCE
February 6, 1980

The stated topic of these hearings is "how to think about
welfare reform for the 1980's"., Implicit in that phrase is a
hypothesis that we shall test during the course of these two days:
the possibility that the assumptions, objectives and analytic modes
that have characterized.most deliberations about welfare reform
for the past decade and more may not be adequate or appropriate for
the years ahead. To examine this proposition -- which I offer
only as a hypothesis, not as a conclusion -~ we have invited a
number of distinguished witnesses who have knowledge about various
facets of the subject and various perspectives on it.

I wish to make clear that this is not a "legislative hearing"
in that our purpose is not to elicit specific comments on particu-
lar bills or proposals before the Finance Committee. That will
occur at the full Committee level at a iatex date, when it will
be possible for public witnesses to offer their comments and

suggestions. As Senator Long stated on the Senate floor



on January 31, "The Senate Committee on Finance is going to hold
hearings on welfare and we sha{l cover the area that the Senator
has mentioned, because this is a very important matter. It is of
tremendous significance and importance lo every State and every
segment of the Nation and, in due course, we shall make our
recommendations from the full committee.”

Even as we save for another day the detailed consideration of
specific proposals, however, we obviously have in_the back of our
minds today one bill with a unique status: H.R. 4904, the welfare
reform bill that was passed by the House of Representatives in
November. The passage by the House of a welfare reform bill is
a large event that automatically commands our attention., It is not
unreasonable, therefore, to suggest that in the course of these
hearings we shall be comparing -~ silently if not explicitly ~-
what we will be learning from our witnesses with what we know of
that bill as well as with what we know and can learn about the
pres;nt condition of public assistance in the United States.

The bill that has been sent us by the House closely resembles
the cash assistance proposals that the Carter administration made
last spring. (To be sure, the administration's proposals included
a second bill, dealing with jobs, that still awaits action in»both
chambers.) It is a bill that is instantly recognizable by anyone
who has followed the development of American social policy during
the forty-five years since passage of the Social Security Act
itself. Its two essential provisions would require all states

to attain certain standards -~ pertaining to benefit levels in



the one case, inclusion of intact families in the other -~ that
have long been optional for them. The federal government would
assume the entire cost of compliance with those requirements. The
first of these would affect 13 states, the second 24 states.

These requirements embody elements of two important principles
that have long been part of proposals to "reform" the welfare
sibtem and that I have long endorsed. First, the idea of a national
floor under benefit levels so that no American need try to exist
bglow a certain standard. Second, the idea that cash assistance
for “families with dependent children®" not be confined to single
parent families but, rather, be aQailable also to intact families that
are nevertheless “dependent” on the society for their subsistence.

I must point out that neither principle is wholly honored in
this bill. Eligibility for cash assistance is still confined to
families with children -- single people and childless couples being
excluded -- and intact families only qualify for aid if they have
minimal resources. In short, H.R. 4904 does ggg.provide a
guaranteed annual income for every American.

This proposal -~ and others like it -- is gravely deficient
in another respect that causes me to ask whether -- even to ‘
hypothesize that -- the assumptions and objectives that have
undetgiided our past deliberations are themselves lacking.

To state a complex point as simply as possible: this proposal
is obli#ious to the needs of those states and regions that have
struggled to achieve a decent lével of common provision for their

pedple. It is oblivious to the needs of the dependent and indigent



residents of those states and regions. It is oblivious to the
condition of the state and local governments in those regions.
It is oblivious to the needs and concerns of their taxpayers.

Indeed, it is worse than oblivious. It expects the taxpayers
of those states and regions to pay substantial sums to improve the
lot of persons who live elsewhere. We have accepted that mission
and that challenge in the past, and we would not decline it now
1f there were any serious attention to our own needs embedded in
these proposals, too.

A.F.D.C. recipients in New York ~-- and we have 1.2 million of
them -- have not had an increase in their living allowances since
1974. This means that inflation has cut their standard of living
about in half. Not because the state of New York is any less

concerned about their condition. But because it can no longer

afford to bear the price of alleviating that condition.

Yet H.R. 4904 would not improve benefit levels in New York
and other states like it. 1t would not provide the state and its
localities any significant resources with which to do so themselves.

Rather, it would throw tens of thousands of families off the

federally-assisted welfare program,

I offer in evidence Table 6 from the recent analysis of H.R. 4904

that was provided at my request by the Congressional Research
Service and carried out by Mathematica Policy Research, Inc. Using
a series of reasonable assumptions about the growth of population
and family income, this table projects A.P.D.C. caseloads in
fiscal 1982 (including recipients of the “"unemployed parents"
program) under current law and under H.R. 4904. The caseloads are

shown in family units:



TABLE 6

PROJECTIONS O AFDC AND AFDC-UP CASELOAD IN FY 1962

(thousands of units participating during year)

i AFDC AFDC=UP
Curxent Percent Current Percent
Census Division State Law HR 4909 Change Law HR 4904 Change
Massachusetts 127 118 -7 13 29 123
Rhode Island 19 18 -5 1 2 100
New England * Connecticut 54 50 -7 2 5 150
Maine 22 21 -5 0 6 .
New Hampshire 9 9 o] 0 3 *
Vermont 7 [ -14 1 1 [}
Total 238 222 -7 1? 46 17
New York 439 367 -16 1 57 235
Mid-Atlantic New Jersey 156 150 -4 7 23 229
Pennsylvania 238 213 =11 19 45 | 137
Total 833 730 -12 43 125 191
Ohio 173 179 3 28 59 1)
Indiana 60 65 8 0 19 .
East North Central Illinois 256 233 -9 18 36 . 100
Michigan 207 208 ] 27 54 100
wisconsin 64 67 S S 23 360
Total 760 752 -1 78 191 145
' Minnesota 52 47 -10 4 12 200
Iowa 37 32 -4 4 ) 1 1175
Missoura 83 8 -6 [} 4 .
West North Central North Dakota 6 S -17 0 5 .
South Dakota 7 7 ] o 3 -
Nebraska 15 15 V] o 3 .
Kansas 29 26 ~10 2 5 150
Total 229 210 -8 10 43 230

{eonttnue:d)



TABLE 6 (continued)

PROJECTIONS OF AFDC AND AFDC-UP CASELOAD 1IN FY 1982

* (thousands of units participating during year)

x

AFDC AFOC-UP

Current Percent Current Percent

Census Division State Law HR 4909 Change Law KR 4904 Change
Delaware 12 11 -8 0 27 .
Maryland 68 7 13 3 10 233
District of Columbia 26 23 =12 ) o 0o
virginia 7 67 -6 ] 25 hd
South Atlantic West Virginia 25 30 20 2 ? 250
North Carolina 92 101 10 [\] 4« .
South Carolina 52 59 13 ] 22 hd
Georgia 83 109 3 ] n .
Florida 119 128 8 ] 58 .
Total 548 605, 10 5 199 - 3880
, ] Kentucky | S0 60’ 20 0 29 .
tast South Central Tennesses 66 82 24 ] 4] hd
Alabama 67 88 31 [} 10 .
Mississippi 66 66 [} [+] 20 .
Total . 249 296 19 - 102 -
Arkarisas 37 37 1] 4] 18 .
West South Central Louisiana 7% 81 [} [} a8 .
Oklahoma 34 3 -3 v] 2) .
Texas 118 158 34 ] 70 .
Total 264 309 17 - 149 -

{continued)



TABLE 6 (continued)

PROJECTIONS OF AFDC AND AFDC-UP CASELOAD IN FY 1982
({thousands of units participating during year)

AYDC AFOC~UP
Current percent Current Percent
Census Davasion State law {IR 4909 Change Law R 4904 Change
Montana ? 7 o] 1 3 200
Idaho 7 8 14 o 4 .
Wyoming 3 3 0o 4] 1 .
Mountain Colorado 36 39 .8 2 4 100
New Mexaco | 20 23 15 [ 4 .
Arizona 20 22 10 [} 9 .
Utah 15 14 -7 3 7 i3
Nevada 4 6 50 4] 2 .
Total 112 122 9 6 34 467
wWashington 51 53 4 6 14 133
Oregon 48 42 =13 8 16 100
Pacafic California 532 456 -14 65 148 128
Alaska 5 5 [+] o] 1 .
Hawaia 18 17 -6 1 4 300
Total 654 573 -12 80 183 129
U.§. Total les3 3824 -2 238 1072 3so

SOURCE: Mathematica Policy Research, Inc.

January 20, 1980.

and Social and Scientific Systems, Inc. simulation dated
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This table repays scrutiny. It indicates that 72,000 single
parent families in New York who could expect to be receiving
federally-assisted welfare payments in 1982 under current law
would not receive them under H.R. 4904. To be sure, some 40,000
more "intact families" would be aided. But what of those who
would lose eligibility? Is the state expected to forget them?

Ans what of the hundreds of thousands of other families who would
get no improvement in their living standard? 1Is the state expected
to forget them, too, just because Washington has?

New York is not the only such state. Virtually every state
{and region) that has been regarded as relatively humane in its
provision for the needy would experience a similar withdrawal of
federal support, particularly for single parent families.

By contrast, the Mathematica analysis indicates that Alabama's
welfare caseload would grow (including intact families) by 31,000
households, which is to say by 47 percent; Texas' would increase
by 93 percent; Louisjiana's by 59 percent; Tennessee's by 89 percent;
Arizona's by 55 percent; Olkahoma's by 65 percent.

If the first question to be asked about a welfare proposal is
what it would do for needy people, the second is who is to pay for
the costs of whatever additional benefits are provided. In this
connection, I should like to call attention to Table 3 of the same
Mathematica analysis, which starts from the assumption that the
estimated $2.65 billion in additional federal outlays caused by
H.R. 4904 would be borneby the equivalent of a “"surcharge" on the

federal personal income tax. That may or may not turn out to be true,



FAOJECTIONS OF YISCAL VLOWE DUE TU TITWI | W Hik 4004 IN FY 1982

TABLE )

{dollar smounts in miliione)

Y

Additionsl Yederal Cuyen-
ditures for AFDC, AFOC-UF

Fersonsl Incume Tas
Surcherue to Finance

Difference between
Aditional Exyendi-

Ratio ol Additireal

Food Stamps, BN, Additional tures and Emenditules Lo Vo
Consua Division State and Wold Marmliaws Eapanditures “Tax
Massachusetts Q9.7 7.3 - .. 0.%8
Rnode Island 3.2 10.6 - 1.3 0.3
Wew Cngland Connecticut 10.6 .2 - 36,5 0.2)
Marne 17.7 9.4 [ 19 ] 1.08
New Hampahire 1.6 .0 - 5.3 0.40
Varmont. - 1.0 4) 5.4 ~0.2¢
Toral 7.9 135.8 - 7.0 9.50
New York 25.1 258.5 -23).4 0.10
Mid-Atlantic Nev Jersey s1.6 105.) - $1.7 Q.49
hqmylunh 50.% 1%.1 - 05.6 0.37
Total 127,21 499.9 -N2.7 0.2%
onto 103.0 1.0 - 3.3 [ B4
Indiana 50.5 h.e = 13.% c.7
Easg North Central Illinois 9.9 158.9 - 9.5 0.)8
Nichigan 107.7 130.8 - 133 0,89
Wisconsin 4).5 5.4 - 1.9 0.7
Total 4.5 53.1 -168.% 0.68
Minnesots ! 17.0 %.9 - 2.0 0.%
1owa 13.0 32.5 - 19.% 0,40
Missours 6.2 ' 3.8 - a7.6 0.12
Mest merth Centcal ®orth Daxota 6.6 6.0 0.6 1.09
South Dakota 7.3 5.3 2.0 1.37
Mebraska 17.9 17.7 0.1 1.0
Kansas s.1 2.8 - 21,7 0.19
Total . 73 i 88,9 115.9 0.3
Owlavare .9 .1 - 32 0.61
Maryland 43.7 8.9 - 2%.2 0.6)
Oistrict of Columbia 1.8 12.6 - 10,8 0.14
virginia 4.6 68,3 - .6 0.63
Sowth Atlantac West Virgania M.} 16.2 .. .10
North Carolina 123.6 s1.¢ 2.2 1.8
South Carolina 102,4 249 77.4 411
Georgia 109.4 50.9 138.4 wn
Florids N 167.8 ”n.¢ .1 1.0
Totsl 2 -392.9 9.2 1.8 .

(continved}

44



TABLL ) icontinued)

PROJLCTIONS OF FISCAL FLOWS DUC YO TITLC 1 OF 4 4904 I FY 1902

{doliar wmounts An willlons)

i Additionsl Fedural Zapen=

ditures [of AFDC, AFDC~UP
| rovs Suamps, tn, crre

—
! Trermonnl Income Tews

Surcharije te Finance
Additional

Dilference between
Additinanl Espendi-
tures and

Ratio of Adiiicnal

Enpendituies 1o Taw

Census Division State Lu-‘ 1Hold Harwiess { Exponditures Tan ve
Keatucky 3.6 n.o .G 308
Cast South Central Tennessse 156.7 .7 + 1171.0 )95
Alabane . 118 32.) «.? 3.%
nississipph l1e.4 17.4 101.0 ..
Total 493.9 120.4 365.) a0
Arkansas s1.3 16.7 .. )07
west South Centrel Louisians 12).4 ».6 at.0 ).4%
Oklahoma 4.3 .. -~ 3.0 0.0
Tenas 309.3 143.2 1685 2.19
\ Total 508.5 233 5.8 2.8
Montane 7.3 .y - e 0.9
Idaho 7.4 ..) - 0. . 0.2
Wyoming 2.6 a7 - 2 ' 0.9¢
nountein Colorado 11.9 5.5 - 236 .
Waw MeMiCO 2.4 1.9 1.4 1.9
Arizona 3%.% 2.7 .8 .
utah 6.l 3.0 - 6.7 Q.49
Nevada 6. ) - 3.0 0.7
Total 100.9 1nra =16 LX)
Wasnington 27.9 48.2 - 20.) 0.9
Oregon 1. n.7 - 14 o.4n
Pecitic Celifornia le4.1 2.2 -177.1 Q.43
Alsske 2.3 [X] - 1) 0.26
. LIV 1 1.0 0.1 Lo
Total 200.0 «19.0 219.4 [ X]
V.S, Total 2830.2 26%0.2 0.0 1.00
BOURCE ica Pollcy Inc., and Social and Scientafic Systems, Inc., sisuletion dated Janusry JO. 1940,

ot



18

but this mode of analysis is no less applicable to the current
federal tax burden. In other words, if one were to suppose that the
alternative to H.R. 4904 is an across-the-board cut in the personal
income tax totalling $2.65 billion, this table approximatés the
costs to taxpayers in each state of adopting the program rafher

than the tax cut.

The first colqnn shows the additional federal spending (compared
to-current law) in each state that would result from H.R. 4904.
Every state (except, unaccountably, Vermont) shows at least some
increase and in the case of a number of states, primarily in the
South, that increase is quite substantial. The second column esti~-
mates the share of the additional federal costs that would be
supplied by each state's taxpayers. The third column shows the
difference, and the fourth expresses the ratio between the first
two. If one examines the third column, it clearly shows that five
of the nine census divisions‘have a net_"gain" from this collection
and digéribution of resources, whilst the other four would experience
a net "loss®™, By far the largest such regional loss is the mid-
gglantic, and by far the largest such loss for a single state is
that of New York, which also -- not surprisingly -- has the lowest
"ratio" (again except for Vermont). The fiscal drain from the
three states of the mid-Atlantic region is roughly equivalent to
thernet "gain" in federal rebouxcea by the four states of the East
“South Central region. )

To repeat, I favor the improvement of benefit levels in the

states and regions whose benefit levels would be increased by this
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bill, and I favor the inclusion of intact families in those states
that do not now include them. But I find it at least slightly
perplexing that those of us generally disposed to favor this legis-
lation are generally found in states whose residents have little

to gain and much to lose from it, while many of those whose states
and citizens stand to gain the most are at best indifferent to the
principles on which the legislation rests.

It is my profound hope that these hearingswill begin the
process that will end {n the passage by the Senate of a sound
welfare reform bill. But as ! have briefly sketched in these
remarks, and as I expect to understand better in the course of
these hearings, there is something missing from the major reform

proposal now before us.
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0 Congressional Research Service
R K The Library of Congress
‘."l . \‘\

Washington, DC. 20540

- February 4, 1980

T0 : Honorable Daniel Patrick Moynihan

FROM

-

P. Royal Shipp

Senior Specialist in Social Welfare
Educstion and Public Welfare Division
SUBJECT Report Analyzing State Fiscal Flows and Fiscal Relief Resulting
From the Social Welfare Reform Amendments of 1979 (H.R. 4904)

On May 11, 1979 you wrote asking the Congressional Research Service (CRS)
"to provide the Finance Committee and others with estimates of State-by-~State
fiscal impacts of the Administration's welfare proposal and other major pro~
posals.” %o respond to your request in time for hearings by the Subcomittee
on Public Assistance of the Committee on Finance, and to obtain competent tech~
nical assistance in developing and using a microsimulation model necessary to
do the analysis, CRS contracted with Mathematica Policy Research, Ince (MPR)
to carry out a first phase of the analysis.

In partial completion of this eoﬁtruct MPR, working with the assistance
of CRS analysts, has completed a report that shows the estimated impact of
Title I of H.Re 4904 on State fiscal flows and fiscal relief. A copy of this
report is attached.

The report's analytical work extends beyond other analyses of H.R. 4904
and other welfare reform proposals, which used similar methodologies but

vhich did not exsmirie State-by-State impacts. The microsimulation model
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used is similar to those used in the previous analyses, and is subject
to the same limitations inherent in all attempts to simulate future events,
Such limitations sre identified at appropriate places in the report,

Despite these caveats, we believe that the MPR report presents informa-
 tion and analysis which should be useful to the Congress as it considers pro~

posals for changing the welfare system.

‘
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AN ESTIMATE OF THE FISCAL FLOWS AMONG STATES
IMPLIED BY TITLE I OF THE SOCIAL WELFARE REFORM AMENDMENTS
OF 1979 (HR 4904)
by
Myles Maxfield, Je.

David Edson

Jnnuar} 22, 1980

The research reported herein was performed pursuant to a contract with
Congressional Research Service.

Submitted to: Submitted by:

Division of Education and Public Welfare Mathematica Policy Research Inc.
Congressional Research Service 2101 L Street, N.W.

Library of Congress Suite 416

Contract No. CRS-79-80 Washington, D.C. 20037
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PREPACE

In order to increase the comparability of this study with similar studies
performed by the Congressional Budget Office (CBO) and the Department of Health,
Education, and ;;lfare (DHEW) and in order to reduce the cost and time necessary
to complete the study, we wmade use of the results of several previous model
development and data base development projects of MPR, CBO, and DHEW. 1In this
study we modified the existing Hicéonnalyuis of Transfers to Households (MATR)
model, maintained by MPR, so that it simultated the AFDC, AFDC-UP, Food Stamps,
General Assistance, Emergency Needs, and EITC programs under the Social Welfare
Reform A?gndncntt of 1979, We also used a Survey of Income and Education data
base that had been aged to FY 1982 by DHEW. When simulating the current AFDC,
AFDC-UP, and General Assistance programs in FY 1982, we used the projections of
total program expenditures constructed by CBO.

Although using these earlier results as inputs to this study helped achieve
the objectives of comparability and timely completion, it also limited our abil-
ity to tailor the inputs specifically for the analytic purposes of this etudy.
Limitations of the inputs and the resulting potential biases in the results are
discussed in the text.

With these inputs, we have for this study modeled the AFDC, AFDC-UP, Gen-
eral Aosistance, Emergency Needs, and EITC programs specified in HR 4904 a;d
simulated the labor supply response of the beneficiaries to these changes
within the MATH model. We have also simulated th; existing AFDC, AFDC-UP, Gen-
eral Assistance, and EITC programs on the FY 1982 data base. Lastly, we have
simulated the income tax surcharge and cénputed the tables which constitute the

primary results of the study.
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- 1

INTRODUCTION AND SUMMARY

In November 1979, the House of Representatives approved and passed on for
the consideration of the Senate a bill (HR 4904) which reforms 1/ several cur~
rent public assistance programs, principally the Aid to Families with Dependent
Children (AFDC) program (Title IV-A of the Social Security kct). -The bill's
major revisions of AFDC include 1) requiring all state AFDC programs to provide
coverage for families whose primary earner is unemployed, 2) requiring states
to observe a national benefit floor set by Congress, 3) revising the formula
used to compute AFDC payments to a participating family, and 4) providing for
state fiscal relief through reducing the state matching percentage, imposing a
maximum on state AFDC expenditures, and changing the AFDC benefit formula.

HR 4904 resembles the welfare reform program designed by the Carter administra-
= tion (HR 4321 and HH 4425) for consideration by the House, with the exce;tion
that HR 4904 does not create or alter any programs that provide public service
employment for low-income families. 2/
The notion of a Fiscal flow is that the residents of each state may be

viewed collectively as a single entity that both receives federal welfare

lj In this study, the term reform refers to changes in existing law
described in the Social Welfare Reform Amendments of 1979 (HR 4904).

2/ Vee Burke and Richard A. Hobbie, "The Presidert's 1979 Welfare Reform
Program Compared with Current Law: Changes Proposed by The Social Welfare
Reform Amendments of 1979 (HR 4321/S 1290) and the Work and Training Opportuni-~
ties Act of 1979 (HR 4425/S 1312)" Washington D.C.: Congressional Research
Service, August 1979); and Social Welfare Reform Amendments of:1979, Report
from the Committee on Ways and. Means No. 96-451 (Hathington, D.C.: Government
Printing Office, September 1979).
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payments from the AFDC program and pays federal taxes to finance the AFDC pro- -_
gram. Since the distribution of welfare benefits is in general not distributed
across states in the same way that tax liabilities are, in the aggregate, the
residents of some states may pay more into AFDC as federal taxes than they get
from AFDC as federal welfare payments. From the point of view of the residents
of the ata;e (as opposed to the government), these are called net paying states.
The residents in the aggregate of other states may receive more welfare payments
than they pay as taxes for the program. These are the net receiving states.

If it is assumed that the collection of 50 states is a closed financial system,
i.e., no one ougnide the 50 states either receives a welfare payment or pays
taxes from the program and welfare payments are not financed by increasing the
federal deficit, the financing of the welfare program may be viewed as a flow of
funds from net paying states to net receiving states,

This study estimates which states would be net paying states and which
would be net receiving states with respect to the changes in the cost of AFDC,
the EITC, Food Stamps and the expanded Emergency Needs (EN) program implied by
HR 4904. The estimation assumes that the change in cost to the federal govern=-
ment of AFDC, AFDC-UP, Food Stamps, EITC, and EN is entirely financed by a fed-
eral ?craonal income tax surcharge set at a flat rate. Although HR 4904 does
not contain or require such a tax surcharge, tiie study assumes it because it
provides a method of financing the welfare reform that is both simple to wodel
and proportional to presurcharge income tax liabilities. 1/

Secondly, the study estimates the amount of fiscal relief, which is the

decrease in state expenditures on the AFDC, AFDC-UP, and General Assistance

1/ Although a welfare reform may be financed with revenues from other types
of taxes, the difficulty of allocating them to residents of each state within
the existing models precludes their use in this study. Payroll taxes are not
used because the AFDC and AFDC-UP programs are financed from general revenues.

-2a
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programs which would accrue to each state from the implementation of HR 4904,

Fiscal relief is estimated becaus;. althouéh the bill guarantees a minimun
amount of fiscal relief, the actual relief may be somewhat larger than the
specifiéd winimum in some states. Fiscal relief may be greater than the mini-
mum becau;e of the decrease in state shares of AFDC financing; because of the
state portion of the $200 million federal funds for.the Emergency Needs prograa,
and because of reduced welfare payments in some states due to the revision of
the payment formula.

If HR 4904 were enacted, this study indicates that:

1) Welfare benefits would be redistributed from the high-benefit
states to low-benefit states, This impact is a result of the
reform design which reduces the inequities of payment standards

across states without producing a large increase in federal expen-
ditures for AFDC and AFDC-UP,

2) Fiscal relief would be experienced by every state government, with
the largest amounts going to states with the largest prereform
welfare expenditures.

3) The additional tax liabilities of an income tax surcharge designed
to finance the additional federal expenditures under HR 4904 would
be greatest in those states with the largest population of high-
income taxpayers.

4) The state-to-state variation of the additional tax liability would
be reduced if the fiscal relief received by state governments would
be passed on to taxpayers in the form of reduced state taxes. This
results from the fact that many states which contain large popula-
tions of high~income taxpayers are also states which would receive
the largest amounts of fiscal relief.

5) The change in welfare payments would combine with the change in tax
liabilities to produce a change in disposable income of residents
among each state. The disposable income of the residents of states
with both a high AFDC standard of need and a large population of
high-income taxpayers and which do not pass their fiscal relief on _
to taxpayers would be reduced by the reform. The disposable income
of residents of other states would be increased.

6) 1If’the fiscal relief to governments were passed on to taxpayers the
state-to-state variation of the impact on disposable income would
be reduced.

-3-
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The next section presents the model and data base used to estimate fiscal
flows and fiscal relief. The following section presents the results, a summary,

and conclusions. A comparison of the model and results of this study with those

of the Congressional Budget Office and those of the Department of Health, Educa-

tion, and Welfare is presented in Appendix A. A technical documentation of the

data base and the model of HR 4904 is contained in Appeadix B.

-
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Ir
THE MODEL AND DATA BASE
Overview _

" The estimates of fiscal flows and fiscal relief are made by simulating
the changes of AFDC and of the Earned Income Tax Credit (EITC) contained in
HR 4904 and applying those reforms to a sample of families from each of the
SO states. The effect of the reforms on the Emergency Needs, General Assis-
tance, and Food Stamp programs was also estimated. The data base, discussed
below, represents thé projected population in FY 1982. Since the current AFDC
program is not observed in that year, it must be simulated along with the
reformed program, With both the existing and reformed AFDC programs simulated,
i.e., participants in each program chosen and payments computed for each par-
ticipating family, the difference between the cost of the two programs is com-
puted for the nation and for each state. The cost of a program is taken to be
the sum of all the simulated payments plus administrative costs.

The second step in the estimation is the simulation of a federal personal
income tax surcharge which generdes additional federal revenue sufficient to
finance the additional federal Jelfare expenditures. The federal income tax
program of 1979 is simulated on the 1982 data base, resulting in an estimate of
federal income tax revenues in that year. The surcharge rate is computed as
the ratio of the additional federal expenditures implied by the reform to the
estimated total federal tax revenue. Finally, the simulated income tax liabil-
ity of-each tax~paying unit is increased by the surcharge, and the surchange
is totaled within each State. The state totals of the increased federal tax
tiadility are compared to the state ;otals of the increased federal expenditures

-5



on the reform plan, producing an estimate of the fiscal flows resulting from the

implementation of Title 1 of HR 4904 in FY 1982,

The Data Base

The most recent survey of income and family st}ucture‘u-ing a sample
designed to represent the population in each state is the Survey of Income and
Education (SIE), which was fielded by the Census Bureau from April through May,
1976. The survey instrument is similar to that of the éurrent Population Survey
éxcept that the SIE sample is approximately 150,000 households, three times as
large as that of the CPS. Each family member is asked about his or her income
and labor warket activity during the calendar year 1975. Family structure, age,
rnze, sex, education and other demographic characteristics are recorded as of
the date of the interview. The Census Bureau assigns a saample weight to each
family in the SIE such that weighted counts of the sample provide estimates of
the population in the nation and each state.

Since the SIE represents conditions which existed in the Spring of 1976
and since much of HR 4904 would be implemented in the early 1980's, the SIE
data base wa{»?gggd“nfo’ygpreuent FY 1982. The aging process has four phases:
1) demographic trends, 2) income amounts, 3) unemployment rate, and 4) prerefornm

income tax and transfer prograns.

Demographic Changes

The demographic aging process was performed using Census Bureau Series II
projections 6; the population by age, sex, hoJ;ehold size and household type
{twvo-parent, female-headed, other). The person and family sample veightu>on
the SIE were multiplied by growth rates designed to reproduce the poputation
projections along the four dimensions. The procedure increased the non-
institutionatized civilian population by 5.3% to 222.8 million persons. Income

-6-
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and demographic growth rates were assumed not to vary from state to state. This
does not mean, however, that the population of every state was modeled to grow
at the same rate because the demographic composition varies state to state and
the modeled growth rates vary across demographic groups. Total income did not
grov at the same rate for each state because coaposition by income type varies
state to state and the modeled inflation factors vary by income type. Thus

some proportion of the state-to-state variation in population and income growth
is accounted for in the model. The portion of that variation that is not t;ken
into account may bias the results of the study, although even the direction of
the bias cannot be determined without additional empirical analysis. The bias
is not predictable because for at least some states the model will underestimate
income growth (biasing the estimates of program cost upward) and underestimate
population growth (biasing the estimates of program costs downward). The net

bias may be in either direction. 1/

Income Changes

Each source of income of each adult in the SIE is inflated from CY 1975
to FY 1982 in such a way that the weighted sums of the SIE income amounts
equal the national incowme projectiéns, made in January 1979, for FY 1982 by the
Office of Management and Budget {(OMB). Table 1 presents the OMB projection for .
the nation. Government pensions, private pensions, and other types of income

not listed in Table | are inflated using the Consumer Price Index (CPI).

1/ Additional simulations under alternative assumptions could be per-
formed; however, time and resource constraints did not permit such sensitivity:
analysis in this study.
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TABLE |
FISCAL YEAR 1982 NATIUNAL INCOME PROJECTIONS
BY OMB (JANUARY 1979) USED IR AGING THE SIE*

- National Total
Type of Income (dillions)

- CY 1975  PY 1982

Wages and Salaries ...oovevsncirrcnsrsessnrnionsasasenas  $755.35  $1,573.00
Nonfarm Self-Employed ...civeeineaeunconn carrsrasan 62,83 101,25
Farm Self-Employed ... cecviiirennrsinecssvscnonsssnnaes 23.17 .23.48
Private Rent ..vecveseotnsrioctossassnssoanasasssssoas 2.3 26.20
Private Interest ....v.covevsrincernnccasacnsessssseess 115,60 229.30
Personal Dividends ....vveorrioniionerorssonsncesannans 32,40 65.20
Social Security (OASDI) and Railroad Retirement ....... 69.87 142,91
Unemployment INSUTANCE .ovvssevrcrsrocstrosssonncsesnns 17.54 9.68
Workers' Compensation ..iveieecsverassssnrsonsessennnns 4,42 8.49
Veterans' Payments .......ccevecnevecusrasnioasnenrnnns 11.72 12.69

Consumer Price Index .vunrenriieereinserasnsnecnssensnns 161,20 246,64

*Note: The figures in this table differ from those in table B-1 because
these figures are for the total population and the figures in B-1 are for the
civilian noninstitutionalized population. Also, the figures may differ because
of differences in the aging and projection methods used by DHEW and OMB, respec~
tively. Finally, the figures in this table for FY 1982 may differ from other
independent projections because of differences in assumptions and methods.

SOURCE: Department of Health, Education, and Welfare, Memoranduu “Economic
Control Totals for FY 1982 SIE," February 22, 1979.

Unemployment Rate

The SIE was fielded during a severe recession which resulted in an unemploy-
ment rate estimate from the data base of 8.5%. This high unemployment rate is re-
duced to 5.2% in FY 1982 by statistically choosing those unemployed people in the

sample most likely to get a job and then imputing job characteristics to them. 1/

1/ The 5.2% unemployment rate was an FY 1982 projection by OMB made in
Janucry 1979 and was used by DHEW to age the data base. OMB and CBO projections
of the unemployment rate made more recently than January, 1979 are higher than
5.2%. Higher unemployment rates would result in a larger projected cost and
caseload of HR 4904,

-8~
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The technical procedure for lowering the unemployment rate is descrided in a

recent papecr by Kevin Hollenbeck. 1/

Prereform Tax and Transfer Programs

Projections of income from the AFDC, SSI, Food Stamps, EITC and General
Assistance programs are made by simulating the programs on the aged SIE data
basc. Th; simelation falls into two phases: eligidbility and participatioa.
Eligibility in the programs is simulated using program rules and regulations ia
effect in 1979 with the exception that .the payment support lgvelc are inflated
to FY 1982, The AFDC need standard and maximum payments for each state are pro-
jections to FY 1982 based on the historical relazionchip between these figures
and the Consumer Price Index. 2/ The state AFDC standards are presented in
Appendix B. The eligibility éhale #roducea elti-‘te; of the number and types
of families who could receive benefits if they were to apply and estimates of
the size of their payment if they were to participate. The simulated program
costs include the costs of administering the program. Administrative costs of
the prereform AFDC program ia FY 1982 are computed by allocating the Congres-
sional Budget Office (CBO) estimate of total APDC administrative costs to
the states in proportion to the state's share of total national benefit pay-
ments. 3/ The states and the federal government share the adainistrative costs

of the prereform AFDC program equally.

l/ Kevin Hollenbeck, The Comparative Static Work Experience Data Adjust-
ment Algorithm (CSWORK), Project Report Series PR 78-13 (Washington, D.G.:
Mathematica Policy lelelrch. Inc., 1977).

2/ Congressional Budget Officc, Memoraadum "AFDC Need Standards and Maximum
Payment for Piscal Year 1980 and 1984", dated Aprilt 1, 1979.

3/ Purther analysis could incorporate more realistic state varistions in
the proportion of total costs which are adwinistrative costs.

. -9~
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In the participation phase of the simulation, participant families are cho~
sen from among the popul;tion of eligibles in such a way that tﬁe CBO projections
(April 1, 1979) of the total national caseloads and program payments are approx-
imated. u The rates of participation in the model vary by state and by family
type (two-parent, female-headed). The aational total caseload and payments pro-
jeciibnu are displayed in Table 2. The projected caseload is of the number of
families ever paticipating during the year. This concepl of participation is
consistent with the simulation of a full year of program operation and candot be

compared to monthly caseload data published from administrative records.

TABLE 2

PROJECTIONS OF THE NATIONAL COST AND CASELOAD OF AFDC, AFDC-UP, AND GA BY CBO
USED IN THE SIMULATIO.N OF FY 1982 PARTICIPANTS

Families Participating

- at Some Time During Year Payment Total
Program (millions) (billions)
AFDC civiveearassnrsnesenonesvnsseses 4,214 $12,587
edias 0,238 0,659
General Assistance cetistieinreriaene 1.110 1.698

SOURCE: Congressional Budget Office, Memorandum "Data Elements for Aging
Contract", May 14, 1979 and, Congressional Budget Office, Memorandum "Items P
and Q on Work Schedule", Pebruary 23, 1979. The figures are the arithmetic
midpoints of CBO projections for FY 1980 and FY 1984.

The simulated national tax amounts and transfer amounts for each state

are presented in Appendix B. The simulation of federal personal income tax is

1/ The CBO projections were made under economic assumptions that were not
ideatTcal co those used in the aging of income and the unemployment rate. In
spite of this inconsistency, the CBO projections were considered to be more
accurate and detailed for the current program transfer awounts than any alterna-
tive projection.

-10-



82 ’
based upon a zero bracket smount of 32300l for # single tax unit and $3400 for a
Jjoiat tax unit, u‘;enoqal exemption of §1000, and tax brackets and rates in
effect in 1979. The simulated Earned Income Tax Credit for joiat tax units with
depepdents is based upon 1979 lav providing for a 10% subsidy on earaings up teo
$5000, a constant subsidy of $500 on enrniqgt between $5000 and $6000, and a-
reduction of the subsidy on earaings above $6000 at a rate of 12.5% of earnings
exceeding $6,000. Social Security tax is simulated based upon a 1982 tax rate
of 6.7%. The rates are applied to a 1982 wage and salary income base up to
$32,100 per year. 1/ The base tax rate for self-employed earnings is simulated

at a 1982 rate of 9.35%. 2/ -

The Model : .

Just as for the simulation of curcent transfer programs, described above,
the ;od;l of the welfare reforms contained in HR 4904 consiste of an eligibility
_phase and a pnrticiputioﬁ phase. In the eligibility phase, each family in the SIE
sample is tested to determine whether it fulfille the categoriacl requiremeats of
the program. For those that do, & welfare payment is computed using the pro-
gram's payment formula. Those categorically eligible families vhich are computed
t.o t;ave & pogitive payment are considered to be means eligible for the program.

The wonthly benefit formula under HR 4904 for single-parent faamilies is
wodeled to be: 3/

' P =S - .66(E - $70 - .2B) ‘+ NIN(CC, $160 K) + L8D

1/ This figure is the intermediate assumption of the 1979 Report of the
Social Security Trustees. \

2/ Railroad retirement and federal government retirement taxes are also
simulated. . .

2[ The formula for two-pareat familfes is:
P=g - (B~ 870~ .28) +LBD
~11-
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where P is the payment, S is the state payment standard, E is earned income,

$70 indicates that the first $70 of monthly earnings is disregafded; .iE is

work-retated expenses set to be 20X of earnings, CC is child care expenses

vhich are reimbursed up to a maximum of $160 (indexed to FY 1982 using the CPI)

per child, K is the number of children, and LBD is the low-benefit disregard

in the state. The principal changes from the prereform AFDC benefit formula

are that in the prereform formula only the first $30 of ‘earnings are disregarded,

all work-related expenses including child care expenses are disregarded and the

low-benefit disregard is not in the formula. 1/ The low-benefit disregard speci-

fied in HR 4904 is an income disregard in those states whose combined support

level from AFDC and Food Stamps is less than 75% of the federal poverty level.

A family's income is diarega;ded up to a maximum of the différence between the

combined Food Stamp and AFDC support. level and 75% of the federal poverty level.
Postreform administrative costs of AFDC were estimated by the Department

of Health, Education, and Welfare to account fo; the establishment of monthly

reporting by participating families, mechanical data processing, and other

administrative improvements. 2/ States are liable for fifty percent of admin-

istrative costs directly associated with the payment of benefits, tvgnty-five

percent of operating costs associated with data processing improvements, and

twenty~five percent of the cost of i-pl;nenting improved administrative

procedures.

——

1/ The full standard test in the AFDC program, which utilizes a leas
generous benefit-formula for determining eliglbllity for new applicants, is not
sinulated because the data base does not permit an accurate differentiation of
new versus contxnuln; participants throughout the simulated year. These datd
limitations requxre that AFDC be modeled with oligibil\ty to the breakevan.

1/ Rlchcrd Michel, memorandum dated December 3, 1579, Department of Health,
Education, and Welfare. ) -
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Other features of the wmodel of the postreform AFDC program include the
treatment of EITC payments as earned income. 1/ The asset test contained in
H.R. 4904 {s aot simulated because of the difficulty of forecasting how states
will set their asset limits within the range allowed by the federal provisions
(betveen $750 and $1750) and because of the limited data in the SIE on family .
assets. The absence of & modeled asset test will bias the estimates of program
costs upward. The generslization of the AFDC-Uneaployed Pather program to an
APDC-Uneaployed Parent program is nilulateq in all states. A two-parent family
_is eligible under the AFDC-UP program if the primary earner (wodeled as the
parent with the higher annuai earnings) is unemployed. The "100 hour rule",
for defining unemployment ia the prereform AFDC-UF program is replaced with a
$500 (inflated to FY 1982 using the CPI) 2/ per wonth limit on eactnings. He
or she is not considered unemployed if earnings exceed the limit. The 30~day
vaiting period undet- the preveform AFDC-UF program is not in effect under the
reform program. Aay job search required by“the reform program is aot simulated.
The combined AFDC and Food Stamps support level for each state are simulated to
be the projected FY 1982 prereform support levels or 65X of the federal poverty
level: whichever is higher.

The SIE data do not permit the simulation qf the reform of the accounting
period and redetermination period of AFDC contained in HR 4904. The model also

doés not simulate the WIN program providing any nev jobs for those primary

1/ P.L. 95-600, the Revenue Act of 1978, repealed the disregard of BITC
payments in AFDC and other federslly funded programs, effective January 1, 1980,
The reform plan would couat advanced BITC payments for which the assistance
recipient would be eligible as earnings. The model of the curreat AFDC program
vas aot updated to reflect the provisions of P.L, 95-600 and disregarded EITC
payments. The wodel of the refors program freated all EITC paymente as earnings.

2/ MR 4904 allows the $500 figure to take into sccount changes in the CPI
and in the federal miniwum wage. This study assumes the inflation factor to be
the CPL.

13~
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earners who are not eligible for WIN services under the prereform program. The
Medicaid program and its interactions with the reform of the AFDC program are .
also not modéled. Not taking these things into account is likely to bi;g the
estimates of the costs of HR 4904 downward.

The postreform Earned Income Tax Credit is ;odeled to g:tnl 11X of earn-
tngs up to $500, $550 from $5000 to $7000, and at higher income levels it is
reduced by 13.75% of the excess of the family's adjugted gross income over
$7000, The Food Stamps cash out for SSI recipients is not modeled. No changes
to the SSI programs are modeled: - The benefit levels of the General Assistance
prograa are ausu;ed to be unaffected by the reform. However, the costs and
caseload of GA are affected because eligibility and participation {n the AFDC-UP
and BN programs are determined prior to the_ determination of GA eligiblity. The
EN program is assumed to have the same eligibility requivéments as GA, except
that femilies must contain children and total family.income wust be less than
twice the poverty level in ordef to be eligible. Participants in the EN program
sre federally fynded up until the maximum federsl EN funds for theratlte are
expended.,. GA paiticipants'uhd<either do not qualify for EN, or who qualify for
EN i; states’ vhich have exhausted their federal EN allocation, are considered
to be postreform GA families and are funded by the state.

The state petcent;ge share of the costs of the AFDC program is modeled to
be 45X of the ratio of the square of the state's per capita income to the square

of the total U.S. per capita income, subject to the limitation that the federsl
percentage share is between SQX and 78X. A table of state percentage nha*en is
presented in Appendix B. For single-parent families and two-pareat families in
vhich one parent is incu?acitlted tpe state share of the po:treférn AFDC csat
equals 902 of the preref;}- share. APor two~parent families in which the pri-
mary earner is uneaployed the atate share is 70X of the prereform share. The
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contribution of each state to the AFDC program is modeled to have an upper limit
of 95 of the product of AFDC expenditures in 1979 and the perceatage growth
rate of to;nirnltionll AFDC expenditures betweea 1979 and 1982, The federal
share of AFDC costs is assumed to be the residual after the state shares are
computed. & ' -

The Emergency Needs program, 49 noted above, is financed by the federal
government up to a maximum federal amount in each state, after which the pro-
gean is financed eatirely by the state. The maximum federal payment in each,
state is computed in proportion to the state's share of the nit{ional AFDC case-
load and the state's share of éhe national AFDC expenditure. A table of the
naximum federal paywents to states for Emergency Needs appears in Appeadix B.
Administrative costs of Emergency Needs are assumed to~bde the seme fractfon of
total costs as they are in the postreform AFDC program. Administrative costs
are shared between the federal and state governments in the, same proportion,
as are the Emergeacy Needs and General Assistance benefit costs.

Postreform participation probadbilities are listed ia Tableilfz. The prod-
abilities for AFDC single-parent, AFDC two-parent, and Emergency Meeds/Ceneral
Assistance uaits are the same as the prereform probabilities. Rates for APDC-UP
parents in states vith prereform UP programs were obtained by incr;aling the pre-

" reform rate by 30%. 1/ Rates for AFDC-UP. unemployed parent Ec-ilioa in states
without a prereform UP program are estimated by first computing a participation
rate for single-parent Camilies under prereform lav and wmultiplying by the aver-

age ratio of the UP participstion rate to AFDC single-parent rate for states

1/ The 30X increase is arbitrary and is a ressonable "guess" as to how
participation rates may change as a result of HR 4904, This increase is the
Same as that sssumed by CBO and DHEW. The use of participation rates of the
APDC-UP program in other states in the same Census Division may introduce bias
to the extent that the state {n questioa is dissimilar to its neighboring
states.
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uit& UP programs in the same Census region. The product is then increased by
501, consistent with the treatment of the AFDC~UP p;rticipatioh rates in states
which curr;ntly operate such a program.

The simulation medel assumes that the postreform program is in full opera-
tion in FY 1982. This may not be the case if it is first implemented close to
the beginning of FY 1982 and if the administrative reforms are slow to be im-
plemented at the local level. The model estimates fiscal flows among the 50
states and the District of Columbia. Other U.S. territories, most significantly
Puerto Rico, are excluded from the anslysis. Families whose income is changed
by the program reform are wodeled to alter their work effort in response to
_changes in their total disposable income and to changes in their effective wage
rate caused by the program reform, A person's effective wage rate is influenced
by the program reform through the program benefit reduction rate, or the rate at
which the payment is reduced for every additional dollar of earnings. The gross
hourly wage rate muag be decreased by the rate at which earnings are taxed and
by the program benefit reduction rate in order to arrive at a net, or effective,
-houtly wage rate. The modeled labor supply response is based on parameters
estimated by Stanford Research Institute and the Department of Health, Education,
and Welfare from the Seattle and Deaver Income Maintenance Experiments. i/

Afger the postreform payment and labor supply are computed for a partici-
pating family, the resulting changes in AFDC, EN, GA, EITC and Food Stamp pay~-
ments are coamputed, as are changes in earnings, total income, and federal income

taxes. As noted above, the additional federal AFDC expenditures are assumed to

1/ Michsel C. Keely, Philip K. Robins, Robert G. Spiegelman, and Richard W.
West, The Labor Supply Effects and Costs of Alternatve Negative Income Tax Pro-
grams: Evidence from the Seattle and Denver Income Maintenance Experiments;

Part I, The Labor Supply Response Function, Research Memo No. 38 (Menlo Park,
Calif., Stanford Research Institute, 1977).
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be financed by a federa} personsl income tax surcharge. ihe surcharge rate is
computed as the ratio of additional federal expenditures required Sy the plan
to the total federal personal income ilx reveaue, This rate is applied to each
fanily's fe#eral incon; tax linbility to compute the fsmily's surcharge. One
limitation of this procedure is that since the SIE is a household survey, the
simulated tax amounts are allocated to states based on where fami‘ies live,
rather than based on where the taxes nre‘paia. The two allocation schemes may
be diéferent in situations of significant commutation across state boundaries.
The output of the model consists of changes in welfare expenditure of each
state and of the federal government, changes in AFDC caseloads by state, fiscal
relief for each state, and the difference between the additional federal AFDC
payments to residents of each state plus the associated eministrative costs
and the amount of federal income tax surcharge paid by state residents.

-17=
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OVERALL FISCAL IMPACTS

The primary emphasis of this study is to examine the impact of Title I of
HR 4904 on fiscal flows and fiscal relief. Tables 3 and 4 show the impacts.

" In order to derive state-by-state estimates of fiscal flowvs and fiscal
retief, it was }itst necessary to estimate the inpact>of the ptan on various
velfar; prograns. Tablas 5 through 8 présent these data on the current law and
reform plan for nggregqi@ expenditires in the AFDC, AFDC-UP, Food Stamps, EN,
and GA programs and the total tax expenditures on the EITC. _

Further analysis relates the concepts of fiscal flows and fiscal relief
in a way that depicts total potential impact on state taxpayers and benefici-
aries, assuming that fiscal relief would be passed on by state governments to
their citizens. This requires tbe introducticn of three additional concepts
(See table 9) that appear along with the federal tax surcharge and state fiscal
relief: (1) the additional total benefits as the sum of additional federal
benefits and fiscal relief passed on the the states' beneficiaries of public
goods and services; (2) the change in total taxes (federal and state) as the
sum of the federal tax surcharge plus the fiscal relief passed on to the states'
tlxpayer;; and (3) the change in post-tax, post-transfer income &s the sum of
the additional federal benefits and the change in federal taxes (fiscal flow)

plus the fiscal relief passed on to the states' taxpayers.

Fiscal Flows
Table 3 presents the estimates of fiscal flows among states implied by
Title I of HR 4904. States are grouped by Census Division (New England,

-18-
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Mid-Atlantic, East North Central, West North Central, South Atlantic, Rast
South Central, Mountain Pacific) in all the tables in this section. As Qlil be
seen below, the fiscal flows and fiscal religf of the states within the same
region are often quite similar. Table 3 presents the net ndditionni federal
payments accruing to tﬁe residents of each state due to the reform. The fig-
ures are the difference between federal benefits under current programs and the
projected federal benefits under the reform programs. The second column pre-
sents the federal personsl income tax .surcharge lcv{ed a;;inst the residents of
each state, vhich is 0.77% of presurcharge tax liability. The third columa
presents the absolute difference between the additional €ederal benafits and
the surcharge, and the fourth column contains the ratio of additional benefits
to the surcharge for each state. ‘

It is important to note at this point that the figures presented in these
tables are statistical estimates based upon a clustered random sample and on
many assumptions about. the behuvior{of state governments and welfare recipieats.
The estimate for a particular state, iherefore, has a statistical error due to
the statistical nature of the model and due to the sampling error of the data
base. State of the art statistical techniques are not ;dequate for determining
precise estimates of these errors, but the sampling error is probably on the
order of # 102 to ¢ 20X around the reported estimates. 1/ while the estimates
for & particular state may be somewhat imprecise, the r#gional ;atterns of fis-
cal flows and fiscal relief vhich are evident in the tables are estimated with
significantly more precision, principally because of the larger sample sizes.

Thus the following interpretation of the results focused on patterns among

I/ The sample structure of the SIE was desigaed to result in a constaant
coefficient of variation of the estimate of the number of children in poverty
in each state.
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PROJECTIONS OF FISUAL FLOWS DUE TV TITLL | OF Hi 49041 IN PY 1982
ts io millions) H

TAMLE 3

(dollar amount

Additional Federal

Expen—

ditures for AFDC, AFDC~UP

Pursonel Income Tax
Surchesye £o rinance

Daffarence betwaen

Ratav of Addaty

rood Stamps, EN, AT AONal tures and Expenditures to
Census DAvisiOn State and Hold Harmless Expanditures Tax '
Massachusetcs 43.7 ‘ 75.3 - 31.6 0.58 [
Rhode Island 3.3 ] 10.6 - 1.3 0.3
New England Cognecticut 10,6 47.2 - 36.5 0.23
Maine 17.7 9.4 8.3 1.88
New Hampshixe 36 2.0 - 5.5 0.40
Vermont - 1.0 \ 4.3 - 5.4 -0.24
Total 7.9 ‘ 155.8 - 78.0 0.5%0
New York 25,1 l 25%8.5 ~231.4 0.10
Mad-Atlantic New Jarsey 1.6 105.3 - 53.7 0.49
Pennsylvania 50.% 136.1 - 85,6 0.7
Total 127.2 499.9 -372.7 0.25
Ohio 103.0 134.0 ~ 3.1 0.77
Indiana 50.5 64.4 - 13.9 0.78
East Morth Central INinoas 59.9 158.5 - 98.5 0.38
Michigan 107.7 120.8 - 13.1 0.89
Wisconsin 43.5 55.4 - 11.9 0.79
Total 364.6 533.1 -168.5 0.68
Minnesota 17.0 46.8 -29.8 0.3
Iowa . 13.0 32,5 - 19.5 0.40
Missouri 6,2 53.8 - 47.6 0.12°
West North Central North Dakota 6.6 6.0 0.6 1.09
South Dakoca 7.3 5.3 2.0 1.3
Nabraska 17.9 17.7 0.1 1.0
Kansas 5.1 26.8 - 2.7 0.19
Tetal 7.1 188.9 115.9 0.39
Delanaxe, 4“9 8.1 - 3.2 o.6r !
Maryland 4.7 68.9 - 25,2 0.63
District of Columbia 1.8 12.6 - 10.8 0.14
Varginia 4.6 68.3 - 23.6 0.65
South Aclancic Weat Virginia 4.1 16.2 17.9 2.10
Morth Carolina 123.6 5.4 7.2 2.41
South Carolina 102.4 24.9 .4 4.11
Georgia 109.4 50.9 1384 .12
Plorida 167.8 91.6 76.1 1.8
Total n2.s 392.9 319.2 1.01
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TABLK 3 (cuntanued)

PROJECTIONS OF F1SCAL FLOWS DUR TO TITLL I OF Hk 4904 IN PY 1982
. (dollar wmounts in millions)

Additional Federal Expen- Personsl Incume Tax
ditures for AFDC, APDC-UP Surcharye to Plnance

Difference between

Ratio of Additional
Expandi

Pood Stamps, €M, EITC Additional tures and tures to Tan
Cansua Division atate | and Mold Marmliess Expanditures Tax ye
Keatucky 9.6 3.0 " 308
East South Centtal Tennesses 136.7 9.7 3,95 -
Alabasa 113,31 R.3 2%
Nisslnsippi 118.4 17.4 .50
Total 4858 120.4 4.03
Arkansas 1.3 16,7 3.07
Wast S0uth Centcal Louisiana 113.4 35.6 3.46
Ok lahoma 4.3 29.6 0.8)
Texas 30%.3 141.2 2,19
Total S08.5 223.1 2.2%
Montana 7.3 7.7 0.93
Xdaho 7.6 8.3 0.92
Wyoming 2.6 4.7 0.54
Hountain Coloxado 11.9 35.% 0.3
New Maxico 23.4 1.9 1.9¢6
Arisona 5.5 6.7 1,3
Utah 6.3 13.0 0.49
Navada 6.3 9.1 0.67
Total 100.% 117.1 0,48
Hashington 7.9 4.2 0.58
Oxegon 13.4 27.7 o.48
Pagatic Califoxnia 144.1 N .2 ! 0.45
Alaska 2.% 2.9 0.26
Bawali 12,3 12.0 101
Total 200.0 A 419.0 0.48
U.S. Total 2630.2 2630.2 1.00
S0URCE: ica Policy h, Inc., and Social and Bcientific By » Inc., simulation dated
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groups of similar states rather than on an exhaustive interpretation of the
results for each state.

The third and fourth columns of table 3 indicate that Title I of HR 4904
results in a fiscal flow from the states on the North East, North Central, and
far West to states in the South, The residents of New York, California, and
lliinoil are projected collectively to pay $509 million more as & surchage than
they receive in the form of additional federal benefits. Residents of North
Caréliul. South Carolina, Georgia, Florida, Kentucky, Tennessee, Alaba-a{ Mis-
sissippi, Arkansas, Louisiana, and Texas collectively are projected to receive
approximately $1.01 billion mwore in additional federal benefits than they pay
as a surcharge. Many states in the Midwest and Mountain regions have an approx-
imate balance between add{tionnf federal benefits and the tax surcharge.

- Net paying states appear to be those witﬂ higher current velfare need
standards, a current AFDC-UP program, and s large population of high-income
taxpayers., A high needs standard in curtvent welfare programs and a current
AFDC-UP program implies that the reform would regult in less additional federal
payments than otherwise. A large population of high-income taxpayers would

pay a relatively large portion of the surcharge. The combination of relatively
little additional federsl benefits plus a relatively large surcharge payment
implies a fiuc;l flow out of the state. On the other hand, the combination of
low current welfare benefit levels, the absence of a curreat AFDC-UP program,
and a relatively small population of high-income taxpayers implies a fiscal

flow into the state.

Piscal Relief

Estimates of fiscal relief are preseated in table 4. The first column con- -
tains the estimtas of state expenditures on current AFDC, AFDC-UP, and GA pro-
grams in FY 1982. The second column contsins projected state expenditures for
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the same programs under HR 4904; and the final column presents th2 absolute
decrease of state expenditures resulting from the reform.

The estimated amount of fiscal relief varies directly with the amount ofl
state expenditures on curreat progrsms. The budgets oé the states of Callfornin,
New York, and Illinois are projected to experience $483 million in fiscal relief.
The budgets of the twenty-five states in the South Arlantic, East South Centratl,
West South Central, and Mountain Census Divisions are collectively projected‘go
experience $43 million in fiscal relief, Fiscal relief as a proportion of state
expenditure on current programs is 15% for New York, 11% for California, and

averages cpproxi-atélyksl for the states in the South.

Program Impacts

Tables 3 throughps preuent‘estiuAteu of the cost and caseload of HR 4904
by state. The cost of AFDC and AFDC-UP is projected to increase by 3% or $41Q
million and‘27§l or $1419 -i{liyn tespectively for a total ingreane of $1.8
billion. Pederal expehditutes'in PY 1982 are projected to increase fiom $6.6
billion to $8.5 billion, or by $1.9 billion, and state expenditures are pro-
jected to decline from $5.7 billion to $5.6 billion.

23~
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TABLE 4

STATE FISCAL RELIEF (millfons)

current law

HR 4904

State
expenditures on

.State
expenditures on

Cansus Division Scate AFDC, AFDC~UP and GA AFDC, AFDC-UP and GA Fiscal Relief
Massachusetts 293.7 253.3 40.4
Rhode Island 39.7 34.5 5.2
Nev England Connecticut 163.8 145.9, 17.9
Maine 26.1 20.0 4.1
New Hampshire A 14.0 12.8 1.2
Vermont 11.4 9.1 2.3
Total 546.7 475.6 n.
Nev York 1653.1 1395.8 257.3
Mid-Atlantic New Jersey 328.2 284.1 44.0
Pennsylvania 619.2 520.7 98.5
Total 2600,5 2200,6 399.8
: ohio 359.8 318.4 414
Indiana 52.9 50.4 2,5
East North Central Illinoie 582.2 . 502.2 80.0
' Michigen 597.1 548.4 48.6
Wisconsin 154.5 140.7 13.8
Total 1746.5° 1560,1 166.3
‘ - Mincesota 7.7 101.9 : 15.8
Towa 66.2 59.0 7.2
- Missouri 103.3 88.1 15.2
West North Central North Dekota 9.0 .. 8.7 0.4
South Dakota 8.7 8.0 0.7
Nebraska 16.8 15.9 ‘0.9
Kansas 58.0 50.4 7.6
Total . 3719.7 332.0 47.8

{continued)
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TABLE 4 (continued)

STATE FISCAL RELIEF (m1llions)

current law HR 49064 '
State State
axpenditures on expenditures on
Census Division State AFDC, AFDC-UP and GA AFDC, AFDC-UP and GA | Fiscal Relief
Delewvare 19.4 17.3 2.1
Maryland 81.8 77.8 4.0
District of Columbis 39.4 3.2 6.1
Virginia 79.2 75.5 3.7
South Aclantic West Virginia 18.8 17.9 0.9
North Carolina 51.6 49.4 2.2
South Carolina 13.8 13.1 0.6
GCeorgla 35.2 33.8 1.7
! Florida 86.2 82.2 “.0
Total 425.4 399.9 25,3
' Kentucky 27.1 25.9 1.2
East South Central Tennessee 24.1 23.0 1.1
Alabama 28.1 26.7 1.4
Missiesippt, 15.1 14.4 0.7
Total 94.4 90.0 4.4
: Arkansas 20.5 19.6 0.9
West South Central Louisians 41.2 39.4 1.8
Oklahoma 32.4 n.2 1.2
Texas 38.4 36.6 1.8
Total 132.5 126.8 5.7
Montana 9.3 ‘7.9 1.4
1daho 7.8 7.4 0.4
Wyoming 3.9 3.7 0.2
Mountain Colorado 42.7 40.4 2.3
New Mexico 12.1 11.5 0.6
Arizona 19.8 19.0 0.8
Utah 22.2 20.2 2.0
Navada 4.0 3.8 0.2
Total l21.8 113,9 7.9

{continued)
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TABLE 4 (continued)

STATE FISCAL RELIEF (millions)

i

current law HR 4904
State State
. expenditures on expenditures on
Census Divisfon State AFDC, AFDC-UP and GA AFDC, AFDC-UP ahd GA ,Fiscal Relief
Washington 141.7 133.0 3.8
gon 76.6 67.2 9.4
Pacific California 1181.9 1035.9 146.0
Alaska - 8.5 8.1 0.4
Havatt 98.2 89.1 , 9.1
Total 1506.9 1333.3 173.7
.S. Total 6632.2 922.0

7554.3

SOURCE: Mathematica

January 20, 1980.

B
Policy Research, Inc.

and Social and Sclentific Systems, Inc. simulation dated

t
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Table 5 presents the total expenditures (both state and federal) for the

AFDC and AFDC-UP programs by state. The figures indicate that the expenditures
in states which have relatively high need standards and a current AFDC-UP pro-
gram are reduced by HR 4904, and expendituréa in tt;tes which have relatively-
low needs standards and no AFDC-UP program are increased. Expenditures for
AFDC in New Yori and California are projected to decrease by 13X and 11% respec-
tively. éxpenditures in southern states increase by between 361 and 213%. The
decliﬁ; {p expenditures in the‘high needs standard states results from a com-
bination of factors. Pirst, the needs standards in those states are not raised
by the reform, whereas those in the ‘tow need standard states are raised to the
federal minimum need standard. Seéond. the effective benefit reduction rate of
AFDC is likely to be increased by the reform. The effective benefit reduction
rate for APDC is made different from the nominal i;te of 67X by child care and
"other work-related expenses and their positive correlation with earnings. For
every additional dollar earned (for which the nominal rate would reduce the
benefit by 67¢), work-related ‘expenses increase by approximately 25¢ on aver-
age. 1/ The result is that under the current payment formula the final benefit
declines by only 42¢, tathetlthln by 67¢, for every extra dollar of earnings.
In the reformed payment formula, the method of computing other work-related
expenses as 202 of earnings will result in the payment being reduced by an
average 474 for every additional dollar earned for those claiming the maximum

child care deduction, rather than the reduction of 42¢ under the current pay-

ment foramula.

1/ Myles Maxfield, "Determinants of AFDC Work Related Expenses," (Wash~
ington, D.C.: Mathematica Policy Research, Inc., 1975).
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TABLE .5
TOTAL EXPENDITURES FOR AFDC AND AFDC-UP IN FY 1982
(dollar smounts in mitlions)

aroc aboc-op .
cuxrent percent current percent

Cansus Division Stats law HR 4904 | change law HR 4904 | change
Massachusetts 462 426 -d 24 63 162

i Fhods Island 61 5% -10 2 4 100

New England Connecticut 243 235 -3 5 7 40
. Maine S1 53 4 - 12 -

' New Hampshire 26 25 -4 - 3 -

Vexmont j) 8 27 -13 3 3 ]

Total 874 821 -6 34 92 17

New York 2137 1858 =13 43 121 181

Mid-Atlantic New Jersey 502 484 -4 ? 38 443
Pennsylvania m 695 -10 42 92 119

Total 3416 3037 =11 92 251 173

Ohio 485 494 2 51 112 120

Indiana + 123 139 13 - 27 -

East North Central Illinois 813 765 -6 45 n 58
Michigan 861 as0 -1 52 113 117

Wisconsin 299 286 -4 n 53 38l

Total : 2501 2534 ~2 159 376 136

Minnesota 188 170 ~10 S 22 340

Iowa 133 17 =12 S 22 340

Missouri 22% 205 -9 - 3 -

West North Central North Dakota 17 15 -12 - ? -
South Dakota 19 18 -5 - 6 -

Nebraska k3 47 30 - 3 -

, Kansas , 8l 69 -16' 2 9 350
Total 699 641 -8 12 72 400
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TOTAL EXPENDITURES FOR AFDC AND AFDC-UP IN PY 1982

TABLE 5 (continued)

(dollar amounts in millions)

62~

AFDC . AFDC-UP
i ) currant, percent current percent
Census Division State law HR 4904 change law HR 4904 change
14

Delaware 29 30 3 2 3 59

Maryland 152 176 16 s 19 280

Distrxict of Columbia 70 64 - 8 - 1 -

Virginia . 179 181 1 - 42 -

i South Atlantic West Virginia 52 80 54 3 11 267
North Carolina 241 209 48 - 60 -

South Carolina 48 128 16V - 27 -

' . Ceorgia %4 248 153 - 44 -
Florida 195 292 50 - 69 -

Total 960 ' 1408 a7 10 27 2660

Kentucky 83 137 65 - 44 -

' East South Central Tannessee 73 193 164 - 49 -
Alabama 92 196 113 - 18 -

Minsissippi 64 167 16} - 26 -

Total 312 693 122 - 137 -

Azkansas 66 90 36 - 27 -

West South Central Louisiana 124 200 61 - 55 -
i Oklahoma 85 7n -16 - 37 -
Texas | 110 344 213 - 84 -

l Total . a8s . 708 83 - 203 -

Montana 18 19 6 - 7 -

Idaho 20 20 [ - 7 -

Wyoming 7 7 o T - 1 -

Mountain Colorado 84 89 6 H 7 40
New Mexico 36 52 . 44 - T -

Arizona 32 52 62 - 15 -

Utah 52 48 -8 3 1 267

Nevada 8 12 S0 - 1 -

Total ' 257 299 16 ] 56 600
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TOTAL EXPENDITURES FOR AFDC AND AFDC-UP IN FY 1982
(dollar amounts in wmillions)

TABLE 5 (continued)

APDC " AFDC-UP
current perocant current percent
Census Division State law HR 4904 | change law MR 4906 change
! Mashington 209 209 0 11 34 209
Oregon 157 138 -12 4. 33 138
Pacific califomsia 1926 1705 -1 163 373 129
Alagka 17 17 0 - 2 -
Hawaii \ 107 100 -6 3 18 260
Total 2416 2169 -10 193 460 138
U.S. Total 11903 12313 3 508 1927 279

SOURCE : h ica Policy W
dated January 20, 1980.

h, Inc. and Social and Scientific Systems, Inc. simulation
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The higher benefit reduction rate has two effects. It lowers the payment
to participating families with earnings and it lowers the breakeven point of
the program. The breakeven point is the level of income just sufficient to
reduce the payment to zero. Both of these effects reduce the total expenditur;
on AFDC. The first effect reduces payments to participating families and the
second éffect reduces the number of participating famlies. Table 6 shows the
caseload of AFDC for New York is projected to decrease by 16X and that of Cali-~
fornia by 14X, The caseloads of states in the South are projected to increase
by approximately 20% on average. The caseloads in southern states increase
because the influence of the required higher standard of need plus the effect

of implementing an AFDC~UP program are stonger than the influence of the higher

effective benefit reduction rate.

The federal and toEnl expenditures on AFDC, AFDC-UP, Food Stamps, GA, EN,
and EITC are presented in t‘ble 7. The additional federal wonies for the EN
program and the more generous EITC under the reform result in many more states
receiving an o;erall increase in expenditures than is the case for AFDC and
AFDC-UP alone. The pattern of high need standard states receiving a relatively
small, or negative, increase in expenditures which is apparent in table 6 is
also evident in table 7.

Table 8 contains the total EITC payments plus tax reductions gy state, _In
the nation as s whole, the EITC payments plus tax reductions are projected to
increase by 36X from $1.05 billion to $1.43 dillion. The perceatage increases
by state are fairly uniform, ranging from 25% in Alaska to 45 in South Carolina
and Nevada with an average of approximately 35%,
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TABLE 6

PROJECTIONS OF AFDC AND AFDC-UP CASELOAD IN FY 1962

(thousands of units participating during year)

AFDC AFpC-Up
Current Percent Current Percent
Census Division State Law HR 4909 Change Law HR 4904 Change
Massachusetts ' 127 118 -7 13 29 123
Rhode Island 19 18 5 1 3 2 100
New England Connecticut 54 50 -7 2 5 150
. Maine 22 21 -5 ) 6 .
Now Bampshire 9 9 [} [} 3 -
Vexmont 7 6 -4 1 1 [+]
Total ' 238 222 -7 17 46 171
New York 439 367 -16 17 57 235
Mid-Atlantic New Jersey 156 150 -4 7 23 229
Pennsylvania 238 213 -11 19 45 137
Total 833 730 -12 43 125 191
Ohio 173 179 3 28 59 111
' Indjiana 60 65 8 0 19 *
East North Central Illinois 256 233 -9 18 36 100
Michigan 207 208 0 27 54 100
Wisconsin 64 67 S L] 23 360
Total 760 752 -1 78 193 145
Minnesota $2 47 -10 4 12 200
Iowa 37 32 -4 4 11 175
Missouri 83 78 -6 [ 4 .
West North Central North Dakota [ 5 -17 [+] 5 b4
South Dakota 7 7 ° [} 3 -
Nebraska 15 15 [} [] 3 b
Kansas 29 26 -10 2 5 150
Total 229 210 -8 10 43 330

(continued)
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TABLY 6 (continued) .

PROJECTIONS OF AFDC AND APDC-UP CASELOAD 1IN PY 1962
" 7 (thousands of units participating during year)

AFDC AFOC-UP

Currxent Pexcent Current Percent

Cenaus Division State Law HR 4909 Change Law HR 4904 Change
Delaware 12 11 -8 [ 2 hd
Maryland 68 77 13 3 10 233
District of Columbia 26 23 -12 [] [} 0o
Virginia 7n 67 -6 [} 25 L4
South Atlantic West Virginia 25 30 20 2 7 250
North Carolina 92 101 10 /] 44 .
South Carolina 52 59 13 [ 22 -
Georgia 83 109 3 4] 31 .
Florida 119 128 8 ] 58 o
Total 548 605 10 S 199 3880

|
Xentucky 50 60 20 [ 29 .
East South Central Tennessee 66 82 24 [} 43 .
Alabama 67 88 31 ] 10 d
Mississippi 66 66 [} ] 20 i
Total 249 296 19 - 102 ~
1

, Arkansas 37, 37 [+] o 18 -
West South Central Louisiana s 81 8 (] as -
Oklahoma 34 3 -3 ] 23 .
Texas 118 158 34 (1] 70 -
Total 264 309 17 - 149 -

{continued)



TABLE 6 (continued)

PROJECTIONS OF AFDC AND AFDC-UP CASELOAD IN PY 1982
(thousands of units participating during year)

AFDC AFOC-U9
Current Pexcent Current Percent

Census Division State Law HR 4909 Change Law HR 49504 Change
Montana 7 7 1] 1 3 200
Idaho 7 8 14 (] 4 .
Wyoming 3 3 [ [+] 1 .
Mountain Colorado 36 39 8 2 4 100
New Mexico 20 23 15 o ! 4 .
Arizona 20 22 10 ] 9 .
Utah 15 14 -7 3 7 133
Nevada 4 6 50 o 2 .

L}

'2 Total 112 122 9 6 34 467
' Washington s1 s3 4 6 14 133
Oregon 48 42 -13 -] 16 100
Pacific California 532 356 -14 65 148 128
. Alaska s 5 0 0 1 .
Hawaii 18 17 -6 1 4 300
Total 654 573 ~12 80 183 129
U.S. 'l‘odl 3883 3824 -2 238 1072 350

1

SOURCE: Mathematica Policy Research, Inc. and Social and Scientific Systems, Inc. simulation dated

January 20, 1980,
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{dollar amounts in millions)

PROJECTIONS OF FEDERAL AND TOTAL EXPENODITURZS POR AFDC. AFOC=UP, rownm, EN AND GA IN FY 1982

Change in Percent Change
Current Lew HE 4904 Expead: in
Cessus Davision State mu[rm mrrm mlm TOTAL | rFEDERAL
L

Massachusetts €76 82 673 99 -3 ” ] 10

Rhode Island 101 62 ”» - -3 2 -2 3

Naw England Connacticut 38 p 23 324 178 ~ 11 ? -3 4
Maine ey 65 100 80 1 13 12 23

New Rampehire 48 M4 49 % 1 2 2 L]

Vermont 50 » 47 37 -3 - 2 - 6 -3

Total 1299 753 1291 “ne -8 ()3 -1 ]

Now York nrs 1523 221 1525 ~257 o -8 o

Rid-Avientic Now Jerwey 72 “4 7 406 -2 @ -] L ]
Pennsylvania 1384 6% 1322 01 - 62 3 - 4 3

Total 5334 273 5011 2812 ~321 70 - 6 3

Ohio ”9 619 102% 07 4% a7 S 14

Indiana £ 198 291 2 ©® ' o 16 2

Eest Morth Central Illinors 140) al 1369 *%7 - 4% - 2 [
Michigan 1272 675 1320 72 48 7 4 14

Wisconsin @7 263 440 300 F3) kg . 14

Tocal 4322 237 4443 87 123 ne 3 12

Minnesota 2 204 nr 213 -5 n -2 S

Iowa 194 128 195 136 1 L) 1 (3

Hiseouri 410 307 » 305 - 17 -2 - 4 - 1

Mast NOTth Cantrel Nosth Dakota 33 2e 3 kg s s a5 E2
South Dakotas 4 3% 49 41 (] L3 1e 17

Nebraska 7 60 29 e} 14 13 18 2%

Ransas 152 - 164 k] - 8 o -5 o

Total 123 .52 1227 L -] - 4 43 -] s

Delawere 51 2 53 » 2 4 4 13

Reryland 267 185 300 222 33 3? 12 20

District of Columbia 114 R 108 ” -~ & 1 - 5 1

virginia i 254 %6 ) 33 3 10 135

Sowth Atlantic Went Virqinia 134 116 165 147 n n » 27
North Carolina e 36 505 435 107 100 i 32

South Cerolina i7m 164 2 25 ” ”» 3 38

Georgia 0 25 534 500 174 175 48 e

Floride 53% 4“3 680 e 144 14 27 3

Total am 1945 2983 2583 €12 638 % »
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PAOIRCTIONS OF FEDKRAL AND TOTAL EXPENDITURES FOR APDC. APDC-UP, POCD STANPS. DN ANO GA IN PY 1942

TABLE 7 (cuntinued)

(dollar amounts in millions)

Change in Paxcent Changs
Current Law WR 4904 Rpesditures in Expendituzes
—r
Consus Division State TOTAL [ PEDERAL TOTAL [ PEDERAL TOTAL PEDRML TOTAL [ PEDERAL
Kentuchy %9 a3 M4 e ] [ ] 33 3
East Soucth Central Tennssses 259 235 404 kY 145 146 5% 62
Alabame 204 55 ne 360 102 10% 2, 41
’ Mississippi k2] 224 350 333 11 m 44 S0
Total 1041 %6 1484 1394 443 “s 43 <
Arkansas 194 174 Es ) 19 43 43 23 k.2
West South Central Louisiana 342 300 454 @5 132 1ns 32 p_J
Oklahoma 19? 163 214 183 17 18 L4 i
Texas 653 615 ”e "3 7 s 42 L]
Total 1386 1234 1836 1410 450 456 2 12
Mootans 45 36 50 2 s [ n 7
Idaho 45 n 50 4 ] [ 3 1 16
Wyoming 16 1 18 13 2 2 13 13
Moustain Colozado 148 106 154 114 L] L] 4 L ]
Mow Mexico 104 2 123 12 1 2 10 n
Arigona 107 7 136 ny 29 3 27 n
Utan - “ % 7 2 L 2 3
Nevada 22 18 » » 4 3 18 »
Total s 433 47 3% ” a 1D 1
sashington n 1% 343 n2 14 a2 L] 12
Oragon 218 19 e 149 1 10 ° 7
Pacific California 27 1613 272 ine -4 103 -2 L]
Alasha 28 0 % 2 2 2 ? 10
LTV 176 ” 17 ” 2 1 1 14
Total 3548 2040 21 e -M 148 -1 ?
U.§. Total 21108 1333« 22451 15819 132 ne [ 17
SoURcEs ica Policy

Inc., and Social and Scientific Systems, Inc., simulatiom detsd January 20, 1980.

L9
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TABLE 8

PROJECTIONS OF TOTAL EXPENDITURES FOR EITC PAYMENTS IN FY 1982
(dollar amounts in millions)

Percent

Census Division State Current Law HR 4904 Change
Massachusetts 20.5 26.9 31
Rhode Island 4.3 5.7 . 33
New England Connecticut 10.4 14.0 35
Maine 6.8 9.3 37
New Hampshire 4.0 5.3 33
Vermont 2.9 4.0 38
Total 48°9 65,2 33
New York 68.1 92.7 36
Mid-Atlantic New Jersey 26.7 35.6 33
Pennsylvania 37.4 53.1 42
Total 132.2 181.4 3?7
Ohio 4.9 $8.0 32
Indiana 21.2 29.5 39
Bast North Central Illinois 39.8 54.0 36
Michigan - 35.4 47.2 33
Wisconsin 18.9 25.6 k1)
h Total 159.2 214.3 35
Minnesota 15.8 21.5 36
Iowa 11.9 16.9 42
Missouri - 25.9 35.1 36
West North Central North Dakota 3.8 5.3 39
South Dakota 4.9 7.0 49
Nebraska 7.8 10.6 36
Xansas 9.0 12.8 42
Total 79.1 109.2 38
Delaware 2.1 3.0 43
Maryland 16.2 22.0 36

District of Columbia 3.6 4.8 33 .
virginia 17.8 25.6 44
South Atlantic West virginia 9.3 13.0 40
North Carolina 42.4 57.8 36
South Carolina 15.5 22.5 45
Georgia 37.1 5.7 39
Florida 50.7 69.1 36
Total . 194.7 269.5 38

{continued)

-37-
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TABLE 8 inued
A!%”HIDT%%; l;OR %ITC PAYMENTS IN PY 1982

(dollar amounts in millions)

Percent
Census Division State Current Law HR 4904 Change

. Kentucky 26,2 35.6 36
East South Central Tennessee 30.1 40.6 35
Alabama 25.1 34.4 »
Missisaippi 21.2 28.6 kLY
Total 102.6 139.2 36
Arkansas 16.8 23.9 42
West South Central Louisana 22,2 30.4 n
Oklahoma 17.1 23.8 39
Texas 82.9 115.5 39
Total 139.0 193.7 39
Montana 4.5 6.0 kX
Idaho 4.9 6.7 37
Wyoming 1.7 2.3 35
Mountain Colorado 11.5 15.3 3
New Mexico 8.2 11.4 39
Arizona 12.5 16.8 34
- Utah 5.6 7.5 34
Nevada 2.9 4.2 45
Total 51.8 70.2 36
Washington 12.8 17.8 39
Oregon 10.9 14.9 »

Pacific California 111.6 151.8 36
Alaska 1.2 1.5 25
Hawaii 3.3 4.4 33
Total 139.8 190.4 36
U.5. Total 1047.4 1432.9 3?7

SOURCE: Mathematica Policy Research, Inc. and Social and Scientific
Systems, Inc. simulation dated January 20, 1980.
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Potential Total Impacts on State Taxpayers and Beneficiaries

Thq results of the study are susmarized in tlbie 9. The first coluan con-
taing estimates of the total change in expenditures, both federal and state, on
the AFDC, AFDC~UP, Food Stamps, EN, GA, and EITC prograas resulting from the
reform. The figure; indicate that program recipients in states with the higheat
AFDC and APDC-UP need standards experience a decline in total payments: josn
$232 nillion in New York, $46 million in Pennsylvania, $20 million in Illinois,
and $3 million in California. The program recipients in states with a low APDC
standard of need experience a relatively large increase in total payments: for
exanple, up $189 million in Georgia, $155 million in Tennessee, and $309 million
in Texas. The recipients in states with a moderate standard of need experience
a modest increase of payments: for example, up $60 million for Ohio, $17 mil-
lion for Nebreska, and $10 million for Colorado.

The change in expenditures of Fhe state by AFDC, AFDC-UP, and GA are pre-
sented in the second column. The change in state expenditures is filc;l relfef
to the state governments, Fiscal relief is greatest for states with the highest
AFDC and AFDC-UP standard of need: $275 million for New York, $98 million for
Penasylvania, $80 million for Illinois, and $146 mitlion for California. States
with a low standard of need receive the statutory minimum fiscal relief: for
example, $1.7 million in Georgia, $1.1 million in Tennessee, and $1.8 million in
Texas. ‘

State governments experiencing & reduction in progrsm expenditures (i.e.,
ceceiving fiscal relief) may choose to pass the relief on to the taxpayers of
the state in the form of reduced state taxes or to pass the relief on to the
residents of the state in the form of more public goods and services provided
by the state government, or to increase the balance of the state budget. The
most likley case ie that the fiscal relief from HR 4904 to a state would result

-39~



- or (doXlare s in millions)
o
o
- Change in Post-
Change in Post- | tax, Post-Trans-
° Change fn Total | Change ie Total | tax, Post-Trans-| fer Zncoms if
. t'x-u is J"“ Change in State I:' Liabilsty ;:‘ ::ﬂ.:}::: i : Income s: :m.x m:t
aymants for Bxpanditures Fiscal Be- & acal Relief 'ansed on
=4 AFDC, AFDC-OP, on AFOC, APDC-UP| lief Not Passed | FAssed om to Tax-| nor Passed am to | Taxpayers
Yood Stamps, TN, | (geace Piacal on to Taxpayers | Peyers (Surcherse | gagevers (Fiscal Plow &
b Cemsus Civision state | CA, sad SITC o/ | “pgiien (Surcharge) § Fiscal Ralief) | (pyacal riow Piacal Nalisf)
- . p
Rassachusetts 3 © 75 as - 32 .
Khode Island -2 s n 0 -7 -2
Conneeticut -7 1. 4?7 ! 2 - . -19
Nev England Rajne 13 . 9 s » 12
Wev Naspahire 2 1 9 . -5 -4
Vermont - 2 2 4 2 -5 -3
Total 7 n 156 83 -1 -7
Mew York -232 287 259 ) 2 -233 2
Mid-Atlantic Wew Jersey ? o“ ] 105 61 - 54 =10
Pennsylvania - 46 9 1% » - 06 1
, Total -m 00 500 100 -373 27
$ ohio ' e Q 14 93 -3 10
Indiana P 3 64 131 -4 -
East Nocth Central  Illinois -2 [ 158 7 -9 -1
Michigan © e eI 72 -13 %
Wisconsin B 14 55 a -12 2
) Total i) 106 533 347 -169 17
Rinnesota 1 16 It N - -14
Iows 6 7 »3 2% -19 -12
. Rissouri -8 1 54 39 -4 -3
' West Wowth Central  North Dakota ¢ 0 . 6 1 1
South Dakota . 1 s . 2 3
Nebraska 17 1 18 17 0 1
Kansas -4 7 ” 20 -22 N -15
Tota) - 26 4 19 ’ 141 -116 -8
Delavare 3 2 s 6 -3 -1
land » . 6 33 -.2% -2
District of Columbia -5 3 13 ‘: - :: - 2:
Virg: a . . - -
Sowth Atlantic West Virginia 5 1 6 ! 15 1 17
' Worth Carolina 122 2 1 a0 7 7
South Carolina 101 1 25 2 ” *
Georgla 199 2 51 o 138 140
Plorida 162 . 2 ™Y 7 ©
Total o7 as ™ 268 ns 343

19
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TABLE 9 (continued) !

39

or P {dollar in miliions)
Change in Poet~
Change Change in Total | Change in Total | tax, Post-Trane-
r-;-m:‘t::m Change in State | Tax Liadility | Tax Lishility if | fex Incoms if
yOC, AFOC-OP Expenditures if Fiscal e Viscal Relief Piscal Relief
'M’“* i. on AFnC and 1ief Wot Pamsed | Passed on to Tem- | Mot Pasded on to
CA, and CITC of | APDC-UP {stata |oe to Y payers ( axpay
Census Divisios State * = Fiscal Melief) | (Surcharge) & Piscal Retiaf) | (riscal Fiow)
'& Kentucky ™ 1 n 20 s
Kast South Contral Tennusses 158 1 40 » 117
Alsbans 14 1 32 n [ 3]
Mississippd 19 by 17 16 101
i
Tocal a8l 4 120 116 ' 3
Arkansas 32 1 1?7 16 3%
West South Cantral Louisiana 120 2 3 34 -
Ol lahoms 24 1 30 2 -5
Texas 309 ' 2 41 I.P 168
Total 505 & 223 n7 286
Montana 71 1 L] 7 ]
Idaho 7 -] [} s -1
Wyoaing 3 ] 5 s -2
Mountain Colozado 10 2 35 33 =24
Sew Nexico 22 . 3 12 13 1
' Arizona 33 1 37 2 L ]
. Utah 4 2 13 13 -7
Navada s o ' ? L] -3
Total ” ] 17 109 ~36
Waghington 19 ] [ k24 -20
Orngon S 9 s - 17 -14
Pacific California -3 146 m 175 -177
Alasks 2 -] 10 10 -7
Fanenis 3 k4 12 3 o
Toeal » e as 28 U e
U.S. Total 177 022 24%0 7 ]
SOURCE: M ica Policy A, Inc. o#d Social and Sciestific Systees, Isc. simulation dated Jawary 20, 1980,

MOTE: Figures may mot add exactly because of rovwading ervor.
a/ This column equals the Additionsl Pedarsl Expendi for AYDC, AFDC-UP, Pood Stasps, IN, end Wold Naruless in
able ) minus state fiscal relief ia column 2 of this table.
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in some increase in state public goods andipervices, some reduction of state
taxes or some foregone increase in state taxes, and some incresse in state bud-
get balances. The proportions of the fiscal relief allocated to the three uue;
is likely to vnr!_tron state to state. 1/ Although predicting the response of
the state governments to the receipt of fiscal relief from HR 4904 is outside
the scope of this study, the third and fourth columns of table 9 show the totasl
change in tax lisbilities required to finance HR 4904 of the taxpayers of each
state.under the two polar assumptions that none of the fiscal relief is passed
on to taxpayers (columa 3) and that all of the fiscal relief is passed on to
taxpayers (column 4). The figures in column 3 are the state total of the fed-
eral income tax aurcha;;;, and the figures of column &4 are equal to the sur-
charge less fiscal relief, reported in column 2.

The aggregate tax liability of taxpayers in each state is higher aftecr the
reform in every state, even if fiscal relief is passed on to taxpayers. The
additional tax lllsility with no fiscal relif passed on-is distributed across
states in proportion to the prereform fedaral personal income tax liability,
with tnxpt&eru in the Southern and Mountain states paying the smaller surcharge
amounts., The distribution of increased tax liabilities, assuming fiscal relief
is passed on to taxpayers, is differeat from the distribution of the surcharge.
The difference is due to the fact that several of the states with the largest
surcharge amount are also those with the largest fiscal relief. WNew York tax-
payers pay $259 million in surcharge and get $257 million in reduced state taxes

frou—;iscnl relief, resulting in a net incrementsl tax lisbility of $2 million.

1/ A study of Antirecession Fiscal Assistance grunte by the Treasury
Department and Pelt, Marwick, Mitchell & Co. found that on aversge 68% of the
grants resulted in incressed public goods and services, 20X in reduced taxes,

and 122 in increased state budget balances. An Analysis of the Antirecession
Piscal Assistance Program (Hnlhln;ton. D.C.,: Peat, Marwick, Mitchell & Co.,
Apr{l. 1978).

-§2~
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Taxpayers ian California, on the other hand, incur net additional taxstion of
$175 million after €iscal reliel is passed on. Since the fiscal relief to
states in the South is such a small fraction of the surcharge, passing the fis~
cal relief on to taxpayets results ?u little difference betwea the net and
gross additional tax liadility: $49 million net additional tax liabitity for
Georgia, 359 wmillion for Tennessee, and $139 -illioﬁ for Texas.

The final two columns of table 9 present the total change in<bOIt'tll.
post~transfer income of residents in each state. These figures incorporate the
influences of both the change in program expenditures and the change in tax
liability of state residents. Since the change in tax liability is computed for
the two polar cases described above, the change-in disposable income is also
coaputed assuming that no fiscal relief is passed on to taxpayers {column 5)
and assuming that all of the fiscal relief is passed on (column 6). If fiscal
relief.il aot passed on, fiscal flows are from states with a high AFDC standard
of need and a large population of high-income taxpayers to states with a low
standard of need and a relatively small population of high-income taxpayers.

Assuning that fiscal relief is passed on to state taxpayers changes the
dittr(buti;n of fiscal flows. Passing on fiscsl relief alters the impact of
HR 4904 on disposable income of residents of New York by changing the impact
from $-233 million to $24 million. That of California residents changes from
$-177 million to $~31 million, and that of Illinois changes from $-99 million
to 3:19 nillion. Agein in the Southern states, the addition of fiscal relief
has a small impact on the change in disposadble income because Eiscal relief
{s a relatively small smount. Disposable in:ome in Georgia increases dy $138

“mitiion without fiscal relief and increases by $140 million with fiscal relief.
Tﬂe figures ¢;e 3117 million and $118 million for Tennessee, and $168 million
s0d $170 million for Texss. .

-a3-



Conctusions

The implementation of HR 4904 is estimated to have the following

impacts:

1)

2)

3)

4)

5)

6)

Welfare benefits would be redistributed from the high-benefit
states to low-benefit states. This impact is a result of the
reform design which reduces the inequities of payment standards
across states without producing a large increase in federal expen-
ditures for AFDC and AFDC-UP.

Piscal relief would be experienced by every state governmeat, with
the largest amounts going to states with the largest prereform
welfare expenditures,

The additional tax liabilities of an income tax surcharge designed
to finance the additional federal expenditures under HR 4904 would
be greatest in those states with the largest population of high-
income taxpayers. -

The state-to-state variation of the additional tax liability would
be reduced if the fiscal relief received by state goveraments would
be passed on to taxpayers in the form of reduced state taxes. This
results from the fact that many states which contain targe populs-
tions of high-income taxpayers are also states which would receive
the largest amounts of fiscal relief.

The change in welfare payments would combine with the change in tax
liabilities to produce a change in disposable income of residents
among each state. The disposable income of the residents of states
with both a high AFDC standard of need and a large population of
high-income taxpayers and which do not pass their fiscal relief on
to taxpayers would be reduced by the reform. The disposable income
of residents of other states would be increased.

1f the Fiscal relief to governments were passed on to taxpayers the
state-to-state variation of the impact on disposable income would
be reduced. -

-44~-
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APPENDIX A

A COMPARISON OF THE HR 4904 PROGRAM EXPENDITURE ESTIMATES
WITH THOSE OF CBO AND DHEW

One of the important by-products of estimating the fiscal Elovs and fiscal
relief of HR 4904 is an estimate progran expenditures resulting from the reform
in 1982, This represeats the third n.jof study providing such estimates, the
first two being estimates of the Congressional Budget Office and the Department
of Health, Education, and Welfare. 1/ All three studies used similar microsimu-
lation models to determine program expenditures, yet each produced a sowewhat,
diffgrcnt estimate. The difference is caused by three factors: 1) the differ-
ences in wvhat is being estimated, 2) differences in the data bases, and 3) dif-

ferences in the models. ..

What Is Being Estimated

The cost estimates of CBO and DHEW were $3.5 billion and $2.8 billion
respectively, They include the estimated costs of several reforms in HR 4904
which were not estimated in this study. The cost estimates vhich are most com-~
parable to the $2.7 billion estimated in this study are $2.9 billion for CBO
cnd_$2.2 billion for DHEW. The program expenditure estimates reported in this
study reflect the changes in eligibility and benefit computations for AFDC,
hold harmless payments, the Emergency Needs program, changes in food stamp
benefits, and the extension of earned income tax credit. Principal elements

not included in the estimates presented here are changes in Medicaid costs,

1/ Social Welfare Reform Amendments of 1979, Report of the Committee on
Ways and Means, No. 96-451 (Washington, D.C.: Covernment Printing Office,
September 20, 1979), pp. 76-85.

-45-
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the cost of the WIN program, and the cost of the WIN tax credit. In addition,
the estimates do not include any reforms to the SSI program. These exclusions

make the esitmate reported here smaller in geaneral than those of CBO and DHEW.

The Data Bases

The most significant source of the differences between the program expen-
diture estimates is that the three studies used different &ata bases. Both the _
original survey data and the aging techniques are differeat. As described in
the main body of the text, this study uses the SIE aged to FY 1982 using OMB
projections of income amounts, CBO's projections of curreat transfer progras
costs, Census Bureau projections of population characteristics, and a 5.2% un-
en[ ‘oyment rate. CBO used a 1978 CPS data base aged to 1980 using their own
projections and a 6.8% unemployment rate. DHEW used an unaged SIE to first
estimate the percentage changes in the cost of the reform relative to current
lav in 1975. The percentage changes were then applied to cost projections of
FY 1982 current law to determine FY 1982 reform law costs. The DHEW projections
assume an unemployment rate of 4.3%,

The CBO projections of income amounts and the unemployment rate are some-
vhat less optimistic than those used in this study, resulting in the CBO program
cost estimate being higher than the estimate reported here. The DHEW assump~
tione of a low unemployment rate and that the percentage change in costs due
to the reform are unaffected by chaages in population composition result in

the DHEW cost estimate being lower than that of CBO.

The Model
The simulation model of HR 4904 used by CBO differs from the model used in
this study ia several ways:

1) The CBO model does not allow for a reform-induced labor supply
respoanse by program participaants.

- -47-
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2) The CBO model does not allow for the primary earner of a two-
parent eligible family to be the wife of the family.

3) The CBO model includes a procedure for choosing participants
from among eligible families which reproduces historical pat-
terns of participation somevhat more accurately.
The first two model d{fferencea cause the CBO cost estimates to be biased down-
ward, The inaccuracies of the participation algorithm used in this study result
in &n underestimate of the number of participating two-parent femilies. Without
additional empirical investigation the wagnitudes of biases are difficult to
assess.
The DHEW model is similar to that used in this study. It simulates a lador
supply response to the reform, allows the wives in two-parent eligible families

to be the primary earners, and uses a participation algorithm similar to that

used in this study.

Sumaary

The difference between the progran expenditure estimstes produced in this
study and those of CBO may be sttributed primarily to the differences in how
the two models treat labor supply response, female heads of two-parent tamities,
and participation smong eligible families. The difference between these results

and those of DHEN are primarily caused by the more complete and accurate aging
of the date base used in this study. t
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APPENDIX B
TECHNICAL DOCUMENTATION OF THE DATA BASE
AND THE MODEL OF CURRENT LAW AND TITLE I OF HR 4904

Data Base

The data base used in this study is the Survey of Income and Education
sged to reflect the anticipated demographic and anticipated economic character-
istics of the civilian, non-institutionalized national population in fiscal
year 1982, The aging procedure was_performed by the Department of Health,
Education, and Welfare. Characteristics of the sged file are summarized in

table B-1,

Model

Estimates of current law and the impact of the reform law (HR 4904) were
made by using the Micro Analysis of Transfers to Households (MATH) microsimula-
tion model maintained by Mathematica Policy Research, Inc.‘lj Payroll tax lia-
bilities were imputed to individuals on the data base by the Department of
Health, Education, and Welfare. Table B-2 shows the parsmeters used in the
simulation. The results from the simulation of prereform and postrefora federal
income tax simulations are detailed in table B-3 and table B-4.

Proﬁgp;ions of income from the AFDC, SSI, Food Stamps, Emergency Needs, and
General Assistance programs were made by first determining program eligibility

and then selecting participants from the pool of eligible families.

lI A detailed techanical discusasion of the wodel is contained in MATR

Technicsl Description, Pat Doyle, ed., (Washington, D,C,: Mathematica Polxcy
Pesearch, Inc. 15755.

49~
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TABLE B-1
SUMMARY OF CHARACTERISTICS OF THE SIE AGED TO FY 1982

POPULATION
- Noninstitutionalized civilian population 222.8 uillion

FMPLOYMENT

Unemployment Rate (Annual Retrospective) 5.16 perceat
INCOWR

Source Amount (FY 82 dollars)

Wages $1612.3 dillion

Self-Eaployed Nonfarm 95.7

Self-Employed Farm 13.3

Social Security (OASDI) and Railroad Retirement 127.3

Rental Income 9.3

Interest Income 57.1

Dividend Income 4.6

Government Pension Incowe 28,7

Workers' Compensstion 8.2

Veterans' Compensation and Pensions 9.2 N

Private Pensions . 20.0 :

Uneaployment Compensation 9.7

Other . 13.9

[ 4

SOURCE: Department of Health, Education, and Welfare simulation dated
April 27, 1979. .
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TABLE B-2

PAYROLL TAX SIMULATION PARAMBTERS AND
RESULTS FOR PISCAL YEAR 1982

Simulation Year

FY 1982
Tax Rates
OASDHI - Employee +0670
OASDRI - Self-Employed 0935
Pederal Civil Service 0700

Barnings Ceilings
OASDHI ($) 32,100
Federal Civil Service

Simulated Amounts (in millions)

OASDHI
Nunber of Contributors 102.82
Total Contribution8! ($) 97,990.34
Railroad Retirement
Nunber of Contributors 0.65
Total Contribution®! ($) 992.95
Federal Civil Service '
Nuaber of Contributors - 3.40
Total Contribution®' ($) ’ 5241.37
‘Total Number of Contributors . 106,87
Total Contributions! ($) 104224.66

SOURCE: Department of Health, Education, and Welfare simulation dated
May 15, 1979. .

'hployn share.
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TABLE B~3

FISCAL YEAR 1962 FEDERAL INCOME TAX FILING UNITS AND TAX PAYMENTS INCLUDING PREREFORM EITC

RAUTINE

& 8 4 P B W N =

FITIW 1t
UNNERIGNTED TOTALS

AKX URtvTs
PERSONS I UNIY

OEPENDENTS: TYOTAL 6

13088
(A 134
1300)
tXn

010 -

oy
12
Ny
l!"i

TAXPAYERS
NCN-CONTR [BUTORS
AGE 1o

FEOERAL TAXES PALID ($)

SELLMTED FOTALS ("NELICHT® = &)
ittt e o ——

AKX UNITS
PEPSONS 14 UNIT

CEPRNOONITS: TOTAL §

YAXPAYERS
NON-CONTRINUTORS
UNNMER ACE 14

FEOSRAL TAXES PATD §$1000)
TAX UNTTS NCY CONTRIMUTING

SOURCE:
1960,

»

yax
10F WY SLCUT DEPS. TAMLS
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Program eligibles were families which wet categorical requirements and
vhich received benekits on the dasis of income levels as observed on the data
base. Eligibles were identified by the MATH model using prereform and post-
reform categorical criteria and the payment needs standards described in table
B-5 and table B-6. )

Participating families were chosen from the population of eligibles in
such ctlcuner that estimates of prereform participation approximated control
projections. The participstion rates used for prereform laws were the basis
for the po:ttefor; rates, The relatively simple participation algorithm used
here insures technical consistency between prereform and postreform estimates.

The algorithm prevented higher-income families from participating by com-
paring total non-welfare income for each means-eligible family with the family's
guarantee (the benefit they would receive under current law in the absence of
any income). The resulting number of means-eligible families were then compared
to the control number of participants and a set of participation probabilities
derived. These probadilities, which vary by state and filing unit type (single-
parent AFDC, two-parent AFDC-UF, and GA) are merely the ratio of controls to
-eanc-eliglbleu and do not vary by welfare income reporting status or benefit
amount, Only uecnu-el}gible families are selected as plrticipants.-

The ratio of family income to family guarantee used to screen out higher
income families is deteramined by practical rather than theoretical considera-
tions. The ratio is that which provides a set of probabilities which recultv
in the -6:: reasonable number of participants and benefits when compared to
national controls.

The participation rates applied for prereform and postreform law are listed
in table B-7. The eligible population used to derive these rates passed income
screens of three times the guarantee for AFDC-UF and CA families. No income -~

-55-
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TABLE B-5

(based on family of four)

STATE APDC MAXIMUM PAYMENTS AND PAMILY SXZE ADJUSTMENT FACTORS

Current law reform law’

MAXPAY7 ADJAR MAXPAY? ADJAR

Census Division State $ s $ 1)
Massachusetts 5110 15 5112 15
Rhode Island 5194 15 5196 14
New England Connecticut 7419 s 7421 15
Maine 4500 21 49501 21
dNew Hamsphire 4565 12 4566 12
Vermont 7084 14 7086 14
nid-Atlantic New York 7221 15 7223 15
Mid-Atlantic New Jexsey 4883 17 4884 16
Pennsylvania 4955 15 4956 15
Ohio 4385 17 4386 17
Indiana 3934 13 3936 16

East North Central Illinois 4498 26 4500 16
»ichigan 6130 16 6132 16

Wisconsin 7095 14 7098 14

Minnesota 5806 15 5808 15

Iowa 3 5998 15 6000 1%

Wast North Central Missouri 4594 16 4596 16
North Dakota 5020 18 5022 18

South Dakota 4456 12 4457 12

Nebranka 5495 16 5497 16

Xansas 4607 12 4608 12
Delaware 4306 18 a8 18
Maryland n2 18 74 14
South Atlantic District of Columbia 4361 1. 4362 18
virginia 4661 14 4662 14
West Virginia 2987 17 3496 12
North Carolina 2633 10 3496 12
South Carolina 1650 19 3496 12
Georgia 1775 15 3496 12
rlorida 2759 17 3496 12

(continued)
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TABLE B-~5 (continued)
)

STATE AFDC MAXIMUM PAYMENTS AND FAMILY SIZE ADJUSTMENT FACTORS
(based on family of four)

Current law reform law:

| 1 MAXPAY? ADJAR MAXPAY? ADJAR

Cenaus Division State $ . $ A
Kentucky 3125 22 3496 12

East South Central Tennesses 1901 17 3496 12
Alabama 2303 20 3496 12

Kissisgdsippi 1679 20 3496 12

Arkansas N 15 3496 12

West South Central Louisiana 2754 21 3496 12
Oklahoma 4781 18 4782 18

Texas 1679 19 3496 | 12

Montans 5182 25 5184 24

Idaho 5183 15 5154 15

Wyoaing 4097 10 4098 10
Mountain Colorado 4247 17 4248 37
New Maxico 3149 16 3496 12
Arizona 2759 18 3496 12
Utah 5980 17 5982 18
Hevada 4193 16 4194 16

w.uhaneon 6737 15 6739 15

Oregon 6166 16 6168 16

Pacific Californias 6508 16 6510 16
Alaska 5896 11 5898 11

Hawaii 8895 14 8898 14

SOURCE: Pat Doyle, “Creation of a 1980 Data Rase for Purposes of Det ing the Relative

Impact of the Social Welfare Reform Amendments Of 1979 (Washington, D.C.: Mathematica. Policy
Ragoarch, Inc., 1979, p. 22), 1980 paramsters inflated to 1982 dollars.

9L
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TABLE B-6

STATE LOW BENEFIT DISREGARDS AND UNIT SIZE ADJUSTMENT FACTORS

(based on family of four)

Census Division State LBD ADJ
Massachusetts 0 o
Rhode Island 0 0
New England Connecticut (4] 0o
Maine . 1 - 265
New Hampshire 158 .44
-~ Vermont 0 0
New YOrk 4] 0o
Mid-Atlantic _ New Jersey [}] 0
Pennsylvania 1 - 13.5
- Ohio 338 - .38
Indian 787 ~- .02
East North Central Illinois 233 - .44
Michigan N 0 [}
Wisconsin 0 0
Minnesota ] [}
Iowa o] ]
Missouri 127 - .85
West North Central North Dakota 1 -128.5
South Dakota 1 - 39,5
Nebraska 0 (]
Kansas 116 .42
Delaware 415 - .4
Maryland 1227 .16
District of Columbia 362 - .41
virginia 62 - .68
South Atlantic West Virginia 1227 .16
Nerth Carolina 1227 .16
- fouth Carolina 1227 .16
Georgia 1227 .16
Florda 1227 .16
Kentucky 1227 .16
Bast South Central Tennessee ~ 1227 .15
Alabama 1227 .16
Mississippi 1227 .16
Arkansas 1227 .16
West South Central ILouisiana 1227 .16
- Oklahoma 1 -183,5
Texas 1227 .16
(continued)

60-582 0 - 80 - ¢
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TABLE B-6 (continued)
STATE LOW BENEFIT DISREGARDS AND UNIT SIZE ADJUSTMENT FACTORS

Census Division State LBD ADJ
Montana 1 - 359.5
Idaho 0 o
Wyoming 625 «34
~ Mountain Colorado 425 - .24
: New Mexico 1227 .16
Arizona 1227 .16
Utah 0 [}
Nevada 530 - 14
Washington 0 0
Oregon 0 0
Pacific California o [}
Alaska 0 o]
Hawaii 0o 0

SOURCE: Pat Doyle "Creation of a 1980 Data Base for Purpose of Determining
the Relative Impact of the Social Welfare Reform Amendments of 1979 (Washington,
D.C.: Mathematica Policy Research, Inc., 1979, p. 17), 1980 parameters inflated
to 1982 dollars.
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TAMLE B-7

PRE-REFORM AND POST-REFORN APDC AND GA PARTICIPATION PROBARILITIES

=09~

(percent)
current & refors current & reform current only refors only

Census Division State AFDC-1~pareat PAL
Mansachusetts 42.4 100.0 a.s 100,0
fhode Island .2 100.0 22,0 2.6
Hiev Eagland Connscticut . 16,0 80.2 16,9 21.8
¢ Naime .4 100.0 0.0 €3S
Yow Nampahire 46.6 n.a 0.0 45.2
Vermont $x.0 63.3 18.3 4.5
Wow York 50.2 9.4 .5 4.9
M4 =Atlantic Yew Jersey 45.8 100.0 57.6 74.8
Pannsylvania 4%.2 100,0 100.0 100.0

.

anio 51.2 100.0 100.0 100.0
Indiana 29.) 100.0 0,0 57.%
Zast Morth Central Tllinois 35.0 100.0 72,7 4.5
Nichigan 32.6 100.0 66.6 %.6
Wisconain 30.9 100,0 3.8 4l.4
Minnesota 25.4 100.0 33.2 4.2
Iova 62.9 100.0 29.9 3.0
Missouri 46.8 100.0 90.1 1.2
West Morth Central Worth Dakots 56.8 100.0 0.0 57.8%
South Dakota 30.2 ©100.0 0.0 $2.5
Nebragka 9.1 6.3 16.3 21.2
Xansas 47.9 100.0 «d.1 57.3
Delaware 38.7 100.0 100.0 100.0
Maryland 86.9 100.0 .8 100.0
District of Columbia 100.0 100.0 0.0 100.0
Virginia 40.0 1.7 0.0 9.9
South Atlantic West Virginia 100.0 100.0 61.% 0.0
Moxth Carolina 0.9 8.8 0.0 0.4
South Carclina 30.2 100.0 0.0 100.0
Georgla 42.6 100.0 0.0 100.0
Plorida 0.7 al.9 0.0 1.9
(2% T 100.0 0.0 100.0
East South Central Tennessse 43.0 100.0 0.0 100.0
Alabama 85.4 100.0 2.0 100.0
Rissisaipps .8 100.0 0.0 100.0
Arkansas 43.2 100.0 0.0 100.0
Wast South Central Louisiana 3.1 100.0 0.0 100.0
OkLahome 5.9 68.8 0.0 7.2
Texss 15,3 67.% 0.0 ..

6L



TAMLE B~7 (continued)

' PRE-FRFORN AMD POST-REKPONS AFDC AND GA PART. ITIRS
{percent)
'
| & -t & reform curreat only refors only current & rafocw
Census Division Seats AFDC~1=parent Par GA
Nontana 15,9 n5.5 an.r .2 1.1
Idaho 10.7 66.3 0.0 38.0 0.0
Wyoming | 48.4 54,6 0.0 3.3 8.7
nouwntain Coloardo 56.4 100.0 .4 0.9 1.0
New Maxico ».3 92.0 0.0 $2.7 6.4
Arisona 61.4 6.9 0.0 2.6 100.0
Ueah 15.5% “.9 45.9 59.7 12.2
Nevada 0.0 45.0 0.0 5.8 0.0
Washington 3.9 0.2 42,0 54.6 2.1
Oregon 45.2 100.0 9.2 4.0 1.8
Pacitic California 3.1 100.0 63.2 . 14.4
Alaska 16,3 %.0 0.0 42.9 0.0
Mewalii 6.0 100.0 3.0 53.9 8.6
Policy Inc. and Social and Scientific Systems Dased on simulation dated Decesber 21, 1979 and

Janauary 3. 1980.

[ -t9-



81

screen was applied to the APDC population. Sensitivity testing showed that
lowering the income screen reduced caseload to unacceptable levels. Raising

the screen increased the eligible population but allowed more tow-benefit units
to be selected for participation, resulting in an unacceptadbly tow total denefit
amount.

Note that for programs in many states, the participation probability for
means eligibles is equal to L. This is because éﬁr some states, the projected
control totals exceed the number of means-eligible individuals observed on the
file.

Federal percentage shares of the costs of prereform and postreform AFDC
are presented in table B-8, These percentages are applied against li-;iated
benefit amounts to determine federal and state fiscat liasbilities.

Administrative costs for AFDC are estimated by relating projected national
administrative costs to total benefit payments. Costs are allocated to the
states in proportion to the state's share of total national benefits. General
Assistance snd Emergency Needs administrative costs are assumed to be the same
fraction of total costs as they are in AFDC. Total administrative costs are
detailed in table B-9. The administratative cost of the Food Stamp program are
not estimated.

HR 4904 insures state fiscal retief by limiting postreform state spending
for AFDC. The model simulates this provision by applying the maximum expendi-
tures listed in table B-10 against postreform state tiabilities. States also
receive fiscal aid through Emergency Needs block grents. Maximum grant amounts
to the gtates are listed in table B-1l.
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TABLE B-8

'

PERCENT OF TOTAL AFDC BENEFITS THAT ARE FEDERALLY FINANCED

Current Reform Reform

Census Division State AFDC and APDU AFDC AFDU
Massachusetts 51.62 56.46 66.13
Fhode Island 57.00 61.30 69.90
New England Connecticut 50.00 55.00 65.00
Maine 69.74 72.77 78.82
. New Hampshire 62.85 66.57 74.00
Vermont 68.02 7.22 77.61
New York 50.00 55.00 65.00
Mid-Atlantic New Jarsey 50.00 55.00 65,00
“Pennsylvania 55,11 $9.60 68.58
Ohio 55.46 59.91 68.82
Indiana 57.86 62.07 70.50
East North Central Illinois 50,00 55.00 65.00
Michigan 50.00 55.00 65.00
Wisconsin 58.53 62.68 70.97

1

Minnesota 55.26 $9.73 68.68
Iowa 51.96 56.76 66.37
Missouri 60.66 64.59 72.46
West Noxrth Central North Dakota 50.71 55.64 65.50
South Dakota . 63.80 67.42 74.66
Nebraska 53.46 58.11 67.42
Kansas 52,35 57.12 66.65
Delaware 50.00 55,00 65.00
Maryland 50.00 55.00 65.00
District of Columbia 50.00 $5.00 65.00
South Atlantic virginia 57.01 61.31 69.91
West Virginia 70.16 73.14 79.11
North Carxolina 67.81 71.03 77.47
South Carolina 75.43 77.89 82.80
Georgia 65.82 69.24 76.07
Florida 56.55 60.90 69.59

(continued)
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TABLE B-8 (continued)

PERCENT OF TOTAL APDC BENEFITS THAT ARE FEDERALLY PINANCED

! Current Reform Reform
Census Division State AFDC and AFODU AFDC AFpg
Kentucky ' 69.71 72.74 78.80
Tennessee 68.88 71.99 78.22
East South Central Alabama 72.58 75.32 80.81
Mississippi 80.61 82.55% 86.43
Axkansas 72.06 74.8% 80.44
West South Central Louisiana 70.45 73.41 79.32
Oklahoma 65.42 68.88 75.79
Texas 66.42 69.78 76.49
Montana 61.10 64.99 72.77
Idaho 63.58 67.22 74.51
Wyoming 53.44 58,10 67.41
Mountain Colorado 53.72 58.34 67.60
New Mexico 71.84 74.66 80.29
Arizona 45.55 51.00 61.89
Utah 68.98 72.08 78.29
Nevada 50.00 55.00 65.00
Washington 51.64 56.48 66.15
Orxegon 57.29 61.56 70.10
Pacific California 50.00 55.00 65.00
Alaska 50.00 55.00 65.00
Hawaii 50.00 55.00 65.00

SOURCE: Social and Rehabilitation Service, Characteristics of State Plans for Aid to Pamilies
with Dependent Children Under: the Social Security Act Title IV-A (Washington, D.C.: U.S. Department
of ‘Health, Pducation, and Welfare, 1978, p. 238). The matching pexcentages for FY 1980 and
FY 1981 which have been published in the Federal Register, Vol. 44, No. 36, Pebruary 21, 1979,
PP. 10553, were not yet implemented in the model at the time the study was undertakén.




84

- TABLE B-9

APDC ADMINISTRATIVE COSTS

Prereform
Total Administrative Cost ($million) 1480
Simulated Benefit Payments ($million) 10931
Ratio of Mministrative Cost to Benefits «13539
Federal Share (percent) 50
Postreform
Benefit Payment Related Costs
Total Adninistrative Costs ($million) 1476
Simulated Benefit Payments ($million) 12682
Ratio of Administrative Costs to Benefite 11638
Federal Share (percent) L1
Data Processing Related Costs
Total Muinistrative Costs ($miliion) 15
Simulated Benefit Payments ($million) 12682
Ratio of Administrative Costs to Benefits 00118
Pederal Share (percent) ”»
Administrative Improvement Costs
Total Administrative Costs {$million) 67
Simulated Benefit Payments ($million) 12682
Ratio of Adainistrative Costs to Benefits .00528
Yederal Share (percent) 75

SOURCS: Current Law--Congressional Budget Office, An Analysis of the
Adninistration's Social Welfare Reform Amendments of 1979, (Staff Draft
Analysis, Washington, D.C.: October 1979)

Reform Law--Department of Health, Education and Welfare,
Memorandum, December 3, 1979.

65~
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TABLE B-10

STATE EXPENDITURE MAXIMUMS FOR AFDC AND AFDC-UP UNDER REFORM LAW

Census Division State J Amount
Massachusetts 196.6

Rhode Island 22,5

_ New England Connecticut 103.6
Maine 12.9

New Hampshire 8.1

Vermont 8.9

New York 912.0

Mid-Atlantic New Jersey 212.6
Pennsylvania 307.9

Ohio 199.7

Indiana 43.3

East North Central Illinois 359.2
- Michigan 382.0
Wisconsin 107.7

Minnesota 72.3

Iowa 55.1

Missouri 73.9

West North Central North Dakota 7.1
South Dakota 6.0

Nebraska 13.9

Xansas 33.2

Delaware 13.2

Maryland 65.2

pistrict of Columbia 29.4

virginia 64.4

South Atlantic West Virginia 13.9
North Carolina 38.0

South Carolina 9.8

Georgia 27.0

Florida 70.9

Kentucky 21.0

East South Central Tennessee 18.8
Alabama 21.4

Mississippi 10.4

Arkansas 15.7

West South Central Louisiana 30.8
Oklahoma 24.7

Texas 30.3

(continued)
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TABLE B-10 (continued)

STATE EXPENDITURE MAXIMUMS FOR AFDC AND AFDC-UP UNDER REFORM LAW

g
7

Census Division L State [

Montana
Idaho
Wyoming
Mountain - Colorado
New Mexico
Axizona
Utah
Nevada

3 “« s o s & &
WORARIYWENN

- W
Wb DLNON

Washington 88.6
Oregon 61.0
Pacific California 874.6
Alaska 7.1
Hawaii 47.0

TOTAL 4812.3

SOURCE: Computed by Mathematica Policy Research, Inc., and Social
and Scientific Sygtens, Inc. based on simulation dated January 8, 1980.

-67-
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TABLE B-11

EMBRGENCY NEEDS PROGRAM BLOCK GRANTS FOR FY1982

{(million of dollars)

Census Division State I Amount
Massachugetts 8.1

Rhode Island 1.0

New England Connecticut 2.9
Maine 1.1

New Hampshire 0.4

1 Vermont 0.4

New York 26.9

Mid-Atlantic New Jersey 9.1
Pénnsylvania 12.8

Ohio 8.8

Indiana 2.6

East North Central Illinois 13.2
Michigan 13.5

Wisconsin 4.3

Minnesota 2.8

Iowa 1.9

Missouri 3.3

West North Central North Dakota 0.3
South Dakota 0.4

Nebraska 0.7

Kansas 1.4

Delaware ~ 0.6

Maryland 3.5

District of Columbia 1.8

virginia 2,8

South Atlantic West Virginia 1.1
North Carolina 3.2

- South Carolina 1.8

Georgia 3.0

Florida 3.6

Kentucky 2.7

East South Central Tennessee 2.2
Alabama 2.4

Mississippi 1.9

Arkansas 1.3

West South Central Lousiana 2.9
Oklahoma 1.6

Texas 3.9

-68-
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TABLE B-11 (continued)

EMERGENCY NEEDS PROGRAM BLOCK GRANTS FOR FY1982
(million of dollars) ~

Census Division State I Amount
Montana 0.3
Idaho _ 0.4
Wyoming 0.1
Mountain Colorado 1.4
New Mexico 0.8
Arizona 0.7
Utah 0.7
Nevada 0.2
~Washington 3.0
Oregon 2.6
Pacific California 30.4
Alaska 0.3
Hawaii _ 1.4

SOURCE: Social Welfare Reform Admindments of 1979, Report
from the Committee on Ways and Means No. 96-451 (Washington, D.C.:
Government Printing Office, September, 1979), p. 134.
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‘Senator MoYNIHAN. The subject of these hearings, as I said, is
how to think about welfare reform for the 1980’s. Most of the
welfare legislation in this Congress is in a traditional mode, pre-
serving the characteristic of the Social Security Act. We have
debated this genre of legislation since the enactment of the original
act in 1935; we enlarge the provisions, retaining the basic model of
financing them. We have gradually extended some pro%rams from
being optional to being mandatory; this is exemplified by the pro-
posal to require that all States have AFDC-U, a program that has
already-been adopted b{‘ 26 of them. .

This kind of pattern has recurred; measures come along, and are
made oitional. They gradually are adopted, and then reach the
mt where most States have adopted them. The question then

mes, should this program be required of all States? These
constitute, in-many ways, the continumﬁ afenda; it is an agenda
replete with ideas that were implicit in the legislation when it was
first adopted in 1935.

A new subject that has come on the horizon, and I think is very
much with us now, has to do not so much with the raising of
benefit levels in States and jurisdictions where they are low, but
has to do with the question of financing the continuation of pro-
grams in the States which typically have been the first to give
relatively high benefits and to adopt the heretofore optional pro-

The point is that this has become a question of political economy,
and has attained a level of some crisis in many jurisdictions in the
country. Certainly this is true of the State which I represent, the
State of New York, where, after ha given among the highest
levels of benefits, and the most extensive coverage, we appear to
have reached a point where there are no | r the resources in
the State’s economy to maintain thouaanmacommon provi-
sion. In New York, the besic allowance of welfare recipients, of
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which there are 1.2 million, has not been increased since 1974. The
effect of this is to reduce almost by half the purchasing power of
those families. . _ - ’

It is these and other matters which we are here to discuss. And

-we are here to listen. I will do most of the listening. We are going

to have a valuable set of hearings when this is over, and we are
going to publish them for the other members of the Finance Com-
mittee,.and anyone else who would like to read them, and we will
see if we can recognize any general concensus on the subject, any
interesting developments, arnd hopefully, some fresh ideas.

I regret to have to say that Prof. Martin Anderson of the Hoover
Institution at Stanford University, who would have been our first
witness, cannot be here as these hearings had to be changed from
this morning to this afternoon because of a meeting of the Senate
Intelligence Committee, which I had to attend.

I have his statement, which he would have included in the record
at this point. I would like to include it in-the record, and I would
like to read, just for my own edification and yours, the first sen-
tence: ‘“The welfare policy debate of the past decade often reminds
of an observation once by Friedrich Nietzsche that ‘many are stub-
born in lpursui(: of the path they have chosen, few in pursuit of the
goal.’ ” It is not a bad reflection with which to begin. :

[The prepared statement of Professor Anderson follows:]
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The welfare policy debate of the past decade often reminds me of an

observation onée made by Friedrich Nietzsche that "many are stubbora in
pursuit of the path they have chosen, few in pursuit of the goai." The
onset of a new decade seems.to be an occasion when we are generally more
willing to reexamine where we are, where we would like to go, and how to go
abeut getting there from here. I think it is particularly appropriate to
hold hearings on "How to Think About Welfare Reform forAthe 1980s" and, as
you suggest, to take another look at the "assumptions, objectives and )
analytic modes that have characterized most deliberations about vf}fare
reform over the past decade" before we once again are forced to spend hours,
days, and perhaps weeks of analysis trying to penetrate the mysteries of the
latest Rube Goldberg plan for “welfare reform" emanating from HEW.

The direction that welfare policy reform takes in Lhe decade of the
1980s will be powerfully influenced by the objectives of the people espousing

that reform, and by the validity of the assumptions and premises that all
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parties bring to the analysis of welfare. Last month I contributed an essay
on wvelfare reform, based on my recent book, Welfare, to a volume uhtch attempts
to deal with a number of policy questions facing this country in the 19809.l
Reprints’ of this essay have been provided to the staff director of the "
Committee, and I would just like to take this time to briefly summarize the
pain findings and conclusions. Like all findings and Foncluslons. they may
raise more questions than they provide answers, and many of the qualifications
and details can be found in the essay and in the book. -

First, the 'war on poverty' that began in 1964 has been largely won.
The growth of jobs and income in the ;tiiate economy, combined with an explo-
sive increase {n government spending for welfare and income transfer programs,
has virtually eliminated poverty in the United States. Any Americans who
truly cannot care for themselves are now eligible for generous government aid
in'the form of cash, medical benefits, food stamps, housing, and other services.

’ There may be great inefficlencies in our welfare programs, the level
of frau&—nay be very high, the quality of management may be terrible, the -
programs may overlap, inequities may abound, ;nd the financial incentive to
work may be virtually nonexisteat, “But if we step back and judge our vast
array of welfare programs by only two basic criteria:

== the completeness of coverage for those who really need help, and

~- the sdequacy of the amount of help thay do receiye
the picture changes dramatically. Judged by these two standards alone our

welfare system has been a brilliant success.

1 The United States in the 1980s, edited by P. Duignan and A. Rabushka,

Hoover Institution Press, 1980, 868 pp., $20.00.
-2-
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We should now begin thinking ubout how to revise our welfare strategies
to deal with the problem of preventing poverty, to make programs‘more effective
and efficient, to eliminate those programs that are not needed, to reexamine
once again whether welfare is most efficaciously run by the federal govern-
ment, state governments, local governments, or private institutions and
individuals.

The virtual elimination of poverty over the past decade and a half has
had costly social side effects. The proliferation of welfare programs has
created very high effective marginal tax rates for the poor. There is, in
effect, a "poverty wall" that destroys the financial incentive to work for
millions of Americans., And as long as we rely heavily on financial incentives
to induce people to leave welfare and become self-supporting, the problem
will remain.

As far as the American public is concerned the overwhelming majorfty--

-~

upwards of 80 to 90 percent--favor some form of government welfare programs
for those who cannot care for themselves. But at the same time they also
favor large cuts in welfare spending because of their firm conviction that
many welfare recipients are ripping the system §f£.

Ahey flatly reject the concept of any form of a guaranteed income
by a two-to-one margin. And, while—they view welfare as a serious p;oblem.
there are many other public issues t!at they hold to be far more important
and critical.

.In spite of the fact that the public is not very interested in grandiose
welfare reform plans, and is flatly opposed to a guaranteed income, there has
been a loud and insisteni clamor for radical welfacc reform. It is important
to note and remember that this clamor for radical welfare reform comes

-3-
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essentially from a small group of committed ideologues who want to institute
a guaranteed income under the guise of welfare reform.

A radical welfare reform plan may not appear to make much sense when
Judged by ordinary welfare reform criteria. But it may prove to be logically
brilliant when viewed as a plan to eliminate economic dependency, equalize
incomes, and end the necessity of having to work for a living.

Of particular relevance to any consideration of a radical welfare
reform plan of the kind sent to the Congress by President Nixon and President
Carter are:

(1) recent findings that the institution of a guaranteed income would
cause a substantial reduction in the work effort of low-income
workers, and a substantial increase in family break-up.

{2) the growing awareness among welfare experts that radical welfare
reform is politically impossible today. No radical welfare reform
plan can be devised that will simultaneously yield minimum levels
of welfare benefits, financial incentives to work, and an overall

cost to the taxpayers that are politically acceptable.

The kind of welfare reform that is possible in the 1980s demands that

we bﬁ!ld on what we have. It will require that we reaffirm our commitment to
the philosophical approach of giving aid only to those who cannot help them-
selves, while abandoning any thoughts of radical welfare reform plans that
will guarantee incomes. What can be accomplished in the way of welfare reforam
depends, to a larée degree, on what the American people want. And right now
they want reform that ensures adequate help to those who need {t, ;llninates

fraud, minfmizes cost to the taxpayers, and requires people to support
~ly-

€0-582 0 - 80 = 7

r .
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themselves if they can do so.

I would like to suggest for consideration in the 1980s a welfare

program that would:

m

2)

3

)

()

(6)
)

Reaffirm the needy-only philosophical approach to welfare and
state it as explicit national policy.

Increase efforts to elininate‘fraud and abuse.

Establish and enforce a fair, clear work requirement.

Remove inappropriate beneficiaries from the welfare rolls,
é.g.. strikers and college students,

Step up efforts to enforce support of dependents by those who
have the responsibility and are shirking it,

Improve the efficiency and effeciiveness of wvelfare anlnistratton.
Shift more responsibility for welfare reform from the federal
government to state and local governments and to private

institutions and individuals.

Senator MoYNIHAN. I also have a paper which Dr. Anderson has
written on welfare, which is in a series called “The United States
in the 1980’s.” This should be made part of the record at this point.

[The pamphlet follows. Oral testimony continues on p. 138.]
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ABOUT THE HOOVER INSTITUTION

The Hoover Institution at Stanford University consists of a specialized library
and archival depository as well as a center devoted to advanced interdisd-
plinary study on domestic and international affairs in the twentieth century.
Since its founding by Herbert Hoover in 1919, the Institution has become an
international center for documentation and research on problems of political,
economic, and soclal change throughout most of the world.

Centrally located on the Stanford campus, the Hoover Tower and the Lou
Henry and ‘Herbert Hoover Memorial buildings house a library of about 1.5
million volumes and one of the largest private archives in the world, consisting
of about four thousand collections. In addition to Stanford students, faculty,
and resident staff, users of the library and archives include scholars from all
over the world who come to do research in the outstanding area collections on
Africa and the Middle East, East Asia, Eastern Europe and Russia, Latin

- America, North America, and Western Europe.

The Domestic and the International Studies programs publish not only the
results of basic research but also current public policy analyses by economists,
political scientists, sociologists, and historians. Each year, the National, Peace
and Public Affairs Fellows Program provides about fifteen scholars the oppor-
tunity to pursue advanced postdoctoral research. The results of this research are
disseminated through a variety of channels: seminars, conferences, books
published by the Hoover and other presses, journal articles, lectures, and
interviews and articles in the news media. In addition, Hoover Institution staff
members provide expert congressional testimony, consult for executive agen-
cies, and engage in a wide variety of other public service activities. Some have
joint appointments with Stanford University departments and other universi-
ties, teach courses, and offer seminars.

From The United States in the 1980s, Peter Duignan and Alvin Rabushka, editors
© 1980 by the Board of Trustees of the Leland Stanford Junior University
All rights reserved
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POVERTY IN THE UNITED STATES

In the early 1960s the United States, after eight years of peace and
steadily increasing prosperity, roused itself and threw its considerable
resources into two mighty efforts—bringing freedom to the people of
South Vietnam and prosperity to the poor in America. At first the efforts
on both fronts were tenuous and tentative. Then the tragic death of John
Kennedy thrust Lyndon Johnson into the presidency. With characteris-
tic force and impetuosity, and eager to establish himself as one of our
great presidents, Johnson rapidly and dramatically escalated both wars.

We are all too familiar with the consequences of the war in Vietnam,
Thousands of Americans were killed or maimed, billions of dollars were
spent, and the Vietnamese people now live under a totalitarian regime
with fewer freedoms than before. But most of the nation has lost sight of
Johnson's other war. Our deep ignorance concerning what happened in
the war on poverty is matched only by our acute awareness of all that
happened in Vietnam.

As the war on poverty began to gain momentum in 1965, federal,
state, and local governments together were spending over $77 billion a
year on social welfare programs. Most of this government spending was
for social security benefits and education. Just slightly over $6 billion
was being spent on direct welfare, The task of eliminating poverty was
viewed as extraordinarily difficult, if not impossible. At that time, some
33 million Americans were officially classified as poor. The poverty line

This essay draws on Martin Anderson’s, Welfare: The Political Economy of Welfare Reform in
the Um'la{ States (Stanford: Hoover Institution Press, 1978).
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was then a little over $3,000 a year for a family of four. Each year it was
adjusted upwards to account for inflation. Tens of billions of dollars
would have to be given to all those below the official poverty line if they
were to catch or surpass that ever upward-moving standard that divided
the country into the poor and the nonpoor.

And the money was given. An almost bewildering array of Great
Society programs was launched, all with the central purpose of trans-
ferring tax dollars from the middle- and high-income c’asses to the
low-income class. Millions of government checks, for tens of billions of
dollars, were printed and mailed and cashed. The most ambitious
attempt to redistribute income ever undertaken in the United States had
begun.

As the efforts to combat poverty accelerated, a peculiar thing oc-
curred. The harsh criticism of government efforts to reduce poverty that
were prevalent in the early 1960s did not diminish. In fact, after the
federal government officially declared war on poverty, the criticism of
welfare seemed to grow in step with the proliferation of antipoverty
programs. Welfare programs were denounced as stingy, unfair, de-
meaning to recipients, contributing to the breakup of families, and so
narrow in their coverage that many poor Americans were destitute,
some of them actually starving. Even the specter of hunger in America
was raised on the evening television news. The people most knowledg-
able about our welfare programs denounced the entire welfare system,
calling it a dismal failure, bankrupt, a mess in need of total reform. The
more government seemed to do, the worse the situation seemed to
become.

The most serious charge was that the war on poverty, in spite of the
billions bemg spent, was not achieving its main goal: to raise poor
people’s incomes above the poverty line. As the monetary costs of
waging wars both at home and abroad mounted, inflation began to take
its toll. The official poverty line was adjusted upwards each year for
inflation. But as the economy grew and welfare programs expanded and
poor people’s incomes increased, it appeared that the line they had to
cross moved ahead of them at about the same pace.

According to the official government statistics, there has been virtual-
ly no change in the poverty level since 1968. For the entire period from
1968 to 1975 the proportion of Americans in poverty apparently hovered
around 12 percent. In fact, the Census Bureau reports that there were
500,000 more poor people in 1975 than there were in 1968. Essentially we
have been told that while some progress was made in reducing poverty
during the early 1960s, little, if any, progress has been made since 1968.
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Most of us, not having the capability or the desire to conduct our own
census, accept what we have been told.

Yet one wonders. The United States is the richest nation in the world.
Its citizens are, by and large, uncommonly generous and benevolent.
Individuals contribute billions of dollars every year in small, private acts
of charitable giving. Private charitable institutions spend billions more.
Federal, state, and local governments spend tens of billions of dollars
every year on welfare and income transfer programs. The economy has
been growing steadily, creating more and more jobs. Is it possible that
some 26 million people still live in abject poverty, having “‘extremely low
incomes’’; that one-eighth of this great nation is literally poor?

In 1970 Edward Banfield, professor of government at Harvard Uni-
versity, wrote:

Some statisticians believe that most figures used considerably exaggerate

both the number of persons whose incomes are low year after year and

the lowness of their incomes. The poor (and the nonpoor as well) gen-
erally underreport their incomes, perhaps because they do not always
know how much they receive or perhaps they are unwilling to tell. Also,
every survey catches some people who at that particular time are below
their normal incomes. (Thus, in 1960 it was found that in the large cities
consumers with incomes under $1,000 were spending $224 for every $100

of income received . . .) Even if one takes the reported incomes as given,

questions of interpretation arise. One economist, using the same figures

as the Council of Economic Advisers, cut its estimate of the amount of
poverty in half—from 20 percent of the population to 10 percent.?

In early 1975, Roger Freeman, senior fellow at the Hoover Institution
at Stanford University, wrote,

The annual income surveys of the Bureau of Census materially under-
report income and . . . cash (money) income omits income in kind . . .
Low-income persons get food stamps, housing subsidies, medical bene-
fits, etc., none of which are counted as income . . . This makes income
appear lower than it actually is . . . In other words, an unknown number
of persons and families have a money income below the official poverty
level in a particular year but may not be poor in any meaningful sense of
the word.?

The welfare experts have all known this, probably for the last fifteen
or twenty years. But few, if any, have had a clear idea of the extent of the
understatement of income and how it varied from the rich to the poor.
The Census Bureau continued to publish its erroneous statistics, all the
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while giving itself deniability by pointing out in some obscure part of the
text that “the underreportmg and nonreporting” should be taken into
account when using its statistics.

Back in 1965, the in-kind income of welfare recipients was relatively
small, and even with the acknowledged underreporting of income the
degree of overstatement of poverty was perhaps negligible. But as the
value of in-kind income grew over the years, and as the level of actual
poverty fell, the total amount of in-kind income not counted and income
not reported accounted for a larger and larger percentage of what was
officially reported as poverty.

Over the years, the discrepancy between what was actually happen-
ing to the poor in America and what the statisticians in Washington
were telling us grew wider and wider. Finally the “‘poverty gap” in the
official Census Bureau statistics became so apparent that it was almost
embarrassing to use the numbers. Almost—for virtually without excep-
tion everyone went on using them.

There have been sporadic attempts to correct the numbers. Academi-
cians, and even the Census Bureau itself, attacked parts of the problem.
In 1972, for example, the bureau reported that it had obtained only “87.0
percent of all wage and salary income, 81.7 percent of all social security
benefits, and 65.5 percent of all public assistance benefits.””? But the
results of such studies, though helpful, never gave any clear indication
of the order of magnitude by which the official government statistics
overstated poverty.

Some analysts began making educated guesses. In 1976 John Palmer
and Joseph Minarik of the Brookings Institution, two acknowledged
welfare experts, speculated that “‘a definition of household income that
both includes the recipients’ cash valuation of in-kind benefits and
adjusts for underreporting of cash income would probably reflect a
current poverty rate close to 5 percent rather than the official level of 12
percent.”*

"~ But guesses, even by prudent experts, can’t be used as a sound basis

for national policy. Finally, in frustration, Congress, using its newly
formed research arm, the Congressional Budget Office (CBO), decidrd
to answer for itself the question, How much poverty is there in the
United States?

The results were startling. Using exactly the same poverty line as the
venerable Census Bureau, the fledgling CBO reported in mid-1977 that
its analysis showed less than 14 million Americans in poverty in fiscal
1976—only 6.4 percent of the population.

There are two reasons why these new figures differ so radically from
the traditional ones of the Census Bureau. First, the new congressional
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study counts the value of noncash welfare benefits in detersining the
yearly income of poor people. Over $40 billion a year is spent by the
federal government alone on food stamps, day care, public housing,
school lunches, medicaid, and medicare. The Census Bureau statistics
ignore these billions in benefits; the Congressional Budget Office
statistics do not. Any income statistics that ignore the gigantic sums
spent by government on welfare and income transfer programs that
provide in-kind benefits are simply not valid. As Alice Rivlin, the
director of the CBO, has said, “"You can argue whether the line for
determining poverty ought to be higher or lower . . . But you can't
argue that because benefits don’t come in the form of cash, they’re not
benefits.”’s '

The second reason involves the underreporting of income. The
Census Bureau acknowledges it, and has some rough estimates of what
it is for various categories of income, but they are not reflected in the
final statistics. The Congressional Budget Office, using the estimates of
underreporting, makes adjustments that are reflected in its final estimate
of poverty.

In late 1977 Morton Paglin, professor of economics and urban studies
at Portland State University, refined the poverty corrections even
further. In addition to the kind of corrections made in the CBO study, he
corrected for the fact that the Census Bureau neglects to account for
households because it unrealistically assumes “‘that there are no econ-
omies of scale and no income sharing unless the persons making up the
unit are all related by blood or marriage.’’® The simulation model used
by Paglin to estimate the effect of in-kind welfare benefits on the poverty
level is similar to the one used by the CBO—with one further refine-
ment. The empirical data base was used to allocate benefits by program
and household size, and the simulation was not performed until “the
last stage when assumptions about multiple benefits must be made.”?

Paglin’s more refined, more recent estimates of poverty are even
more startling than those of the CBO. By his calculations only 3.6 percent
of Americans were poor in 1975.8

Whereas the official level of poverty reported by the Census Bureau
has been essentially constant since 1968, the revised poverty estimates
by both the CBO and by Professor Paglin agree that (1) there has, in fact,
been a stzady decline in the poverty level since 1968, and (2) the degree of
poverty had shirunk to very low levels by 1975,

And this is what one would expect as a result of the massive amount
of welfare spending. As Paglin notes, “The [welfare] transfers have been
on a sufficiently massive scale to effect a major reduction in the poverty
population. It would have been amazing if they had not done so. What



102

144 / WELFARE REFORM

is surprising is the lack of recognition of this accomplishment. Social
scientists have generally accepted and have given wide currency to the
official poverty estimates. It is time for the statistical veil to be lifted so
that the poverty problem can be seen invits true dimensions.”?

Some welfare experts are beginning to change their minds about the
extent of poverty in the United States. Reflecting on the revised CBO
statistics, Alice Rivlin commented, “The nation has come a lot closer to
eliminating poverty than most people realize.”1® Sar Levitan, a profes-
sor of economics at George Washington University who has written
extensively on the welfare programs of President Johnson’s Great
Society, concluded in early 1977 that “if poverty is defined as a lack of
basic needs, it's almost been eliminated.” !

The results of the studies by the CBO and Paglin should not be
surprising to anyone familiar with the growth of our economy and the
increase in our weifare and income transfer programs over the past

_decade or so. Ever since Lyndon Johnson declared a war on poverty in
1964, two powerful forces have been pushing more and more Americans
out of poverty.

The first, and perhaps most important, force is the strong, sustained
economic growth of the private sector. The gross national product more
than doubled from $688 billion in 1965 to $1,710 billion in the third
quarter of 1976. This gain of over $1 trillion in GNP was accompanied by
18 million new jobs. Over 89 million Americans were employed at the
end of 1976. The growth in family income was equally dramatic: from
about $7,700 in 1965, the average family income more than doubled to
$15,546 in 1975. Even after making allowances for inflation, higher taxes,
and a sharp increase in restrictive government regulation, the jprivate
economy produced millions of new jobs and significantly higher wages
and salaries. Many of these new jobs and higher paychecks undoubted-
ly went to people classified as poor when the war on poverty began and
to others who would have become poor in the meantime.

The second major force removing people from poverty is the vast and
growing array of government welfare and income transfer programs.
Since the war on poverty began there has been an explosive growth in
social welfare spending. Total government spending on all social
welfare programs increased from $77 billion in 1965 to $286 billion in
1975, close to a fourfold increase in a decade. Spending on direct welfare
programs has grown even faster. In 1965 the combined spending of
federal, state, and local governments on public welfare was just over $6
billion. By 1975 it was over $40 billion, almost seven times greater.

When President Nixon took office, 48 percent of the fiscal 1969 federal
budget was being spent on defense and 30 percent on health, education,
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and income security. In fiscal 1977, after eight years of Republican
administration, the percentages were exactly reversed: 30 percent of the
federal budget was spent on defense and 48 percent on health, educa-
tion, and income security.

The number of people remaining in poverty is very small and it grows
smaller every day. The growth of social welfare programs—Aid to
Families. with Dependent Children (AFDC), Supplemental Security
Income (SSl), food stamps, child nutrition, day care, public housing,
medicaid and medicare. tuition aid, and social security—has been so
comprehensive and diffuse that virtually all people who cannot truly
care for themselves or their families are eligible for a wide variety of cash
grants and services that provide a decent and adequate standard of
living.

As surprisingly low as the revised estimates of poverty dre, the actual
figures may be considerably lower. The poverty statistics still contain
large numbers of undergraduate and graduate students, some wealthy
people living off assets who report no income, recipients of income from
illegal activities such as robbery, drug traffic, prostitution, and gambling
who obviously aren’t eager to report to any government agency, and
other people who simply don’t like to tell anyone what their true level of
income is. Workers who enter or leave the labor force sometime during
the year may have substantial earnings that would place them well
above the poverty line. Yet they may be counted as officially poor.
When the census count is made early in the year, those questioned are
asked how much income the family had during the last calendar year.
Someone beginning work on, say, October 1, with an annual salary of
$12,000 would be able to report actual earnings of only $3,000 during
that calendar year, and thus would be included among the poor. And
there are even a few people who deliberately choose not to earn more,
even though they are capable of doing so, in order to enjoy a particular
life-style that requires a good deal of free time.

As Robert Haveman, fellow of the Institute for Research on Poverty at
the University of Wisconsin, wrote in 1977: “The day of income poverty
as a major public issue would appear to be past . . . A minimum level of
economic well-being has by and large been assured for all citizens.”’12

The war on poverty has been won, except for perhaps a few
mopping-up operations. The combination of strong economic growth
and a dramatic increase in government spending on welfare and income
transfer programs for more than a decade has virtually wiped out
poverty in the United States.

There will be isolated instances where a person is unaware of being
eligible, or is unjustly denied aid by a welfare bureaucrat, or simply
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chooses not to accept the social stigma of being on welfare. But these
cases are the exceptions. In fact, just the opposite concern—those
getting welfare who have no right to it—is the one that seems to be
growing. )

When the policymakers were passing and implementing the welfare
programs that are currently on the books, their deliberations, it must be
remembered, took place in the context of a deep and widely held belief
that poverty was widespread and highly intractable to their previous
efforts. The welfare and income transfer programs now in place have
developed a momentum of growth that is unlikely to slow down in the
near future.

We have built up an array of programs and resources to attack a
poverty “‘army ’ of 25 to 30 million poor people. The “enemy” is no
longer there, but the attack goes on unabated. We have built up such
a large arsenal of welfare programs, and their momentum of growth
is so strong, that we may soon pass into an overkill capability with re-
gard to government measures to combat poverty. Perhaps we already
are there.

The main goal of welfare in the United States, at least as perceived

“and understood by the vast majority of Americans, is to provide a
decent, adequate level of support, composed of both cash and services,
to all those who truly cannot care for themselves, The kei' criteria by
which to judge the efficacy of welfare programs are two: the extent of
coverage and the adequacy of support.

Coverage of the eligible welfare population is now almost universal—
if one is sick, or is hungry, or cannot work, or is blind, or has small
children to care for, or is physically disabled, or is old—then there are
dozens of welfare programs whose sole purpose is to provide help.

And the level of help is substantial. The average mother on AFDC
with three children qualifies for about $6,000 a year. In some rare cases
in high-paying states, this amount can go so high as to be equivalent to
an annual before-tax income of over $20,000. Virtually all people who
are eligible qualify for government checks and government-provided
services that automatically lift them out of the official ranks of poverty.

The “dismal failure” of welfare is a myth. There may be great ineffi-
ciencies in our welfare programs, the level of fraud may be very high,
the quality of management may be terrible, the programs may overlap,
inequities may abound, and the financial incentive to work may be
virtually nonexistent. But if we step back and judge the vast array of
welfare programs, on which we spend tens of billions every year, by two
basic criteria—the completeness of coverage for those who really need
help, and the adequacy of the amount of help they do receive—the
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picture changes dramatically. judged by these standards our welfare
system has been a britliant success.

The war on poverty is over for all practical purposes. We should now
begin thinking about how to revise our welfare strategies to deal with
the problem of preventing poverty, to make programs more effective
and efficient, to eliminate unnecessary programs, and to focus more on
the social problems that widespread welfare dependency will bring.

THE POVERTY WALL

The virtual elimination of poverty in the United States has not been
accomplished without costly social side effects. The most important and
potentially troublesome effect is the almost complete destruction of
work incentives for the poor on welfare. The nature of our new welfare
programs and the massive increases in welfare payments have com-
bined to sharply reduce, and in some cases eliminate altogether, any
financial incentive for welfare recipients either to get a job or to attempt
to increase their current low earnings. The welfare system has so
distorted incentives to work that people on welfare now face higher
effective marginal tax rates on earned income than even those making
$100,000 a year or more.

This destruction of work incentives is a direct and necessary cons--
quence of the drive to eliminate poverty. All our major welfare programs
are “income-tested,” meaning that the amount of welfare received in
cash or in services is dependent on the amount of money the welfare re-
cipient earns. When someone on welfare begins to earn money, or
increases his or her earnings, it is assumed that the need for welfare de-
clines, and the amount of welfare payments or services is reduced
according to a formula appropriate to the welfare programs providing
benefits. )

If a welfare recipient is receiving money and services from two or
more programs, the earning of additional income has a multiplier effect
on net take-home “pay.” If a person is receiving benefits from three dif-
ferent programs, there will be three separate benefit reductions as soon

. as the new income is reported.

Most of our welfare programs were designed and developed to take
care of the needs of a particular poor segment of the society, and often
little or no thought seems to have been given to the effect of their inter-
action with other welfare or public assistance programs. The result is a
cumulative negative effect on a poor person’s incentive to work that is
devastating.
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For example:

In New Jersey an unemployed man with a wife and two children receiv-
ing public assistance and food stamps would add only $110 to this net
monthly income if he took a full-time job paying $500 a month. In addition,
he would lose eligibility for medicaid, which pays an average of $52 a
month for the medical bills of an AFDC family in New Jersey. A Tennessee
father who is eligible for food stamps and the unemployment insurance
maximum gains only $4 a week by taking a part-time job paying $75 a
week. A New Jersey mother of three receiving benefits from medicaid, aid
to families with dependent children, food stamps, and public housing
would gain only about 20 percent of the total income derived from taking
a full-time job paying as much as $700 or even $1,000 a month.!?

A reduction in the amount of one’s welfare check has the same effect
on one’s net pay as the payment of taxes. The amount of the welfare re-
duction, when expressed as a percentage of new or additional earnings,
is equivalent to a marginal tax rate on earned income. Perhaps it should
be called a “welfare tax.” In the first example cited above, the effective
marginal tax rate is 88 percent; in the second it is 95 percent; and in the
third, 80 percent. R

In 1972 the Joint Economic Committee of Congress conducted a com-
prehensive review of welfare programs in the United States. Martha
Griffiths, chairman of the Subcommittee on Fiscal Policy that conducted
the study, made this comment on the results of some of its studies:
“Current government programs can discourage work effort and result in
intolerably little improvement in the income of the beneficiaries . . . These
are the equivalent of confiscatory tax rates.” 4

The incredibly high marginal tax rates paid by those on welfare are a
serious and direct disincenfive to work. Why should someone work
40 hours a week, 50 weeks a year for, say, $8,000 when it would be pos-
sible not to work at all for, say, $6,000? People on welfare may be poor,
but they are not fools. Any rational calculation of the net returns from
working by someone on welfare would discourage any but the most
doggedly determined.

To further compound the problem, poor people are subject to regular
federal, state, and city income taxes when their earnings move over the
poverty level. For instance, in 1976 they had to pay 5.85 percent of their
earnings in social security taxes. And when the typical family cf four
had eamings of over $6,900 a year it had to begin to pay federal income
taxes. Many states have income taxes that start at fairly low levels of
income. And then, of course, there are 3 number of cities with income
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taxes, especially those with high welfare populations like New York
City. These tax rates are combined with the tax rates resulting from
welfare reduction, and they all apply at the critical range of income
where a person is just beginning to feel self-sufficient. The tax rates are
not directly additive, because welfare programs such as AFDC and food
stamps compute benefits due on net earnings after income taxes have
been deducted.

Little can be done about the problem. The elimination of all federal,
state, and local taxes up to, say, $10,000 of annual income would be pro-
hibitively expensive in terms of lost tax revenues, for—to be fair—taxes
for everyone earning income within that range, including those not on
welfare, would have to be eliminated.

There are only two ways to eliminate the high tax rates implicit in our
current array of welfare programs. One is to sharply reduce the basic
welfare payment; the other is to hold the basic payment where it is and
simply lower the rate at which welfare benefits are reduced as income
rises. There are serious problems with both alternatives. The first, low-
ering the welfare payments, is politically impossible today. The second,
lowering the welfare reduction rate, would increase the cost of welfare
to taxpayers by such phenomenal sums—tens of billions of dollars a
year—that it has no better chance of becoming a political reality than the
first.

For better or worse, high marginal tax rates are a necessary and en-
during part of our current welfare system. The policymakers had no
other choice. As the extent and level of welfare escalated rapidly during
the last decade, they had to keep the marginal rate of taxation on welfare
and public assistance very high in order to avoid massive increases in
the number of Americans eligible for welfare and the spectacular cost
that would have followed.

But the acceptance of these high, incentive-destroying tax rates has
had an unforeseen cost. With scarcely anyone noticing it, the poor peo-
ple in this country have been deeply entangled in a welfare system that
is rapidly strangling any incentive they may have had to help themselves
and their families by working to increase their incomes.

Few deny the depressant effect high marginal tax rates have on the
incentive to work and earn more money. Partly in recognition of this
fact, the top federal tax rate on earned personal service income was re-
cently lowered from 70 to 50 percent. But as tax disincentives were being
reduced for the nonpoor, our welfare programs moved in the opposite
direction. In the headlong rush to help poor people; we have created a
situation where the poor of America are subjected to significantly higher
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We have, in ironic consequence of our massive effort to eradicate pov-
erty from the land, virtually destroyed any financial incentive that the
poor may have had to improve their economic condition. We have, in ef-
fect, created a poverty wall with our tax apd welfare system that, while
assuring poorpeople a substantial subsistence level of income, destroys
their incentive to work and sentences them to a life of dependency on
the government dole.

The gross disparity between the tax disincentives faced by welfare re-
cipients and by working.people not on welfare is shown graphically in
Figure 1. The working head of a typical family of four pays three major
taxes on earned.income—social security tax, state income tax, and
federal income tax. The heavy solid line in Figure 1 represents the total
marginal tax rate that such a family pays on wages and salaries as aresult
of these three taxes. The total marginal tax rate attributable to the combi-
nation of these three taxes in 1976 begins at a little below 6 percent, in-
creases to over 19 percent at $6,100 of income, then climbs steadily to

FIGURE 1
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almost 32 percent at $16,500. At this point it drops by 5.85 percent be-
cause of the income limitation on the social security tax. Then it begins
to climb once again until it peaks at 61 percent for $49,800 of annual
income. For any additional earned income over $49,800, the marginal
rate remains constant at 61 percent.

The tax burden facing the poor person on welfare is dramatically dif-
ferent. The poverty wall effectively prevents many of the poor from ever

_leaving that status. Perhaps even sadder, it may even take away the
hope of doing so.

The nature of the poverty wall that confronts any particular welfare
family is determined largely by where the famlly lives and the number of
welfare programs it benefits from. The various combinations possible
are almost endless, but a typical case can effectively illustrate the order
of magnitude of the marginal income tax rates these families are subject
to when welfare benefits are reduced because of increased family
income. One such example was recently constructed by Henry Aaron of
the Brookings Institution to show the nature of the tax rates faced by an
AFDC family of four that also received medicaid benefits, food stamps,
and housing assistance.$

As Aaron points out,

The marginal tax rates are high and capricious. On all earnings from $576
to $8,390 per year, the family eligible solely for AFDC and medicaid faces
a tax rate of 67 percent. Eligibility for food stamps and housing assistance
raises the tax rate as high a3 80 percent, and brings it to 73 percent over the
income range from $4,000 to $8,300. When eamings reach $8,390, the
family is removed from the welfare rolls and at that instant loses $1,000
medicaid benefits and, if eligible, a $288 food stamp bonus. 16

The dotted line in Figure 1 traces the course of the effective marginal
tax rates that face a typical welfare family thinking either about going to
work or about trying to increase eamings. Although the nature of the
marginal tax rates will vary widely from family to family, depending on
the welfare programs they receive benefits from, the relative order of
magnitude of the tax rates they face compared with those of nonwelfare
workers is clearly shown. Up to earnings of approximately $8,400 a
year, welfare recipients typically face effective marginal tax rates that
are far, far higher than those faced by the typical working family, in
that same range, not receiving welfare. In fact, the tax rates are sub-
stantlally hlgher than for all workers not on welfare, regardless of -
income. It is only when the earned income of welfare recipients reaches
about $10,000 a year that they achieve the same tax status as other
working Americans.

$0-582 0 - 80 - 3
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There is one additional tax rate complication that should be noted
here. In 1975 an earned income credit was added to the federal income tax
code. Its basic purpose was to increase the financial incentive to work for
the heads of low-income families by giving them money as a reward for
working. Past changes in the deductions, exemptions, and credits of the
federal income tax have given massive financial relief to poor families by
eliminating all federal taxes.on incomes of less than $6,100 a year. This
special “credit” eliminated federal taxes on all incomes up to $6,900 and
‘added a new twist.

The earned income credit applies only to earnings up to $8,000 a year.
A family with no income receives no “credit.” But, beginning with the
first dollar earned, a family gets an earned income credit equal to 10 per-
cent of all earnings up to $4,000 a year. If earnings are $1,000, the
“credit” is $100; the maximum “credit” is $400 for earnings of $4,000.
Because there are no federal income taxes to be paid within that income
range, the “credit” is translated into a federal payment. If a family earns
$1,000 and files a federal tax return, the federal government will mail it a
check for $100. If the earnings are $4,000, the check will be for $400. For
earnings between $4,000 and $8,000 the amount of the earned income
credit declines. For earnings of $5,000 the “credit” is reduced to $300; for
earnings of $6,000 it is $200; for earnings of $7,000 it is $100; and at
$8,000 the “credit” is_phased out completely.

The earned income credit is, in effect, a separate welfare program run
through the Internal Revenue Service. The federal government now
pays low-income workers a bonus of 10 percent on all earnings up to
$4,000, and then decreases the size of the bonus by 10 percent as
earnings increase to $8,000. In 1976, “$1.3 billion was transferred to 6.3
million low-income tax units” through this so-called tax credit.?

One notable result of the earned income credit is a negative total
marginal income tax rate of 4.15 percent on all earned income of less
than $4,000 a year. But once the family passes the magic $4,000 level, the
marginal tax rate leaps dramatically by 20 percent to just under a
positive 16 percent. At $6,100 of income the normal federal income tax
comes into play, and the result is an additional sharp increase: between
$6,000 and $7,000 the total marginal income tax rate is 29.2 percent;
between $7,000 and $8,000 it is 31.8 percent.

The range of earnings from $4,000 to $8,000 is a critical one in terms of
work incentives. For many people it is here that the struggle to escape
from poverty and welfare will take place. Unfortunately, the earned
income credit has instituted a potentially destructive barrier that low-
income workers must now deal with. Over a $2,000 span of income, the
marginal income tax rate increases over 33 percentage points—from a
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negative 4.15 percent to a positive 29.2 percent. Instead of facing the
kind of gradually rising marginal tax rate shown in Figure 1, many low-
income workers, because of the earned income credit, must now cope
with an abruptly steep “tax wall” that is similar to the one confronting
their more unfortunate brothers and sisters on welfare.

The earned income credit will probably not become a permanent part
of the federal income tax, but until it is removed it will severely distort
the financial incentive effects of the federal income tax. When the effects
of the earned income credit are combined with those of social security
taxes and state income taxes, the path of the total marginal tax rate is
wondrous to behold, resembling the profile of a roller coaster far more
than a sober financial chart.

Thus, while poverty was being virtually eliminated during the last
decade or so, a poverty wall of high taxation was erected in front of
millions of Americans. As more and more reliance was placed on using
financial incentives to work to induce people to leave the welfare rolls,
government welfare policies themselves raised an effective psychological
barrier to their gainful employment. As one staff study prepared for the
" Joint Economic Committee’s study of welfare put it, “In contrast to the
rhetoric of Government officials exhorting recipients to work for their
income, the Government itself imposes the largest barrier to work.”'18

In effect we have created a new caste of Americans—perhaps as much
as one-tenth of this nation—a caste of people free from basic wants but
almost totally dependent on the state, wiih little hope or prospect of
breaking free. Perhaps we should call them the Dependent Americans.

THE CLAMOR FOR WELFARE REFORM

As the number of welfare programs multiplied and the number of
people receiving welfare checks and benefits grew, as the amount of the
welfare payments increased, as the number of people living in poverty
dropped precipitously, one might have reasonably expected to hear a
round of cheers for this unprecedented attack on poverty. But this did
not happen. The voices of praise were silent. Instead the welfare system
was denounced by nearly all those who cared enough about what was

"going on to comment and write about it. The more money that was
transferred from the taxpayers to those without incomes, the more the
criticism grew. ,

Books were written about welfare reform. Piesident Johnson made
the war on poverty his major domestic concemn. President Nixon pro-
posed a “Family Assistance Plan” as his domestic policy centerpiece.
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George McGovern tried to get his campaign moving in 1972 by propos-
ing $1,000 a year for everyone. Hundreds of academic studies poured
forth. President Ford tried to develop a plan in 1974, and President
Carter, on taking office in 1977, quickly made welfare reform one of his
first domestic priorities.

Yet in spite of the powerful pressures for welfare reform, the
wonderfully detailed plans that were put forth, and the support of the
media, little was accomplished in the way of major, substantial change.
The welfare system grew and prospered along traditional lines, almost
immune to the mounting chorus of criticism. It-is surprising that no
radical change took place and that so little credit was given to the system
for what it was accomplishing. Perhaps the answer to this anomaly lies
in the nature of the several philosophical approaches to welfare that
exist in this country, and in the relative power of the groups that hold
these views.

There are essentially three philosophical approaches to welfare in the
United States. The first is the private charity approach. Holders of this
view maintaih that the state has no business appropriating other
people’s money to give to those deemed poor. They believe that private
charitable organizations and acts of private giving could do the job
effectively and with a greater sense of personal caring than the govern-
ment, and that these private efforts would increase to the extent that
government diminished its role in welfare. In today’s society the private
charity view is held seriously by only a small percentage of the
population, and, except for the img\rtant supplemental role of private
charity, has little effect on government policy.

A second philosophical view, the needy-only approach, holds that
persons who, through no fault of their own, are unable to care for
themselves or for their families should receive help from the govern-
ment. The role-of government is seen as a limited one. Welfare
payments should go only to needy people, and the amount of the
payment should be in proportion to their need. If someone is able to
work, welfare should be denied. People on the welfare rolls should be
helped and encouraged to become self-sufficient by whatever reason- _
able means are available and effective. Being on welfare is viewed as a
state of dependency, an acknowledgment that one is not able to take
care of oneself without help from others. The needy-only approach is
taken by the overwhelming majority of Americans. It has been the
traditional approach to welfare in this country for many years, and
support for it is widespread and deep.

The third philosophical approach is a relative newcomer to the United
States. Only within the last two decades or so has it been discussed
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seriously and gained support. Its premises are that everyone has a right
to a basic level of income, that the government should guarantee to
every citizen'a level of cash income high enough for him or her to live in
moderate comfort, and that no restrictions whatsoever should be placed
on the use of the' money. This is the guaranteed income approach to
welfare. Some holders of this view seem to believe that people basically
like to work, that they will do so whenever they are sufficiently
rewarded, and that even mild incentives will encourage them to ieave
the welfare rolls and improve their standard of living. '

At the heart of the guaranteed income approach is the premise that
people have a right to a certain level of income completely independent
of their ability to earn. Under a guaranteed income there is no attempt to
differentiate between those who cannot help themselves and those who
can. The system  automatically provides benefits to everyone. It is
assumed that no stigma can be attached to those who cannot take care of
themselves, as everyone would have the same minimum level of income
by right. In special cases of extreme need, the basic income guarantee
can be augmented. What distinguishes this view from the traditional
view of welfare in the United States is its assumption of starting with a

' base income guarantee for everyone, and then building up and out from
that base.

Although these three approaches to welfare exist side by side, only
two of them—the needy-only approach and the guaranteed income
approach—are serious contenders for the hearts and minds of welfare
policymakers. Private charity is almost universally approved, but few
support it as the total answer to poverty. One can make a logical,
theoretical case for the private charity approach, but it is not politically
viable at this time. ~ -

The clamor for welfare reform and the controversy surrounding it
stem largely from a deep conflict in the philosophical views of the two
remaining groups. The first group—supporting the needy-only ap-
proach—contains the large majority of the American people. They
believe there is a clear role for government to play in providing cash
benefits and services to the poor, especially to the blind, the disabled,
and the aged, but they reject the concept of a guaranteed income by
large margins in poll after poll. Their views on welfare, however, are
passive. They don’t demonstrate; they don't study the welfare system;
they don’t write or make speeches about it. Their power lies in their
votes, at the polls. They will tolerate and even enthusiastically support a
political candidate who pledges to improve welfare—who pledges to see
that the really needy get adequate help and to end the welfare abuse and
fraud they suspect permeates the entire welfare system.
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But they will turn on the candidate who proposes to guarantee an
annual income, with their money, to someone who is capable of
working and doesn’t feel like it. They have a realistic, traditional view of
life. They believe there are many people, perhaps even themselves,
who, if guaranteed an income, would simply cease working and loaf.
And they do not understand, and probably never will understand, why
they should work to support someone who prefers not to work.

The advocates of a guaranteed income are different. The number of
advocates and supporters of this philosophical approach is small, but as
a group they are very influential. They come from the universities, the
welfare agencies that administer the progranis, the media, and the gov-
ernment. Some of them are welfare recipients. What they lack in the raw
political power of votes, they make up for with the effectiveness and
persistence of their advocacy. They study the welfare system, they
. develop the programs and draft the legislation, they administer the
programs and then they criticize them. They write and speak and make
their views known, both to the media and to policymakers. On occasion
they have been known to demonstrate. ’

Almost without exception, the calls for sweeping “welfare reform’
over the past fifteen years or so have come from the supporters of some
form of a guaranteed income. What they consider to be reform,
however, differs markedly from what the holders of the needy-only
approach consider to be reform. The advocates of a guaranteed income
want to radically change the current welfare system from welfare for the
needy only to a guaranteed income for all. Almost everyone else sees
welfare reform as something that will ensure that those who need help
get help, as something that will remove from the welfare rolls those who
are defrauding the system, and will'make the programs more efficient
and less costly to the taxpayers.

The greatest difficulty faced by the proponents of a guaranteed
income is the fact that the vast majority of the American people don’t
accept the idea. Most Americans cannot understand why they should
work and support others who, though capable, are not working. They
feel it is morally wrong. As Henry Hazlitt once stated, “If you claim a
‘right’ to an income sufficient to live in dignity, whether you are willing
to work or not, what you are really claiming is a right to part of
somebody else’s earned income. What you are asserting is that this
other person has a duty to earn more than he needs or wants to live on,
so that the surplus may be seized from him and turned over to you to
live on. This is an absolutely immoral proposition.'1?

As far as the American public is concerned, the idea of a guaranteed
income has been crisply rejected in every known public opinion poll that
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has dealt with the issue. There is little popular support for the principle
of a guaranteed income and a decided lack of interest in the subject. As
Aaron Wildavsky and William Cavala stated in 1970, “Policies that
provide unearned income run counter to widely held and deeply felt
American values, such as achievement, work, and equality of oppor-
tunity. The large tax increase or drastic reallocation of public funds
required to guarantee income has few supporters.”

THE EFFECT OF WELFARE ON WORK

One of the most important questions that should be asiked about any
radical welfare reform plan that promises to guarantee incomes is: What
effect will it have on the work effort of the poor? Most Americans still
believe strongly in the work ethic. If millions of low-income Americans
“retired” from the labor force to live on their income guarantees, there
is little question that intense political controversy would follow. Those
receiving the guarantee could become a powerful political force, de-
manding and getting ever-increasing benefits. There would certainly be
some negative effect on the economy if large numbers of people stopped
working or reduced the number of hours they worked.

A major reduction in the work effort of the low-income population
would have endless-ramifications—socially, economically, and politi- -
cally—and the speculation on what the consequences of these ramifica-
tions might be is also endless. There seems to be little disagreement with
the proposition that any substantial reduction in the wor. effort of the
low-income population would pose the danger of profound, far-
reaching social and economic consequences. There is, however, a great
deal of uncertainty about whether guaranteeing incomes would really
cause the recipients to stop working en masse. And speculation on the
possible consequences is idle unless we have sufficient reason to suspect
that it might, in fact, happen.

Most people have what, to them, seems a common-sense view of a
guaranteed income. If someone has the option of working or not
working to obtain the same or virtually- the same amount of income, all
other things being equal, he will choose not to work. In some cases, of
course, social factors such as the.work ethic, pride, and what his
neighbors might think will induce him to keep on working. But what ifa.
guaranteed income plan should become so widespread that many of his
fellow workers in the same income bracket choose not to work, and the
social pressure directed against him becomes a pressure not to work? In
recent years we have seen such a change in our welfare system. Partly
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because of the sharp increase in the number of people on welfare, and
partly because of the efforts of “welfare rights”” groups, the stigma of
being on welfare seems to have been substantially attenuated. Many on
welfare today feel no compuncticn whatsoever about receiving it, often
asserting that they have a right to it. Some workers, who gain great
psychological satisfaction from their work, may choose to continue what
they are doing in spite of the guarantee. But how many low-income jobs
provide that kind of satisfaction? Without actually trying a nationwide
guaranteed income, and relying on what we know (or what we think we
know) of human natute, it seems reasonable to assume that the fears of
large numbers of people quitting work to live off the dole are not
unfounded, and that such a possibility is fraught with dangers for our
society

We know that if we raise the effective tax rate closer and closer to 100
percent, a person’s incentive to work diminishes. At 100 percent he gets
nothing but whatever psychological pleasure there is in the work. Con-
ceivably, under certain circumstances he might continue to work as the
rate surpassed 100 percent. But this would be an unusual case.

What happens when a person is guaranteed the same amount of
income, or some amount close to it, whether he works or not? A priori,
we would expect that as the amount he received moved closer and closer
to the amount he would receive if he worked, he would work less and
less. If the amount of guaranteed income surpassed the amount he could
earn by working, the disinclination to work would be even greater. The
higher the guarantee relative to the amount he could earn by working,
the less inclined the person would be to work—except, of course, for the
psychological benefits involved.

The effect of increased income on a person’s work effort has been
studied intensely by economists for many years, and among them there
is almost unanimous theoretical agreement that a guaranteed income
would cause significant numbers of people to cease working or reduce
the number of hours worked. But no matter how convinced we may be
in our own minds that many people would gladly swap the cacophony
of an alarm clock at 7 o’clock every morning and the necessity of doing
what someone else wants them to do 40 hours a week, 50 weeks a year,
for a leisurely rising time and the freedom to pursue their personal -
interests, we are still not completely sure what would happen if a real
guaranteed income should come to the United States.

Advocates of a guaranteed income themselves have few qualms about
the possible adverse affects on our society. Commenting on the psy-
chological aspects of a guaranteed income, psychoanalyst Erich Fromm,
an ardent adyocate of such a plan, acknowledges that “the most obvious
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question is whether a guaranteed income would not reduce the incen-
tive to work,” but then quickly lays this concern to rest as he continues,
““Man, by nature, is not lazy, but on the contrary, suffers from the results
of inactivity. People might prefer not to work for one or two months, but
the vast majority would beg to work . . . Misuse of the guarantee would
disappear after a short time, just as people would not overeat on sweets
after a couple of weeks, assuming they would not have to pay for
them.”2! o
. In spite of such enthusiastic professional opinion, a few nagging
doubts do remain. Have the economists been wrong in their theory all
these years? Are the common-sense instincts of the average American in
error? Will a large segment of our society, perhaps as many as 30 or 40
million people, now on welfare or earning relatively low incomes
proceed much as they did before they discovered that a reasonably high
level of income is guaranteed, whether they work or not? Or will they
stop working in substantial numbers?

As with all social policy there is no sure answer. There is no foolproof
way to know what the social and economic consequences of a new,
radical social welfare plan will be until many years after we implement
it. When the military draft was ended by President Nixon in 1971, many
people feared that our military strength would be sharply reduced as
both the number and the quality of recruits dropped. They also
predicted an all-black army, an army composed of the children of the
poor, or one made up of the misfits of our society. Fortunately, their
predictions were wrong. When a national urban renewal program began
back in 1949, many scholars, politicians, and social commentators confi-
dently predicted the rebirth of our nation’s cities. But no one predicted
that urban renewal would scarcely renew a city block, let alone a city,
that it would worsen housing conditions for the very people it set out to
help, that it would destroy four homes, most of them occupied by
blacks, for every home it built—most of them to be occupied by middle-
and upper-income whites.2? . ’

In the case of the guaranteed income, we are more fortunate. During
the last decade or so an impressive body of data has been painstakingly
accumulated by scholars and government analysts that allows us to
predict the consequences of a guaranteed income with far more confi-
dence than was possible for other social policies in the past. These
studies concern the behavior of people, in particular welfare recipients
and low-income workers, under conditions that simulate to some
degree the conditions that would exist under a guaranteed income.
Individually, their results are rather tentative and inconclusive. Taken
together, their findings are inescapably clear—and alarming.

]
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There have been three major types of research studies that attempt to
estimate the effect of radical welfare reform p!ans on the work effort of
the poor and the near-poor. The first type is based on an analysis of
existing welfare programs, of how people now on welfare have changed,
or not changed their attitude toward work. The second type, called the
“’cross-section” study, is essentially an economic and statistical analysis
of large quantities of survey data showing how people tend to behave
when faced with cash transfer payments and mcreasmgly high margmal
tax rates. The third type is composed of a series of direct experiments in .
which selected families were “given’” a form of a guaranteed income and
their actions were closely observed and analyzed. All three types of
studies have the same goal: to judge the effect of guaranteed welfare
payments on the work effort of those who would receive them.

The ultimate purpose of the studies and experiments is to predict
what would happen if a guaranteed income were established in the
United States. Making such'a prediction is fraught with difficulties and
uncertainty. The studies and experiments cover different groups of
people, under different circumstances, in different parts of the country,
at different times. The specific nature of any guaranteed income can
vary depending on the level of the basic income guarantee and the tax
rate lmposgd on income earned by recipients of the basic guarantee. A
precise prediction of what would happen if such a radical social scheme
were tried is impossible, but it is entirely feasible to construct an “order of
magnitude” prediction that can give us a reasonably accurate idea of the
direction and approximate extent of the social consequences that would
flow from a guaranteed income.

As to the direction that these changes would take, the studies and
experiments are all in agreement. Regardless of whether it is a study of
an existing welfare program, or an economic and statistical analysis of
survey data, or a controlled guaranteed income experiment; regardless
of whether one considers the work response of husbands, or of wives,
or of female heads of families, the results are consistent: a reasonable
level of a guaranteed income causes low-income workers to reduce the
number of hours they work, and the larger the amount of the guarantee
relative to their incomé, the more they tend to stop working. The high
tax rates that would be a necessary part of any politically feasible
guaranteed income plan would also cause low-income workers to
* reduce the number of hours they work; and the higher the marginal tax
rate the more they would tend to stop working. As the report on the
results of experiments in Seattle and Denver concludes, ‘“The empirical
results indicate that both disposable income and net wage changes induce



119

Martin Anderson / 161

husbands, wives, and female heads of families to reduce their labor
supply. These results are statistically significant, are consistent with
economic theory, and are relatively large, indicating that behavior is
influenced by changes in incentives.”

What many people have suspected for some time is true. Poor
people, like those with higher incomes, make rational economic deci-
sions. If their income is little affected by working more, they will not
work very much more. If their income is little affected by working less,
then they will work less. This is not to say that the poor value idleness,
but they do value leisure, just as much as the nonpoor. Whether they
will spend that leisure time profitably or not we do not know. But it
seems fair to say that bowling, fishing, working around the house,
writing poetry, or, in some cases, just loafing for awhile, are clearly more
attractive than many low-income jobs. The question is not will low-
income people reduce their work effort if guaranteed an income with
large implicit tax rates; the question is how much they will reduce it.

The actual amount of work reduction that would occur as a conse-
quence of a guaranteed income will never be known for sure unless we
implement one and live with it for a decade or so. But based on the best
evidence we now have—from studies of existing welfare programs,
from economic and statistical analyses of survey data, and from six
major guaranteed income experiments—we can be reasonably sure that
the institution of a guaranteed income will cause a substantial reduction
(perhaps as much as 50 percent) in the work effort of low-income
workers. As long feared by the public, and recently confirmed by
independent research studies, such a massive withdrawal from the
work force would have the most profound and far-reaching social and
economic consequences for our society. -

THE IMPOSSIBILITY OF RADICAL WELFARE REFORM

For over fifteen years a number of economists and social science
theorists have put forth plans for radically altering our welfare system
from its current purpose of helping needy people to guaranteeing
incomes for everyone. The long string of specific proposals includes
Milton Friedman'’s negative income tax (1962), Robert Theobald’s guar-
anteed income (1965), James Tobin’s guaranteed income™ plan (1965),
R. J. Lampman'’s subsidy plan (1967), Edward Schwartz’s guaranteed
income (1967), the negative income tax:plan of President Johnson’s
Income Maintenance Commission (1969), President Nixon’s Family

!
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Assistance Plan (1969), George McGovern’s $1,000-a-year plan (1972),
Great Britain’s credit income tax (1972), and HEW’s Income Supple-
mentation Plan (1974). The plans provided for minimum income guaran-
tees ranging from $1,500 to $6,000 a year for a typical family of four. The
effective marginal tax rates ranged from 50 percent to well over 100
percent. The costs of the plans ranged from several billions to over $50
billion a year. All would have added tens of millions of people to the
welfare rolls.

A common thread running through each of these plans is the
planner’s dream of simplification. The welfare system we now have is
difficult to understand and difficult to administer. It has multiple
programs, varying payments, and regulations that vary from state to
state. It is very complex. The radical reform plans would replace it with a
single system that purportedly would be easy to understand and easy to
administer, with the same payments and regulations applying to the
entire country.,

The current welfare system can be likened to a rugged terrain of hills,
mountains, and valleys, a wonderfully complex array of programs,
payment levels, and eligibility rules that change as one moves from city
to city, from state to state. It can be argued that this is as it must be, a
complex welfare system deahng with the very complex problem of the
poor in America. This view is shared by a small, but influential group of
welfare experts. One of them, Senior Fellow Richard Nathan of the
Brookings Institution and formerly Deputy Undersecretary for Welfare
of HEW, asserts flatly, “The existence of a ‘welfare mess’ tends to be
overstated. Any system that provides aid to people in the lowest-income
groups, who are highly mobile and often have limited job and literacy
skills, is going to be difficult to administer.”’24

All of the radical welfare reform plans woulid like to level the hilly and
mountainous terrain of the current welfare system, replacing it with
broad, flat plains. One critical element in all these plans is the height of
the plain that would replace the hills and mountains. If it is set lower
than any of the hilltops and mountain peaks, welfare payments will be
reduced for hundreds of thousands, perhaps millions, of Americans. If
the new welfare plan is raised to the highest peaks and all the valleys are
filled in, welfare payments will be sharply increased for millions of
Americans and the costs will be extraordinarily high. There is no way
out of this dilemma.

But the demography of low-income America has not hindered the
quest for a guaranteed income plan that will work. Like medieval
alchemists searching for the universal solvent, some modern social
scientists continue to search for a feasible guaranteed income plan—a
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plan that will simultaneously provide a decent level of help for the poor,
guarantee a basic income for all, have a reasonable cost, and be
acceptable to the voting public. All would agree that such a plan is
difficult to find; perhaps a more interesting quesnon is whether such a
plan is possible.

All radical welfare reform schemes have three basic parts that are.
politically sensitive to a high degree. The first is the basic benefit level
provided, for example, to a family of four on welfare. The second is the
degree to which the program affects the incentive of a person on welfare
to find work or to earn more. The third is the additionat cost to the
taxpayers.

There are many other important aspects of welfare programs and the
plans to reform them, but each of the above three is critical to the chance
of any particular reform plan passing Congress and being signed into
law by the president. To become a political reality the plan must provide
a decent level of support for those on welfare, it must contain strong
incentives to work, and it must have a reasonable cost. And it must do all
three at the same time. If any one of these parts is missing or deficient, the
reform plan is nakedly vulnerable to anyone who wishes to attack and
condemn it.

The typical welfare family of four now qualifies for about $6,000 in
services and money every year. In higher-paying states, like New York,
a number of welfare families receive annual benefits ranging from $7,000
to $12,000, and more.

There is no way that Congress, at least in the near future, is going to
pass any kind of welfare reform that actually reduces payments for
millions of welfare recipients. Even the most hardy welfare skeptics in
Congress will shy away from this possibility. The media response would
be virtually unanimous: the “reform’ would be denounced as cruel and
mean-spirited. Countless documented case examples would soon drive
the point home to everyone watching the evening television news. Even
if Congress were to pass a cut in welfare benefits for millions of
Americans, no president could resist vetoing the bill.

Any radical welfare reform plan has to ensure that virtually no one
now validly covered under any of our welfare programs would.suffer
any loss or reduction in benefits. This is especially true of programs for
the blind, the aged, the disabled, and those on AFDC. The minimum
level of support provided for a family of four by any reform plan must
- approach the level of payments in states like New York and California,
where a large segment of the welfare population lives, a level that
averages approximately $6,000 a year.

A second major consideration concerning the political feasibility of
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any radical welfare reform plan is the “welfare tax rate.” All current
welfare programs that are income-tested provide for a reduction in the
amount of the welfare payment when the recipient of those payments
begins either to earn money or to earn more money. And all of the
proposed radical welfare plans incorporate some schedule of welfare
payment reductions as a function of increasing income—the more you
earn, the less you get from the taxpayers.

This welfare tax rate has the same effect on the financial incentive to
work as normal taxes. As noted earlier, the financial incentive for a
welfare recipient to get a job, or to earn more money, is directly related
to how much the person earns and how much welfare benefits are
reduced because of those earnings. If a welfare recipient earns an
additional $1,000 a year and his welfare check is reduced by, say, $200,
the result is precisely the same as if he had to pay $200 in federal income
taxes on $1,000 of income. In both cases the effective tax rate would be
20 percent. If welfare benefits are reduced $500 for every $1,000 increase
in earnings, the tax rate would be 50 percent; if they are reduced $700 for
every $1,000 increase in earnings, the tax rate would be 70 percent, and
so on.

A person’s desire for additional income is unquestionably diminished
~ when he realizes that he can keep only half or a quarter of it for himself.
To make the financial incentive to work the main instrument for
inducing potentially self-sufficient people to leave the welfare rolls and
rise out of poverty, and then to impose on those people incentive-
destroying rates of taxation far above that of the average worker, is
unconscionable and clearly contrary to the expressed goals of welfare
reform, -

Any radical plan for the reform of. welfare that does not ensure a
strong financial incentive to work is vulnerable to the same charges that
were leveled at President Nixon’s Family Assistance Plan by the Senate
Finance Committee with such devastating effect in 1969.

Exactly what constitutes a strong financial incentive to work is open
to debate, for a marginal tax rate that may discourage one person from
working could easily have little or no effect on someone else. But in
general terms we can say that low marginal tax rates, from zero to, say, 15
or 20 percent, seem to have a relatively minimal effect on work effort;
that as tax rates move up into the region of 40, 50, or even 60 percent, an
increasing number of people are adversely affected; and that as tax rates
approach the confiscatory levels of 80, 90, or even 100 percent and more,
the work disincentive becomes very powerful.

Plans containing truly effective financial work incentives would entail
tax rates not exceeding 15 or 20 percent. Tax rates as high as 50 percent
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might be politically tolerable in today’s context, but would not be
effective in motivating people on welfare to work. Any radical welfare
reform plan having tax rates that begin to stray up into the category of 70
and 80 percent and above has practically no chance of gaining political
acceptance. All some enterprising senator or congressman would have
to do to demolish the plan would be to construct a few charts showing
how welfare recipients’ take-home benefits changed as they began to
work and earn more money. It would quickly be proven that the
financial incentive to work was almost nonexistent.

A third major consideration affecting the political feasxbnhty of any
radical welfare reform plan is the cost. The amount of money that any
welfare reform plan can add to the federal budget and still be politically
acceptable is a function of many factors and changes constantly. Among
other things it is a function of whether people believe the amount now
spent on welfare is sufficient or not, of how high welfare reform is on
the public’s list of spending priorities, and of the fiscal condition of the
federal budget.

The current circumstances and the prospects for change are not
encouraging. A 1976 nationwide Harris poll indicated that 58 percent of
the public felt that spending on welfare could be cut by one-third
without-serious loss. The danger of double-digit inflation and high
unemployment threatened by the huge budget deficits being incurred
by the federal government is causing every new spending proposal
to come under the strictest scrutiny.-A major radical welfare reform
plan could be financed only by increasing taxes, cutting expendi-
tures on other federal programs, or borrowing money—or some com-
bination of these.

The politically acceptable cost of welfare reform is difficult to estimate
with precision. But given the public’s attitude toward welfare spending
in particular, and the widespread opposition to higher taxes in general,
to spending cuts in other federal programs, and to increased federal
budget deficits, there seems to be little hope of mobilizing the public
support necessary for a substantial increase in welfare spending. In fact,
any increase in federal spending for welfare reform may be out of the
question in the near future.

For any radical welfare reform program to succeed politically—to be
passed by the Congress and signed into law by the president—three
necessary major conditions must be met: 1) total welfare benefits for a

rlcal family of four cannot fall much below $6,000 a year; 2) the total

tive marginal tax rate on welfare recipients’ earnings should not

exceed 50 percent, and cannot exceed 70 percent; and 3) there should be
no substantial additional cost to the taxpayers.
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The three basic elements involved in any radical welfare reform
plan—the level of benefits, the mMarginal tax rate, and the overall cost to
the taxpayers—are inextricably linked to one another. If the level of benefits
is increased, and the tax rate is held constant, the overall cost must
increase; if the overall cost is held constant, the tax rate must increase. If
the tax rate is decreased, and the overall cost is held constant, the level
of benefits must decrease; if the level of benefits is held constant, the
overall cost must increase: If the-overall cost is decreased, and the level
of benefits is held constant, the tax rate must increase; if the tax rate is
held constant, the level of benefits must decrease.

It is impossible to change any one of these three main variables
without affecting the others. Setting the values for any two of them
automatically determines the other one. There is a direct mathematical
relationship among all three variables—minimum benefit levels, tax
rate, and cost—that is fixed for any particular radical welfare reform plan,
a relationship that cannot be broken.

When any two of the three basic elements of radical welfare reform are
set at politically acceptable levels, the remaining element becomes
unacceptable. For example, if both the minimum welfare benefit level
and the tax rate are set so they will be acceptable in today’s political
context, the cost of radical welfare reform balloons into tens of billions of
dollars, adding millions of Americans to the welfare rolls. On the other
hand, if the welfare benefit level is set at a politically tolerable level, and
the overall cost is held down, the result is a tax rate that approaches
confiscatory levels and destroys the financial incentive to work. And,
finally, if the cost is acceptable and the tax rate is low enough to create a
strong financial incentive to work, welfare benefits must be reduced to
such a low level that the plan would have no chance whatsoever of
being enacted. There is no way to achieve all the politically necessary
conditions for radical welfare reform at the same time. i

As long as Americans believe that poor people who cannot help
themselves deserve a decent level of welfare support, that people’s
incentive to work .should not be taken away from them, and that to
increase their taxes to give money to someone who may not feel like
working is unthinkable, the kind of radical welfare reform being
discussed in some of today’s best and brightest intellectual circles is
going to remain an ideological fantasy, bereft of friends in the hard
world of politics.

In addition to the three major determinants of political feasibility just
discussed there are other factors that reduce the chances for political
success of any radical welfare plan that attempts to guarantee incomes.
First, any such plan would add niillions of Americans to the welfare
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" rolls. The lower the welfare tax rate, or the rate at which welfare benefits
are reduced as earned income increases, the higher the annual income a
person can have and still remain on welfare. Because of the existing
distribution of income in the United States, even slight increases in the
level of income a person can have and still qualify for welfare would
make millions of additional people eligible, As Leonard Hausman has
pointed out;” “It is impossible, under any scheme, to maintain low
cumulative tax rates while extending substantial cash and in-kind
transfers to the working poor without also extending the coverage of .
these programs to middle-income brackets.”’2%

Second, as indicated earlier, any form of a guaranteed income would
cause a substantial amount of work reduction among low-income
workers that could easily run as high as 50 percent, and possibly be even
higher. While scarcely appreciated now, this could well turn out to be
the most politically damaging aspect of a guaranteed income.

And finally, there are certain to be unanticipated social effects. For
example, one striking result of the guaranteed income experiments was
a sharp increase in the number of broken marriages for the low-income
families who took part in the experiments. This unexpected phenom-
enon is ironic, as one important virtue often claimed for a guaranteed
income is the strengthening of the family. The measured results of the
Seattle-Denver guaranteed income experiments revealed that the inci-
dence of marriage breakup for whites, who had been given ah income
guarantee of $3,800 a year, increased 430 percent during the first six_
months of ‘the experiment. Over the entire two-year period studied,
family breakup—relative to the control group—increased 244 percent for
whites, 169 percent for blacks, and 194 percent for Chicanos.

Apparently many low-income women had been dissatisfied with
their marriages but had remained with their families because they were
unable to support themselves. When a guaranteed income gave them a
sufficient degree of financial independence, even though only for a few
years, they left.

One could argue that these marriage breakups were a good thing: the
couples were unhappy together, and the guaranteed income made it
possible for them to separate or get divorced. On the other hand, there
may be quite a few taxpayers who won't understand why their tax
money should be used to subsidize the breakup of marriages, especially
those that involve children.

If the-insoluble conflict among the goals of adequate welfare benefit
payments, low marginal tax rates, and low budget cost is ignored—as it
can be—there still remains a delicate task for the politician who supports
such radical welfare reform. In the next election, he is the one who will

$0-5820 - 90 - 9
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have to answer his opponent’s charge that he voted for welfare”
“reform” that lowered welfare benefits for hundreds of thousands, or
even millions, of poor people, or that subjected welfare recipients to
higher tax rates approaching confiscatory levels, or that added billions of
dollars to the welfare budget. He is the one who will have to explain why
so many more Americans went on welfare, why so many of them
stopped working, and, perhaps, why so many of their marriages broke
u
PPolil‘ically, it'’s all very risky.

WHY PRESIDENT CARTER'S PLAN FAILED

Congressional leaders informed President Carter on June 22, 1978
that his proposed welfare reform plan was dead for that session of
Congress. There was not even enough support in the House to pass a
compromise bill costing less than half the $20 billion price of the original
bill.

Why did this much-heralded ‘“reform’’ plan fail? The core of any valid
welfare reform is the number of people affected and how they are
affected. One of the first items the Congressional Budget Office tackled
when it began its analysis of President Carter’s Program for Better Jobs
and Income (PBJI) was what it called the program’s ‘“distributive
impact,” namely: 1) how the program would affect “’the distribution of
[welfare] recipients and benefits by income level,” and 2) “the number
and types of families that would gain or lose benefits relative to the
current welfare system."2¢

The preliminary results were astonishing. According to the estimates
of the CBO, approximately 44 million Americans currently receive some
form of welfare aid from such programs as Aid to Families with
Dependent Children, Supplemental Security Income, state general
assistance, the earned income tax credit, and food stamps, Carter's
welfare reform plan would have increased this number by almost 22
million,?” so that some 66 million Americans would have been receiving
welfare. That is just about one-third of the nation.

The massive increase in welfare spending over the past ten to fifteen
years has dramatically reduced poverty in the United States—so much
so that there are few poor people left. Would Carter’s plan, by adding
$20 billion to the annual welfare budget, have substantially increased
welfare payments to these poor? The answer is no.

The welfare changes proposed by President Carter would have had
an unexpected effect. As Table 1 shows, the vast majority of those who
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TABLE 1 -

Distribution of Weifare Reciplents by Pre-Waelfare -
Family income Classes under Current Welfare Policy
and undet President Carter’s Welfare Reform Plan (PBJI)

N A ' Number of Number of

- People People Number of
: Receiving Receiving People
. Benefits under Benefits under Added by
- Current Carter’s Carter's Percant
Family Income Class  Welfare Poticy® Reform Plan Reform Plan increase
Less than $5,000 26,600,000 _ 26,900,000 1,300,000 6
$5,000 to $9,999 - 12,000,000 16,300,000 4,300,000 36
$10,000 to $14,999 3 600.000 15,200,000 11,600,000 322
$15, 1000 to $24,999 2,600,000 6,600,000 4,000,000 154
Mors than $285, 000 * 600 000 1,000,000 400,000 67"
TOTAL 44,400,000 66,000,000 21,600,000 49

Source: Robert D. Reischauer, Assistant Director lor Human Resources and Community Development,
Office, statement to Task FotooonDnsmwo lmpacts of Budget and Economic_—

W Policy, mosudoot “Preliminary Analysis of the Distributional | of the Administra-

¥ tion's Welare Reform Proposal,” Oclober 13, 1977, page 13, Table 2(a). Preliminary estimates as of

) Oclober 12, 1977. Based on earfier CBO studies, mavovagelmyslzoomazlwausodbeormn

mmborsol_lumes people,
. ﬁmeMmemwcmuen,SWnNWanmlew
~ tanre, food stamps, and the earned income Lax credit

of people rounded to nearest 100,000.

5

would have received welfare -checks for the first time were in the

middle-income group; and a few were in the upper-incomé group. The

- number of people from families with pre-welfare incomes of less than

$5,000 a year would have increased only slightly (5 percent), under the

‘proposed reform. As we move up into-the higher-income classes,

however, Carter's welfare reform would have a greater impact. The

number of people included in families earning between $5,000 and

$10,000 a year would have increased by 36 percent.
But the greatest impact was to he in the income brackets between

. $10,000 and $25,000. Carter’s plan:would have given welfare benefits,

~ including earned income tax credits, to 11.6 million mote Americans

who,come from families eammg between $10,000'and $15,000 a year, an’

-increase of 322 percent.in' the number of familiés. And 4.3 million

Americans who now receive no welfdre and come from families with

. incomes between $15,000 and $25,000 a year would also have bene-
fited—a 154 percent increase (see Table 1). ¢ : o

. The CBO’s analysis of how the distribution of welfare beneﬁts would

_ have changed under Carter’s proposed welfare reform clearly and

. dramatically shows that most of the new beneficiaries under PBJI would

% have come from America's middle-income class. There was to have

T S
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been a minimal effect on people in poverty. Of the almost 22 million
additional people who would have received welfare, 74 percent would
have come from families having incomes of over $10,000 a year, and
more than 94 percent from faniilies with incomes that exceed $5,000 a
year, Carter’s welfare plan, in its broad thrust, would have focused on
aiding people not now receiving any welfare.

In summation, the welfare reform that President Carter originally
proposed in 1977 would have probably cost somewhere in the neigh-.
borhood of $20 billion a year more than our current welfare system.
Nearly 22 million more Americans would have reccived some form of
welfare. Effective marginal tax rates wou!d have remained very high and
acted as a serious disincentive to work. The administrativé complexity of
welfare would have been compounded and more welfare workers
would have probably been needed to handle the increased caseload. The
problems caused by the separate existence of medicaid,-day care, and
housing assistance programs were ignored. An examination of the gain-
ers and losers under PBJI shows clearly that those who need welfare the
least would have gained in the greatest numbers; those who truly cannot
care for themselves and are now on welfare would have benefited little.
The thrust' of Carter’s plan was to further the idea of a guaranteed ,
income, expanding welfare into the heartof the middle class of America.

- This was not welfare reform. It was a potential social revolution of great
magnitude, a revolution that, had it come to pass, could have resulted in
social tragedy. - -

Those who followed past efforts at radical welfare reform were not
surpnsed that President Carter’s plan failed like the rest. From past
experience, however, one can with some confidence predict that new
plans will soon spnng, phoemx-hke, from the intellectual ashes of the
old ones.:

WHAT CAN BE DONE

There are two. mgredlents netessary to a successful program of

- welfare reform. First, it must be built on a clear and accurate perception -

of the current nature. of the welfare system inthe United States; and,
second, it must be guided: by a deep appreciation for the attitudes of
Americans toward caring for people who cannot care for themselves. A
plan for radical welfare reform that assumes the current system is
. virtually a total failure and does not take into account the public’s -
hoshhty toward any form of a guaranteed income will ultimately fail, if- .

> s
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not in the halls of Congress, then later, during its implementation. But if

* the reform plan builds on the strengths of our current welfare system
- and embraces a philosophical approach that is familiar to and accepted

by the American people, its chances of success are high.

The experience of more than a decade clearly shows that the
American public will accept changes in the welfare system if they move
in the direction of reorienting the system toward the needy-only
approach to welfare. A program of reform that increases benefits to the
truly needy, controls costs to the taxpayers, eliminates fraud and abuse,
and provides strong encouragement for people on welfare to become -
self-supporting is entirely feasible—socially, economically, and politi-
cally. The legislative details of such a plan would be numerous and
complex, matching in size and complexity the array of welfare programs
we now have. The welfare system is constantly changing in small ways
as the regulations governing its implementation are adjusted by the
welfare bureaucrats. Any reform specifics would depend on the current
state of each of the programs.

There are, however, some relatively timeless principles that could
guide the detailed development of any national welfare reform plan. If

" we begin with the premise that any serious plan for welfare reform must,
- be politically, economically, and socially feasible, we are forced to
operate within certain constraints: the plan must be consistent with.

what most Americans believe welfare should do, it must have a
reasonable cost, and it must efficiently and effectively provide an accept-
able level of welfare benefits to the truly needy.

There are at least seven guiding points for such a program:

Point One: Reaffinn the needy-only philosophical approach to wel-
fare and state it as explicit national policy. A welfare program can
succeed only. if it is, .basically in line with what most people believe is
right. In the short run it might be possible to pass legislation that would
institute a guaranteed income for all or, at the other extreme, simply
eliminate all government welfare programs over a period of time and

‘allow private charitable efforts to take care of people in need. But neither

of these approaches will work unless preceded or aocompamed by
massive changes in deeply held public beliefs. A major change in either
direction is possible, but until such changs: begins to occur any move to
reform welfare that is not based on the needy-only approach will be
inherently unstable and destined to fail.

Further, there must be a clear statement of national welfare policy as a
guide for those who formulate the specific laws and regulations gov-
erning the welfare system. With no clear, well- deﬁned principles the

3
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criteria for judging specific changes in welfare programs are murky,
leaving advocates, pressure groups, government officials, and poli-
ticians relatively free to support or oppose specific changes, guided only

-by their own personal philosophical views on what our welfare system

§

should ultimately be. The mere promulgation of a” hational welfare
policy would not eliminate this, but the presence of clear principles

" . against which'specific actions ‘¢ould be judged by outside observers

would certainly attenuate such tendencies.

Point Two: Increase efforts to eliminate fraud. Perhaps the one
single thing about our current welfare system that most infuriates the
typical American is the flagrant fraud perpetrated by a sizable percent-
age of welfare recipients.

The extent of fraud and dishonesty has been clearly and irrefutably
documented numerous times in recent years. For example, a HEW
study of New York City in 1973, corroborated by a parallel study
conducted by the General Accounting Office, showed that in the AFDC
program alone, over 10 percent of the recipients were ineligible for any
payment whatsoever and 23 percent were being overpaid (8 percent
were underpaid).” A California study, conducted in 1972, revealed that
41 percent of the State’s welfare recipients were either ineligible or
overpaid. Admittedly, some of these welfare irregularities are due to
administrative error on the part of the welfare bureaucracy. But there is
no question that hundreds of millions, probably billions, of dollars are

.. taken from taxpayers every year and given to people who have no legal

right to receive them.

Few Americans begrudge a truly needy person the money and
services that our welfare programs provide, but most are enraged at the
thought of someone who is fully able of caring for himself smugly
cashing a government welfare check at the local supermarket. For many
Americans welfare reform means only one thing—apprehend those who
are defrauding the system and remove them from the welfare rolls.

Perhaps no other single issue has contributed more to the low status .
of welfare recipients than the public’s conviction that a high percentage
of those on welfare don’t deserve it. Because there is no practical way to
identify welfare cheats, a certain portion of the hostility generated by
those who abuse the welfare system gets directed at all who receive
welfare. As long as fraud is widespread, anyone on welfare is suspect to

. some degree in the minds of many people. A substantial reduction of

welfare fraud would result in large cost'savings and would greatly help
restore confidence in and respect for the system. And it would wipe
away the stigma of cheating from those who validly receive welfare.

1
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Point Three: Establish and enforce a fair, clear work requirement. A
welfare system based on the needy-only approach requires some means
of ensuring that only those who truly cannot help themselves receive
aid. During the last decade or so we have come to rely heavily on .
financial incentives to induce people on welfare to work if they are able
to do so. Unfortunately, this has produced the dilemma of the poverty
wall. There is no feasible way that the very high effective marginal tax
rates imposed on the poor by our current welfare system can be re-
duced. The radical welfare reform plans proposed would only exacer-

‘bate the problem. Any significant reduction in welfare tax rates,

significant enough to create an effectiye financial work incentive, would
either be prohibitively expensive or result in a very low basic welfare
payment. .

We have gotten ourselves into the position of relying on a work
incentive technique that is uniworkable. Financial work incentives are fine
in theory, but in the current welfare situation the constraints of cost and
benefit levels have rendered them virtually useless. As a practical matter
the financial work incentives produced by marginal tax rates of well over
70 percent are negligible—and there is no politically feasible way to
decrease the rates enough to make them effective.

There is a way out of this dilemma, but it requires *hat we reexamine
our commitment to using financial incentives to encourage people to re-
move themselves voluntarily from the welfare rolls and find work. The
idea of using financial incentives to jnduce people to get off the welfare
rolls is faulty in principle. It attempts to persuade people todo somethmg
they should be required to do. If we assume that our welfare system is to
provide help to the needy only, it then follows that either a person has a
valid need for welfare payments and should be on the welfare rolls or
that person does not have a valid need for welfare payments and should
not be on the welfare rolls. If persons are capable of self-support, both
for themselves and for their families, they should not expect to receive -
any money from other members of the society who work and pay taxes.
There is no reason people should be given financial incentives to do
what they rightfully should be doing anyway.

The basic principle involved here is one of independence versus de-
pendence. If a person is capable of taking care of himself, he is inde-
pendent and should not qualify for any amount of welfare. To the extent
that a person is dependent—that is, to the extent that he cannot care for
himself—to that extent he qualifies for welfare. If he can earn part of -
what he needs, then he has an obligation to work to that extent.

The major difficulty with such a principle is its implementation. For
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someone must judge whether or not the welfare recipient is capa-
ble of work. But difficult as this may be, it can be done. As in all
judicial-type decisions, there are things that reasonable persons can
-reach agreement on. It will, however, require a shift away from the
growing trend toward a more automatic, check-mailing type of wel-

- fare operation to a more personalized, people-oriented kind of welfare

administration that emphasizes both the authority and the responsibility
of local government.

In sum, we ‘must abandon the idea of depending on financial
“incentives to induce pzople to leave the welfare rolls. Instead, our
welfare programs should be guided by the simple principle that a person
gets welfare only if he or she qualifies for it by the fact of being incapable
of self-support. If they don’t qualify, they have no right to welfare. Rather
than being encouraged to find work, they should be given reasonable

notice and then removed from the welfare rolls.”

Point Four: Remove inappropiiate beneficiaries from the welfare
rolls, There are certain categories of welfare recipients whose eligibility,
while legal, is questionable. With the needy-only principle as a guide-
line the welfare rolls should be examined carefully and the regulatlons
changed to exclude any groups who fail to qualify. Two prime candi-
dates for disqualification would be workers who strike and then apply
for welfare benefits claiming loss of income, and college students who
queue up for food stamps.. .

Point Five: Enforce support of dependents by those who have the
responsibility and are shirking it. Too often we fail to ask why people
arée on welfare. In many cases the answer is simple: a father deserts his

; famlly with the clear knowledge that because of the way the law works
there is little chance that he will ever be called to account. Today a high
percentage of families receiving welfare payments have an absent parent
who could contribute to their support. Although increased efforts have
been made in recent years to remedy this situation, it is time to reassert
strongly the old idea that both the father and the mother have a
responsibility to care for their children.

This kind of child support enfoscement could substantially lower
welfare costs. During 1976, the first year the federal government made -
any serious effort to track down runaway welfare fathers, the Depart-
ment of HEW collected some $280 million. It is estimated that such
collections could mount as high as $1 billion a year by 1980.

For every absent parent who can be required to contribute to the

~ support of his or her spouse and children we could remove, on the

average, three or four people from the welfare rolls. 1f only as a matter of
justice, parents who desert their families should be tracked down,
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across state lines if necessary, and required to provide a reasonable
level of support.

Point Six: Improve the efficiency and effectiveness of welfare
administration. Almost everyone seems to agree that the administra-
tion of the welfare system could be greatly improved—in effectiveness,
efficiency, and-responsiveness. The necessity for major improvements
in countless areas of administration’ has been repeatedly documented.
Reports and tales of gross mismanagement have become almost com-
“‘monplace; shocking revelations no longer seem capable of rousing a
benumbed public. For example, in 1976 New York State’s welfare
- inspector general estimated that “nearly $1 billion, or almost one-
sixth,” of welfare-related costs in New York, were “being dissipated
through recipient and vendor fraud, administrative error or unnecessary

- and overbilled services.”? A billion dollars a year being lost through

‘bad management in one large state would have been a page one scandal

not too many years ago. The New York Times carried the story on page 29.

~ Administration is perhaps the most unexciting, intractable area in
which to initiate welfare reform. People’s eyes glaze over at the first
mention of reorganization, revised regulations, and lmproved personnel
‘administration. But dull as the area may be to most, it is of critical
importance to any effective welfare reform plan. Welfare reform cannot
succeed until and unless administrative reform is made a matter of top
national priority, unless clear standards of performance are set, and
until those standards are rigorously enforced by rewarding those
welfare managers who succeed and penalizing those who fail.

Point Seven: Shift more responsibility for welfare from the federal
government to state and local government and to private institutions.
The question of which level of government—federal, state, or local—is
best able to perform a particular function, or indeed whether the function
should not be attended to by government at all but instead be left to
private initiative, is one that has perplexed scholars and policymakers
for a long time. When President Eisenhower took office in early 1953,
one of his first acts was to establish a national commission of distin-
“guished Americans (among them Oveta Culp Hobby, Clark Kerr,
Hubert Humphrey, and Wayne Morse) to study this problem and
Yecommend to him a set of specifi¢ actions. The commnssnon worked
intensively for alinost two years and concluded

Assummg efficient and responsible government at all levels—National, -
State and local—we should seek to divide our civic responsibilities so that
we leave to private initiative all the functions that citizens can perform pri-
vately; use the level of government closest to the community for all public

.
* -
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functions it can handle . . . [and] reserve National action for residual
participation where State and local governments are not fully adequate,
and for the rontinuing responsibilities that only the National Government
can undertake.?

Public opinion polls now indicate strong support for such a shift. A
1976 rationwide Harris survey posed a number of propositions and asked
whether the staterient applied more to the federal government or to state
government. The results revealed that the majority of the American
people felt that state government was “closer to the people” (65% to
12%); state govemments could “’be trusted more” (39% to 15%); state .
governments “really care what happens to people” (36% to 14%); the
federal government “is more out of touch with what people think” (56 %
to 12%); and the federal government "gwes the taxpayer less value for
the tax dollar”’ (44% to 23%).3°

Another national Harris poll, designed expressly to determine how
the American public feels about the role of state and local governments, -
produced results more directly relevant to the issue of welfare. When
asked what level of government—state, local, or federal—should make
key policy decisions in regard to weifare, the American public favored
state and local governments over the t2deral government by a margin of
56 percent to 39 percent. Five percent were undecided.!

I can think of no more appropriate place to apply the progressive
principles of decentralizing government than to our welfare system. It
has been argued, and fairly so, that a good deal of the waste and
inefficiency in our welfare programs, the growing impersonalization,
and the strong desire to automate the whole thing, is directly linked to
the increased federal role in welfare. As authority over welfare has
become centralized in Washington, the policymakers have become
increasingly remote and isolated from the welfare recipients. As govern-
ment, at all levels, has taken a greater and greater role in welfare, people
seem to have become more reluctant to contribute to private charitable
institutions.

. We can arrest this trend toward a centralized, impersonal welfare
bureaucracy by moving on two fronts. First, we should encourage
people to take a more active role in charitable endeavors by .allowing
them a tax credit for charitable contributions, perha ps with some limit as
to the maximum credit that could be taken. If it is considered good to use
a tax credit to finance political campaigns, wouldn’t it be even better to
use one to ericourage the growth of private charity? In addition, the
current lithit on'the amount of charitable contributions that is deductible
in compuhng taxable income should be raised sngmficantly If pursued

-
h
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properly, such a combined policy of credits and deductions for chari-
table contributions would gradually reduce government’s role, while at
the same time increasing the total resources available for welfare.

Second, for the continuing, large role in welfare that would remain
for the government in the near future, an effort should be made to
transfer both authority and responsibility for welfare programs, and the

-resources used to fund those programs, from the federal government to
state and local governments. On balance, the closer the level of govern-
ment is to the people, the more efficient and effective our social welfare
programs are apt to be. As Dan Lufkin concluded, after serving for two
years as Connecticut’s first commissioner of environmental protection,
“The more the administration of policies and programs is brought down
to the state and local level, the better the people will be able to judge
who is fair, who is honest, who is creative, and who is productive and
efficient.”32

A comprehensive welfare refon'n plan that hewed to these seven
basic principles could go far toward restoring equlty and efficiency to
our welfare system. Its cost would be minimal and, in fact, could even
lead to reductions in welfare expenditures. The latent public support for
such a plan is clearly there. What is missing is the strong national
commitment for this kind of welfare reform that can come only from a

" White House initiative. ‘

Practical welfare reform demands that we build on what we have. It
requlres that we reaffirm our commitment to the philosophical approach
of giving aid only to those who cannot help themselves, while abandon-
ing any thoughts of radical welfare reform plans that will guarantee
incomes. The American people want welfare reform that ensures’
adequate help to those who need it, eliminates fraud, miniizes cost to
the taxpayers, and requxres people to support themselves if they can do
s0. :
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Senator MoYNIHAN. Senator Dole hoped to be here, and will from
time to time be onhand. He is required to be where I am also
supposed to be, at the meeting of the Conference Committee on the
Windfall Profits Tax in the Longworth Building. He has asked that
I include in the record, an opening statement by him, which con-
cerns, among other things, the Family Welfare Improvement Act,
S. 1382, which he has cosponsored along with our distinguished
chairman, Senator Long, and our colleagues, Senators Talmadge,
Packwood, and Boren of the Finance Committee. :

[The opening statement of Senator Dole follows:]

OPENING STATEMENT OF SENATOR DoLe

Once again the distinguished Chairman of the Public Assistance Subcemmittee is
performing a unique service to the Congress and the country by convening informa-
tional hearings to explore thinking on the direction which welfare reform should
take in the 1980s. The Senator from Kansas appreciates the opportunity to consider
these ideas and commends the Chairman for making the opportunity available.

Several months ago, Senator Moynihan was responsible for similar hearings
which brought to our attention the findings of an extensive research s;:;oject to test
the effects of a guaranteed income. The results of that project, the ttle-Denver
Income Maintenance Experiment, are still being studied, but the preliminary find-
ings indicate that individuals work less and families break up more often under a
guaranteed income plan. Frankly, the first result was expected by many of us, but
the second is an unpleasant surprise.

ardless of what final determinations are made from a study of the results of
the ttle-Denver experiment, I believe we have learned four important lessons.
First, there is a lot we do not know about the effects of welfare g:c‘i)cy changes on
individuals and families covered by public assistance programs. nd, even rela-
tively minor changes in welfare programs may have » significant impact on the
behavior of program icipants. Third, there are real rs in moving in the
direction of greater federalization of welfare programs and the guaranteeing of
incomes. Fourth, and perhaps more important, there is a compelling need to thor-
oughly test whatever changes we decide on before moving to broad implementation
of new welfare policies. A review of the prepared testimony of the witnesses who
will appear at these hearings indicates that a number of experts agree.

I believe that State and local governments are the best laboratory we have for
testing new ideas for public aid and for coordinating public and private efforts to
serve the disadvantaged. Giving these government entities greater control over
welfare programs will assure the kind of flexibility which accommodates innovation
and, consequently, leads to successful program performance. Furthermore, since
there is a better perspective at these levels of government, assistance programs can
be limited to the truly needy and targeted more effectively to meet the needs of
these individuals. )

The Family Welfare Improvement Act, S. 1382, which I have cosponsored with
our distinguished Chairman, Senator Loni. and with Senators Talmadge, Packwood
and Boren of the Finance Committee, is the result of our belief in the ability of the
_ States to improve public assistance. We support the block grant/decentralization/

demonstration approach to welfare reform because it offers the greatest advantages
for decreasing ed:femiem:y, controlling costs and improving the Txality of life both
for those in need and for taxpayers. On the other hand, the blanket federal ap-
proach to welfare reform leads to widespread redistribution of income and attacks
the underlying private enterprise/incentive aspects of our economy and our political
system. Those as; are vital to our political and economic freedom and should
not be destroyed in the name of “welfare reform.” -

Again, I commend the Chairman for providing this opportunity to discuss the
latest thinking on welfare issues in preparation for future Committee action on
welfare reform. We can learn a great deal from theee h .

Senator MoyNmHAN. With that, we go directly to our second
witness scheduled to appear, Mr. Anthony Morelli, who is vice
reslident of the Economic Development Council of the city of New
ork. : :

2
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Mr. Morelli, good afternoon, and we welcome you to the commit-

STATEMENT OF ANTHONY MORELL!, VICE PRESIDENT, ECO-
NOMIC DEVELOPMENT COUNCIL OF NEW YORK CITY, INC,
ACCOMPANIED BY WILBUR K. AMONETTE

Mr. MoreLul. Mr. Chairman, I have with me today Mr. Wilbur
Amonette, who is also with the Economic Development Council,
and has been working with- me in our work on the Human Re-

sources Administration in New York.

" Senator MoynIHAN. Mr. Amonette, good afternoon, and we wel-
come you.

I wonder if I could interrupt you J'ust a moment to say that as
g(e): all observed, my good friend and colleague, Senator Heinz has

n able to appear. -

I wonder if you would like to say something?

Senator HeiNz. Mr. Chairman, I will.put a statement in the
record. I just want to commend frou for holding the hearings on
welfare reform. You have assembled a very distinguished group of
witnesses, very comprehensive. I might add that I think it is only
fitting that you, not only because of your own expertise in this
area, but because of your scholarly reputation, should be holding
these hearings.

I' might add that I not only look forward to hearing from the
witnesses, but I look forward to hearing your observations, state-
ments, questions, which I find are often given with just the appro-
priate amount of rhetorical flourish, which'I mean as a compli-
ment, Mr. Chairman.

Senator MoYNIHAN. The Chair records that this is meant as a
compliment. [Laughter.] - .

Senator HriNz. The junior Senator from Pennsylvania appreci-
‘dtes that recognition, and I do not wish to take any more time.

[The prepared statement of Senator Heinz follows:]

-PREPARED STATEMENT BY SENATOR JoMN HEiNz

Mr. Chairman, first, I would like to compliment the junior Senator from New
York for his initiative and hard work in arran ns these hearings on welfare
reform, and I particularly want to congratulate the distinguished Senator for the
quality of witnesses he has assembled for this occasion. As was to be expected of a
man of scholarly temperment, Senator Moynihan has scheduled not only witnesses
who are familiar with the technical minutia of welfare programs, but also individ-
uals who will provoke tho?ht upon the principles an &riorities relating to our
welfare system. I might add that it is only fitting that Senator Mognihan. Tocog-
nized as a national exrert on welfare issues, should be leading these hearings.
Unlike some h , I look forward not only to the statements and responses of
the witnesses, but also even more to the statements, questions and learned com-
ments of the Chairman of this Subcommittee, who_has a well deserved reputation
for a:pproprlate rhetorical flourish, which, I hasten to add, is meant as a compli-
ment.

For myself, Mr. Chairman, I come to these hearings, which, of course, are a
prelude to full Finance Committee hearings on welfare reform, with no fixed pre-
conceptions, and no magic solutions to our welfare situation. Rather I come seeking
answers t0-some fundamental questions regarding our approach to welfare as a
nation. These questions include:

Where exactly do we stand now in our national effort to eliminate poverty; what,
if any, basic needs of our citizenry remain unmet?

Wgat is the appropriate role of the Federal government, and what, if anything,
needs to be done to better assist the states and localities in the welfare area’
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How can we best balance our desire for rationality and efficiency in the adminis-
tretion of our welfare system against the need for equity, humaneness, and the
asgurance that all those truly in need will be reached? .

What .?eciﬁc steps can we take to reduce the incidence of un’*ualiﬁed individuals
taking ?vamage of the welfare system, and thereby ripping off the hard-working

Lo
t is the best way to-break the cycle of welfare dependency, arid assist

" individuals on welfare to become productive members of our societ;

?
Finally, should we be thinking about fundamental and far-react:g:f reforms of our-
weélfare system, or are modest, incremental changes the only istic approach? *

Mr. Chairman, it is my conviction that our Fresent welfare system needs to be,
can be, and must be improved. Far top many Individuals are not getting the };gl;
th?{ need; far too many individuals are getting help they neither deserve nor need;
and far too many individuals are caught in a esque web of welfare depend-
ency from which there appears no escape.

1, therefore, again, commend you for your initiative in commencing these heari
which.will give us all an opportunity, prior to getting into the merits of specific
legislation, to reflect upon where we have been, where we are going, and where we
want to go in the area of welfare reform.

Thank you, Mr. Chairman.”- = -~ )

Senator MoYNIHAN. Gentlemen, will you proceed?

Mr. MorgLul. Thank you, Senator. y .

I have presented testimony for entering into the record, and
what I would like to do is to just very briefly read a summary of
that testimony. .

Senator MoyNIHAN. You may do just as you wish. .

Mr. Morerul. The Economic Development Council is an inde-
pendent nonprofit organization established in 1965 to help bring
the: capabilities:of the business community to bear on vital urban
plroblems. in order to help improve the city of New York's economic
climate,

In 1970, we developed the concept of utilizing loaned executives
from private companies to form task forces that worked with city
departments to help improve their management effectiveness. Be-
cause the salaries of these loaned executives are paid by their own
companies, we are able to provide high level management expertise
to New York City government at low cost. .

The Economic Development Council had such a task force work-
ing within the New York City Human Resources Administration
from 1972 to 1974, and again from 1976 to the present time. Our
experience has provided ample opportunity to observe the extreme- -
ly complicated and difficult problems faced by the city of New York
in administering its welfare ﬁrogram

The problems in New York City are magnified, not only-because
of the case load and program costs are so high, but also because

" New York is one of the few municipalities in the country that

directly administers welfare programs.

New York's Human Resources Administration manages pro-
grams that involve $3.2 billion of annual expenditures, has a staff
of over 20,000 employees, and numbers its total clients in the
millions. In many cases, New York's problems cannot be solved by
the city alone, but reflect and result from the complexity of the
welfare process as a whole, reflecting as it does the Federal and the
State levels of government.

It should be recognized that I am speaking today from the per-
spective of our experience with New York City, without any at-
tempt to analyze the Federal or State agencies. This testimony will
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point out some of New York City’s proBlems, and some suggestions -

which should be considered in preparing future Federal legrislation.
We are, of course, aware that any system that deals with the
problems of the poor in a city as large as New York will, of
necessity, be complex and expensive to administer. In summarizi
these problems, .it is almost impossible to portray-accurately the
administrative difficulties that exist. — -~ . . ,
In addition to the federally related problems I will list, New

"~ York must also operate under the extensive control of New York

. in New York

State for both Federal and State mandated Yrograms. It must
operate in a political environment in which its clients wield consid-
erable Eglitical power and regard welfare as a right.

In addition, the. Civil Service regulations and extensive l;ﬁor

"~ union power create situations that increase the difficulty of effec-

tive administration. Finally, they are caught up in the financial
crisis which makes their contribution to Federal and State mandat-
ed .programs an open-ended financial liabilitjv that has the poten-
tial to disrupt the city’s precarious financial plans for. future sol-
vency..

I would like to briefly summarize the major problems involving
the Federal level that inhibit New York City’s ability to manage
welfare programs effectively:

First, the comglexity and frequency of change of the eligibilit,
and grant level determination criteria imposed on the city, whic

-force its high error rates, creates excessive gdministrative costs,

confuses clients and staff, and encourages attempts at frauds. ~
To illustrate the problem, I will leave with you a copy of the
current procedure manual used by the income maintenance clerks
in New York City, which is there on Mr. Amonette’s right. I will
also leave a'cogy" of the deécision tabled project, which is a pilot test
tate that attempts to the. rules and regula-
tions into a moré logical sequence. Finally, I will leave a copy of

- the'27-page workbook used for public assistance, medicaid and food

stamps.
Second the problem involves the tripartite administrative control
system involving the Federal, State governments in addition to

ew York City. The funding formula for the three-level structure

discriminates against the city of New York, and creates adminis-
trative problems by fr:ﬁ:nenting the responsibility for monitoring,
control, and decisionmaking. - i

Third, the third problem is the fragmentation of the organiza-
tional structure at the local level, which reflects the fragmentation
at the Federal level. Funding policies seem to encourage Luildti:dg
organization components for each new program that is mandated.
. Fourth, Federal program requirements, especially those involv-
ing quality control, often fail to consider the unique problems of
administration facing large cities. /

Fifth, requirements for due process, protection of individual
rights, and encouragement of maximum participation in programs,
and the mandating of community participation in policym:
have created administrative and financial problems in New Yor

City.
gixth, the time requirements for implementation of new mandat-
ed programs or major changes in existing programs are often unre-

60-582 0 - 80 ~ 10



142

~ alistic and do not reflect delays in promulgation of rules and regu-
lations by Federal and State ageneies; nor do they reflect the
b difficulty of implementing such changes or programs in a major
computerized system. ] .
. In order to reduce some of the administrative organization and
management problems in New York City, and hopefully other
major cities with similar problems, we offer the following sugges-
_tions: - S : . :

First, Congress should provide a clear, basic policy directive for
future welfare legislation that will reduce the need for the adop-
tion of piecemeal and sometimes confusing legislation. The_polic
should replace the present patchwork programs which have devel-
oped over many I?l'ears through humerous legislative changes and -
amendments, with a cohesive plan that could function effectively
in a long-range future. The policy should be comprehensive in °
addressing the needs of the poor, the reduction of dependency on
welfare, the adequate financing of the program allow for maximum
local flexibility, and reduce the need for numerous future modifica-
tions of policy. The policy should require only limited interpreta-
tion g;erd the regulatory agencies to insure of implementation as’
intended. : : -

Second, sufficient Federal financial aid should be provided on an
equitable basis for all mandated programs, so as to avoid exacerbat-
ing the financial crisis situations and the incurrence of discrimina-
tory tax liabilities, as occurs in New York City. Any formula for
calculating the Federal financial share for mandated programs
should reflect the relative cost of living as well as the overall
impact on the local taxpayers. : -

ird, in developing future policy, Congress should consider the
reorganization of those Federal agencies that are now responsible
for parts of the total spectrum of support for the poor. In addition
to a review of the appropriateness of the present organization
configuration of the Department of Health, Education, and Wel-
" -fare, consideration would be given to transferring to them responsi-
bility for the food stamp program, and employment programs.
These are now administered by the Department of Agriculture and
the Degartment of Labor. We bélieve that a pro?erly structured
single Federal agency should have x;_?}j)onsibility or all programs
relating to assisting the poor, and ucing their dependency on
government.

Fourth, the required levels of quality for major urban areas
should take into consideration unique situations such as the prob-
lems caused by large, illegal alien populations, the adequacy of the
State quality control review, and the volume and turnover in the
pog:lation of clients. These factors tend to preclude many major
urban areas from achieving the same quality levels as other com-
munities. Unless these special factors applying to New York City
are taken into consideration, it would be discriminatory toward
New York City to invoke penalties on the basis of a single national
targeted error rate. At the least there should be uniform and
standard quality control criteria established to insure accurate.
measurement of error rates for all States using the same criteria.
This will establish reliable measures of relative quality levels
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E which can be compared in 1ig!:it of any unique situation as illus- -

trated above. . .-

Fifth, future Federa] legislation should be léss concerned with
etail requirements for programs, and should place more emphasis
on the achievement of realistic goals and targets through local
initiatives. This approach should be designed to allow local govern-
ment to seek the most effcctive methods of operation. It should also
reduce the burden of obtaining detailed approvals for many o6f the
administrative decisions that must be made by the local unit of
government in order to implement new programs. Finally, there
- should be moderation in forcing local units of government to en-
courage participation in programs.

-Sixth, impact statements for proposed programs should be re-
quired which will identify potential problems in implementing and
operating major new programs. It is essential that such impact
statements take into account the financial and administrative im-
plications for the local unit of government that will be required to
operate the mandated programs. Also, in the future, all programs

that are mandated should inclnde reasonable schedules for imple- .

mentation, and provide for pilot testing in major urban areas.
_In conclusion, we should point out that the city of New York has
made substantial progress in meeting Federal standards of per-
formance and-quality in the face of very difficult situations. We at
the Economic Development Council are continuing to work with
.-the Human Resources Administration to improve its administra-
tion even further. L _ ~
- In ?ite of such progress, we believe it is important that Congress
and the Department of Iealth, Education, and Welfare consider
the unique problems of New- York and other major cities when
enaétir:g'newlegislation or promulgating rules and regulations. It
is a difficult task to pass, on a national basis, legislation that
insures equality for all local units of government. However, the
- major urban centers in our country contain the majority of citizens
- who must be provided for under the legislation, and the programs
-designs created by such legislation must be established with consid-
eration of the capacity of State and local agencies to effectively
manage and carry them out. : o
- Good, sound administration.makes more effective use of limited
resources and dprovides the maximum benefit to the ﬁoor at any
level of expenditure. Welfare reform for the 1980’s should repre-
_sent a complete overhaul of the existing programs and provide for
efficient and equitable implementation in all States. :
‘Senator MoyNIHAN. We thank you for the example, as well as for
your good testimony. We asked you to.address questions of admin-
istration and management, and You did so like an administrator
and a manager. T
Mr. Amonette came along with some formidable looking docu-
ments. I think that as an economy measure, we will not include

" those in the record as if read.

Let's talk about this a bit, first of all, to make a point that I
know Senator Heinz will be interested in. In the mathematica
. projections of fiscal flows resulting from H.R. 4904, (the bill passed

y the House) in fiscal year 1982, they made an estimate of the

. additional Federal expenditures.
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Then, they took the hggothetical;.case that there would have to
be a surcharge on the Federal peri.onal income tax to pay for this
program—Federal taxes will pay for it in one way or another—and
they calculated on this basis where the taxes would come from and
where the expenditures would go. They also estimated the ratio of
additional expenditures to the tax;surcharge. In other words, they
have projected for every dollar of tax; how much in benefits the
different States would receive, } o

New York State, under this pro , would receive 10 cents of
benefits for every éollar of tax under the new pro’fram. The happy
dCollfxmonwealth of Pennsylvania would receive 37 cents for every

ollar. - . :

When was the last time that you were able to say with complete
candor, Senator Heinz, that Pennsylvania has gotten back 87 cents
for every dollar it sent_to Washington?

Senator HEINz. It has never happened before, and knowing the
way that the Senate and the House work together, it is not likely
to happen in the future.

Senator MoyNIHAN. You will be down at the‘10-cent level with

" New York. Neiﬁhbors have to share adversity.
Would you like to question our witnesses? )

- Senator HeiNz. Mr. Chairman, let me defer to your line of in-
quiry, because we do have a lot of people to hear from. S

- Senator MoyNIHAN. I will ask two questions that I know are
igg):rtant. to what we are goinﬁ to have to consider.

. Senator Dole indicated in

Senator Long and others have introduced a bill, which would pro-
vide bloc grants to the States for welfare expenditures. .
" There would be different variations of this, but basically this bill
says: Here is the amount of money you are getting for welfare
now—some would include food stamps and some would not—and it
is yours to manage as you will, with an index for cost of living
increases. If you spend more, you pay for it yourself, and if you
spend less, you keep it. - ~ : C
.. I suppose that this is the maximum of local flexibility, and you

have been urging that there be such flexibility. How wauld you feel
about the bloc grant approach which, whatever else, is the most

radical pro, 1 in administrative teyms, and in terms of the basic

structure of the Social:Security Act that has come along in a long
time. It would make a change. It is not tireless tinkering. This is
not incrementalism. This is a change. : .

Mr. MoreLLl. Basically, we would be in favor of it. The onl
problem .that we would anticipate is that even though the fund}s'
would be made available under a bloc grant, the whole effort could
be undermined if the Federal regulatory agencies then began speci-

fying and promulgating all kinds of rules and regulations that

programs had to accomplish certain things.

It depends upon how it gets implemented. But in general, we
agree with the approach. In fact, we think that more and more of
the Federal money should Se going in that direction, and that the
Federal Government should operate almost like a contractor and
pay for certain services, The local units of government, if they can
operate it effectively, will realize the difference, and if they cannot,
~ then they will have to make it up. I .

is opening statement that he and

i
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Senator MoYNIHAN. There are those who agree with you, and

. those who very much don’t. That is why you have gotten into this

- business onli temporarily, I hope. ‘ .

- Let me ask you about the very serious matter, of error rates. As

~ you know, there was a time when New York City was thought to
be a place where practically anybody who wanted to go on welfare,
did sot;d'l‘here was just a statement, “I am eligible,” and it was
accepted., .

Now, of course, the rolls of those on welfare have been declining.
AFDC has been declining in New . York somewhat, partly as a
result of the freezing of payments. There has to be a certain kind

-of ceiling that fresses down gradually, but, there has also been a

- very considerable effort at managing the program better.

Do you think that it is working? Do you think that some of the
decline in the total numbers reflects better administration, or is it
demographic and economic? .
- Mr. MoreLu I think that it is a little of everything. There has

. .been a definite increase in the level of quality, going from about 17-

‘percent ineligible rate in around 1974 to .under. 7 percent now. The
problem is, how much' further can that error rate go in a city such
as New York, where you tend to have a lot of factors that work
against a lower quality rate?

Senator MoYNIHAN. A uniform national error rate does not re-
flect reality. There are profoundly different conditions of applica-
tion in a small town in Vermont than in Brooklyn.

Mr. MoReLL1. But.there are financial incentives being considered
for localities or States that have error rates helow certain percent-
;gesl; giht;tl'is where it does not recognize the uniqueness of New

or .

. Senator MoyNIHAN. As you know, Congressman Michel has in-
troduced an amendment that would require States to reduce their
error rate to 4 percent. Is that somet cities such as Philadel-
phia and New York could realistically attain? '

Mr. MoreLLl. My personal opinion is that 4 percent would be
impossible in New York, = o

nator MoYNIHAN. In effect, it is a penalty imposed on 'New

* York City. You know in advance that you are not going to get
there. Seventeen percent is-too high, but you are dealing with a
bilingual, often transient population, in a densely populated part of
the world. There are going to be mistakes. Even a small mistake, I
suppose, counts as'a mistake, hecause you don’t assess the enor-
mity”of the mistake. A 4-percent rate is just a penalty on urban

cénters. - - :
e "I?gﬁ: do you do in Pennsylvania“én error rates? - S :
" Senator HriNz. Lately, we have been living in fear that it would
be discovered that the previous administration, which was under
another Governor I hasten fo add, as being the fourth or fifth
worst in the United States. Happily since then the error rate has

" improved dramatically. :

B U T AN

: nator MoyNtHAN. But there i an irreducible minimum rate of

_-error in any large and complex enterprise. Insurance companies
have error rates. ThHey know.whgt they are, and they know what is
tolerable. To ask what cannot be done is to penalize. :
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Of course, if you have a bloc grant approach, the error rate is
‘something that decreases your costs rather more-than if it is a
shared activity. That is one of the problems, I q;xj)pose. If an error
costs you one-part of the dollar amount involved, the pressure to
reduce error is not as great as if it cost you the full amount. That
is as much as I understand my business economics.

Mr. MoreLLt. If I may make one other point about New York.
The fact that the error rate for New York City is calculated on the
basis of the State’s quality control effort. Part of the problem is
reflected in the fact that New York State does a very comprehen-
sive job on investigating quality levels in New York City. I would
tend to think that in a State where the welfare sgstem is adminis-
tered by the State itself, that the executives on the quality control
effort might not be as thorough as it is in New York for a variety
of reasons. That coupled with all the other problems that face New
York makes reduction below that 7 percent very difficult.

Senator MOYNIHAN. A very clear point.

Senator Heinz? - ’

Senator Heinz. Two questions, both of which I know Senator
Dole is particularly interested in. He was tied up on the floor first
of all at 2 o’clock, and then the Windfall Profits Conference has
convened over at the Longworth. ) A

The first question is whether you believe that a decentralized
approach to welfare reform, which gives greater control to the
State and local goyernments, would help to alleviate problems that
the city of New York has encountered in administering welfare
programs. You were touching on this, I think, in part just a
noment ago. . N

Mr. MoreLLl It is a very difficult question to answer, hecause it
depends on the definition of “decentralization.”

Any kind of welfare program in this country has got to involve a
great deal of Federal funds. I don’t think that the Federal Govern:
ment would be in a position to decentralize to the point where they
would fund programs without really having any control over them,
You have to have some control. - o

Really, the definition of “decentralization” is the question. -

Senator HeiNz..One of the two alternatives that will be-before
the full committee will be this bloc grant approach. While there is
a set of basic guidelines—I am no expert on the bloc grant ap-
proach—I don’t think that it would be accurate to say that there
are very highly specific error rates and standards that are built
into that. There is flexibility in that, as I understand it. .

_-Mr. MoreLu1. Basically, 1t. does follow what we are recommend-
ing. We are recommending the same thing. So, I guess, in that
context decentralization would be sqmething .that we would ‘sup-

»

port. o R :

Mr. Heinz. New York State, and New York City, more specifical-
ly, both the Staté and the city, are interested in fécal relief. Would
a bloc grant be as effective a fiscal relief mechanism as the alterna-
tive of a higher Federdl match for welfare programs? -~ .° -

Mr. MoreLLL I really could not answer that at this point. I don't
know what the bloc grant financing will involve. :

Se.nator MovNIHAN. I suppose it .is & question of the numbers

<



147

Senator HeiNz. Senator Moynihan has proposed a variety of

programs.
Senator MOYNIHAN. Sooner or later, whatever happens, I will
have proposed it, I think. This is the only thing that I can say.
Senator HEiNz. You are doing fine, Mr. Chairman, along that

" parameter, no problems at all. (Laughter.]
Senator MOYNIHAN. Thank you, Mr. Morelli, and thank you, Mr.

Amonette. ‘ :
e prepared statement of Mr. Morelli follows. Oral testimony

[Th
continues on p. 170.]
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EXECUTIVE SLMraRy

The Ecan: . ....7. 2r¢t Council of Mew York City,
Inc. has had ecveor seve: ~ears' exserience tin helping the
Human Resources Admiqistration o} New York City 1mpr6ve
its operations. During that time, we have observed several
problems affecting their ability to organize and administer
in the most effective, efficient and economical manner.

These problems may be summarized as follows:

(1) The complexity and frequency of change of
the eligibility and grant level determination critertia
imposed on New York City 1ﬁh1bits fts abflity to achieve
lower error rates, creates excessive administrative Eosts.
confuses clients and encourages attempts at fraud,

(2) In New York City, the welfgre system is under a
tripartite administrative control syslem involving Federatl,
State and City lévels. The fundi&g participation formula
discriminates against the city., The three=-level structure
also creates problems by fragmentating thé responsibility
for monitoring, control, and decision-making.

- (3) Organizational fragmentation of programs at the
Federal level {s reflected in fragmentation of the organiza-
tion at the local level,

(4) Program requirements often fail to consider the

unique problems of adminfstration facing large cities.
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(5) Requfreme-tc “-v J.: process. ;vctectic- of
fndividual rights. . :c.ri .z 3nt of marirur carticiration
in programs. and tr¢ =0 otien of community partici-ztic
have created aaz‘i-istrative and financial problems in New
York City.

(6) The time requirements for implementation of rew
mandated nrograns or‘major changes in existing programs are
usually unrealistic because they do not reflect problems

inherent in high volume, mechanized systems.

In response to these problems, we offer the following
recommendations:

(1) Congress should develop a comprehensive, basic
policy direction for the future which will reduce the need
for continual piece-meal legislation to patch up the exist-
ing fragmented programs.

(2) A1) Federally-mandated programs should provide
sufficient and equitable financial aid to prevent discrimin-
atory tax liabilities for citizens of major urban areas.

{(3) The administrative structures at the Federal
level should be reviewed to insure the least amount of
fractionalization in provitding support anh remediation
services to the poor.

(4) A1} future Federal legislation and regulation
should recognize the existence of unique urban problems when

using quality levels as a factor in determining financial

reimbursement.

(5) Federal) e  s7:t i 43 rezilatige e Lt
maximum local flanit " -+ <: regt rzndated Tnelg.

(6) 1= =01 <onv, ¢ and nilot testing should be
recuired for 3’1 rr:indced progrars to identify and.correc:

preblems before they are imnlemented nation-wide.
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STATEMENT OF

SNTRQN N MCRELLI
BEFORE THE U. S. SENATE
PUBLIC ASSISTANCE SUBCOMMITTEE
OF THE

- COMMITTEE ON FINANCE

I.am ANTHONY M. MORELL1, Vice President and Task
"Force Chairman of the Economic Development Council of
New York City, Inc. The Economic Development Council is
an independent, non-profit organization established in
1965 to help bring the capabilities of the business
community to bear on vital urban problems in order to help
1mprove the City's economic climate.

In 1970, we developed the concept of utilizing
executives loaned from private companies to form task forces
that work with City Departments to help improve their
management effectiveness. Because the salarfes of these

5‘ loaned executives are paid by their own companies, we are
able to provide high-level management expeftise to New York

City government at no cost.
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~ The Economic Develo~ :nt Council had such a task
force wbrking witrin the N¢w fork City Human Resources
Administrat::e - - 77 ievo,.k 1974, and again from 1976
thr&ugh the Dfesaﬁit I was a member of the staff of the
first task force and served as Chairman:-of the second task
force from 1976 through 1979t,;guring our task force
assistance, we have completed over 90 projects utfilizing
about 50 person-years of on-loan executive time. It is
im-ortant to note that our task force work has not extended
to direct involvement in the policy-making activities of
trne Administration. Rather, we have concentrated our
zssistance in transtating policy into effective management

operations,

Our seven years' experience in helping the Human
Resources Administration has provided ample opportunity to
observe the extremely compliceted and difficult problems
faced by the City of New York in administrating its welfare
programs. In many cases, these problems cannot be solved
by the City alone but reflect and result from the complexity
of the welfare process as a whole, involving as_ §t does
Federal, Statg and City levels of government, fncluding at
each level the legislative, executive and judicial branches.
The problems in New York are magnified, not only because
the number of cases and the program costs are larger than in
any other communfity in the country, but also because New York
is one of the few municipalities 1n the country that directly

administers welfare programs. New York's Human Resources

~
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Administrition manages a proorar which fnvolves exovenditures
of over $3.2 billion annually, has a staff of cver 20,000,

and numbers its teote’ (Tcerts in the miilions.

This testi-ony will point out some of those oroblems
affecting New York City which should be considered in pre--
paring future Federal iegislation. We are, of course,
aware that any system that deals with the problems of the
poor in a citj as large as New York will, of necessity,

- be complex and expensive to administer. However, those
c¢citizens whe ultimately bear the cost of such prégrams are
‘entitled to assurance that the programs are betng proYided
in the most efficient, effective, and economical manner

possible.

The success nf any administrative structure s 1its

ability to produce fts output at the lowest cost and highest"

" level of quality. The abflity of New York City to achieve

~ this objective 1A the addinistration of welfare programs i§
largely dependent upon policies andﬁpractices mandated by
Congress as intorpreted by Fed!ral agencies. In. addition.

" New York City S admlnistration of welfare .1s also affected

) by requ{rements imposed by tﬁé New York State Legislature
'.,as 1n;erpreted by var1ous'agenc1es ‘of the State.. In the

following remarks. I uil] confine myself to those Federal

? e
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.of 2.5 new clients per day.

1 will cover six basic oroblem areas and ther offer sone

suggestions.

The first -ajor prodlem which affects both the cost

and the quality of Welfare, Medicaid, Food Stamps, and

_Socfal Services delivery is the complexity of the present

program process for determining eligibility. The present
criteria for eligibility and budget are so complex as to
defy verification, objective evaluation, and routine deter-
mindtion. The fnitial eligibility determination for each of
tre major program areas calls for separate applications
involving so many rules ahd*regulations promulgated by both
thg;Feder;l and State governments, that it is difficult

for S9{600-per-ye;r clerical) employees engaged in the :
eligibility process to be able to ‘arrive at higher qualfty
levels. For example, we found in 1974, and again in 1979,
that the welfare eligibiiity and budget process calls for
the application of over 750 different rules in determining
eligi%i1it} and grant. level for ;I1én§s of the New York Cit&

| welfare'progrags, inctuding, Afd for Dependent thildren (AFOC),
¥ .

~ Home Relfef (HR), dnd'emergency dssistance. -The same -

complexities can be found in the Hadicaid and” ‘the Food Stamp

: ,application processes. - In the way of conparison. it takes

a New York State quality contro) reviewer four dcys to L

evaluate’ each case.utilizing a variety of data fites thek

~are not accessible ‘to the New-York: City Income Haintenance

clerk. who interviews and processEs paperwork for an average

‘N

[
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-

in addition, ea.- .a’or orograr has var‘:tions in the
“treatrment of clier® :c¢-:3x 2nd income that create adrin-
. {strative pratie s. ‘. exarzls, in some cases, an eligible

client is persitted to own a car. 1In other cases, he or
she may not. Under the Food Stamp and Medicaid Programs,
2 client may own a home. But under Public Assistance, the
fecfpient must assign his o; her interest in the home to
qualify for aid. Income allowances vary according to age,
program, and family configuration. The entire situation is
~ade even more difficult by the frequency with which rules
and regulations are changed. This results in increased
clerical training requirements. Clerical errors increase
and technical errors also increase through changing of
eligibility criteria for clients who were eligible under
the old rules but are no longer eligible under the new
rules. _Take the recent changes in Food Stamp regulations.

The attached exhibit by the Deputy Administrator for the

" City's Income Maintenance Program serves as a case demon-

stration that the changes emanating from the Federal level
defy effective and efficient implementation at the local
levels. Although New York City has made enormous progress
fn reducing its public Assistance fneligibility rate from
18 per cent in 1973 to 7 per cent in 1979, there {s serfous
doubt about fts ability to make further substantial improve-

ment under present conditions.

e
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A second major problex for New York City ar:ses frovm _
the tripartite administ~zticr arnd fundin; 0 mandated and
voluntary crozracs. w'tn 4rinartite responsibility,
effective marage-ent of finance and administration by the
City has become almost fmpossible. The financial problems
include the formulas that set ceilings on the Federal B
share of AFOC and Medicaid costs. New York City pays 25
per cent of the costs of these progfams. based upon the per
capita fncome of New York State. This formula discriminates
ajainst New York City. It also requires the City to provide
‘.nds in its budget for expenditures over which 1t has no
control, We are aware of, and support, pending legislation
designated to rectify the formula and provide an equitable
share of Federal fu&éing for New York City. Even with
the proposed legislation, the threatening aspect of_both
AFDC and Medicatd from the City's standpoint is the potential
inherent in both ;rograms for major increases in caseloads
with only limited control over bdenefit 1;vels or the criteria
for eligibitity. These Federally mandated programs do not
consider the City's ability to pay. Over recent years,

New York c1}y has been fortunate to have a declining AFDC
enrollment, but,if economic situations were to change
adversely, the addit;onal financial buyden could seriously
disrupt the City's hopes for financial recovery and could .

compromise the State's credit standing.

. e
An -l
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In addition to the obvious financial inec.ities in the
present tricartite s.ster, a number of administrative proble :
at the local leve? a'so viftect this division of respon-
sibitity. Tae City is required to adhere to regulations
issued by the Federal and State authorities and must respand
to their requirements with réspect to monitoring and inforra-
tion. The major administrative-problem arising from the
three levels of participation reflecf; the fact that only
the City is involved with the delivery function, whereas
tpe Federal and State authoritfes function as regulatory,
control, and monitoring agencies. The control and monitor-
ing bureaucracy at both Federal and State levels has created
difficﬂit'situations by requiring that approvals and authoriza-
tions be obtained before various actions can be taken by
the Human Resources Administration. In many cases,
~ requests for decisions must escalate through several levels
of State and Federal bureaucracies before decisions are made.
Specifically, EOC has been involved fn such probiem areas
‘as the Child Support Collection and Eﬁforcement Program,
the Food Stamp Program, and the Welfare Payment Systems.
Enhancement of these progr&ms involved the development’of
ﬁa505 computef.systems that required decisions and approvals
by federal and State authorities at various stages 6f develop-
ment. The inabilfty to receive these approvalQ‘on a timely
basfs ted to serious delays fn implementation and incurred:

substantial additional costs.

60-562 0 - 80 - 11
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« A third major obtstacle to increasec locs. efficiency
ts the fracticnalizst-cs t+:% occurs at the ~ i-est fedeval
levels. Thres ert -:'. secarate federal depertments eaer:
jurisdiction over tire Human Resources Administration. The
Food Stamp Progra.: is adninistered by the Depargment of
Agriculture; employment programs are administered by the
Department of Labor; and social and economic assistance
programs come under the responsibility of HEW. These ’
separate authorities create severachoordination problems
at the local administrative level. Programs deveioped by
23ch of these Federal entities tend to have their own
eligibitity criteria and rules and regulations which some-
times conflict with each other and cause the City admin-
istrative problems both in training and_in quality éontrol.
In addition, the organization of the City's Human Resources
Administration itself tends to reflect the organization
structures of the Federal Department of Health, Education
and Welfare, and of the New York State Department of
Socfal Services. The departmental structures of these
organfzations each have their own areas of responsibilfties
and tend to foster the same configurations at the loca}
level. As new programs are created by the Federal and, to
some degree, the State governments, rules and regulations
are promulgated in such a way as to encourage the creation
of distinct‘organization units within the local unit of
go;ernment. The willingness to reimburse administrative

costs without appropriate attention to cost-effectiveness

Iy IR
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tends to encouvrage over-specialization cf organizetion
missions and the resuitart duplication of support and
administrative ¢rcups. Ir addition, Federal and State
organizations frequently take a tunnel-visicr approach tc
dealing with progréms. Each department'or agency ccercerned
with a particular facet of the.brob\ems faced by the pdor
tends to develop programs to remedy those particular
symptoms. Again, this encourages fractionalization in

the allocation of resources and the establishment ;} duplica-

tive administrative structures.,

A fourth problem we have encountered concerns the
attempt at nationwide uniformity of process without
recognition of the need for consideration of the problems
of high-volume, highly mechanized systems. Most programs
appear to be mandated without sufficient pilot-testing or
consideration of the unique problems of the major citfes.

For example, the mandates for reduction in the rate of

-eligibility errors do not reflect the particular difficulties

of a city such as New York faced with problems of 11legal
aliens, high volume of cases, excessive political pressure,
and a large unfonized administrative structure. Nor do
these mandates reflect the extraordinary number of State
rules and regulations and the stringency of quality contro?

analysis that separates New York City from other cities.
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Fifth, the lecitimate concern for due process, Guarantee
of individual rights, ard ‘ull community participation, when
carried to extrenies, 1as 1ed to situations that preclude
administrative e‘ficiency. Administrative problems are
created by recuirements for notifications, fair hearings for
all terminations of benefits, encouragement of maxinum
individual participation, and the dissemination of informa-
tion about programs. These are then further compounded by
the threat of financial disallowances for non-conformance.
Typical of the constraints under which the programs must
ocerate are restrictions on the use of tax and other
confidential information for control and enforcement. It
took New York City almost five years to have the Social
Security Adminfstration mechanically match their wage
records with the City's welfare payment files to detect
fraﬁd and ineligibility errors.

A sixth problem concerns the insufficient time allowed
in the-requirgments for implementing new programs or
modifying existing programs. The translation of the require-
ments of a new law into specific rules and regulation. is a
complex and time-consuming task that makes compliance with
statutory implementation dates difficult in major urban
areas. Part of this problem can be {llustrated by the 1977
legislation for Food Stamps, which was 1mplemenfed in 1979,

| hm Raer Bewas b aman EEP
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Although it might seem that sufficient tire was altowed,

the regulations were not issued until six morths before the
required date o- -~ -leve=tation. New York C°ty has wade
great strides in covputerizing its operations to handle

its lérge volume of cases and the Jdetailed record-keeping
that is required. However, this success carries with it the
difficulty of re-programming computers to accomodate
frequent cnanges in rules and regulations while insuring the
integrity of the computer systems. These changes in major
computerized systems generally take much more time and

2ffort than do changes in manual procedures.

In reflecting on these problems, it is almost impossible
to portray accurately the administrative difficulties that
exist in this area. 1In addition to the Federally-relat:d
problems already discussed, New York City must also
operate under the extensive control of New York State for
both Federal.and State.mandated programs. It must operate
in a political environment in which its clients wield
considerable political power and regard welfare as a right.

In addition, the Civil Service regulations and extensive
jabor union power create situations that increase the

difficulty of effective administration. And finally, they

~are caught up in the financial crisis, which makes their

contributfon to Federal and State-mandated programs an
open-ended financial 1fability that has the potential to
disrupt the City's precarious financial plans for future

solvency.
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In order to reduce some of the administrative,
organizational. and cara;:z ent problems that snould be
addressed by lec<slative changes, we offer the following

suggastions:

First, Congress should provide a clear, basic policy
directive for future welfare legislation that will reduce
the need for the adoption of ptece-meal,'and sometimes

conflicting, legistation. The policy should replace the

'present patch=work programs,which have developed over many

years through numerous legislative changes and amandments,
with a cohesive plan that could function effectively in the
long-range future. The polficy should be comprehensive in
addressing the needs of the poor, the reduction of depen-
dency on welfare, the adequate financing of the program,
allow for maximum local flexibility and reduce the need for
numerous future modifications fn the policy. \The policy
should require only 1imited interpretation by the regulatory
agencies to insure implementation as intended.

Second, sufficient Federal financial aid should be
provided on an equitable basis for all mandated programs so
as toAavoid exacerbating financial crisis situations and
the incurrence of discriminatory tax liabilities, as occurred
in New York City. Any formula for calculating the Federal
financial share for mandated programs should reflect the
rglativé cost of living as éell as the overall impact on the

loca) tax program. -
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Third, in developins “utire policy, Congress should
consider the reor;ani:atﬁon of those Fedevo' agencies that
are now resconst . e . varts of the total spectrur of
support for the 222v. - addition to a review of the
appropriateness of the oresent organization configuration of -
the Department of Health, Education and Welfare, consideraticn
should be given to transferring to them responsibility for
the Food Stamp and employment programs. These are now
administered by the Department of Agriculture and the
Department of Labor. We believe that a properly structured,
single Federal agency should have responsibility for all
progr;ms relating to assisting the poor and reducing their

dependency upon government.

Fourth, the mandated tevels of quality for major
urban areas should take into consideration the unique
situatfons such as: problems caused by 2 large fllegal
alien population, the adequacy of the State~qua11ty control
review, and the volume and turnover in the population of
clients. These factors tend to preclude major urban areas
from achfeving the same levels of quality as other communities.
Unless these special factors applying to New York City are
taken into consideration, it would be discriminatory toward
New York City to invoke penatties on the basis of a national
targeted error rate, At the least, there should be uniform

and standard quality control criteria established to insure
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accurate measurement of error rates for all states using
the same criteria. This will establish re'iable neasures

of relative ciatity “:.¢ s which can be compared in Yight

of any unigue situa2t . s as illustrated above.

Fifth, future Federal legislation should be less
concerned with detailed requirements for programs and should
place more emphasis on the achievement of realistic goals
and targets through local initiatives. This approach should
be designed to allow local initiatives to seek the most
ef‘fective methods of operations. It should also reduce
the burden of obtaining detailted approvals for many of the
administrative decisions that must be made by the local unit
of government in order to implement new programs. Finally,
there should be more moderation in forcing the local units

of government to encourage participatfon in programs.

Sixth, impact statements for proposed programs should
be required which will identify potential problems in
implementing and operating major rew programs. It is essen-
tial that such impact statements take into account the
financial and adminiﬁtrative implications for the local
-unit of government that will be required to operate the
mandated programs. Also, in tne future, all programs that
are mandated should include reasonable schedules for

implementation and provide for pilot testing.
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In conclusion, we snould point out that the City of
New York has rade subsia-z:i3l progress in meeting Federal
standards of par‘or arJe and zuality in the face of very
difficult conditions. e at the Economic Development Counci®
are continuing to work with the Hum}n Resources AQministra~
tion to help improve its administration even further. In
spite of much progress, we believe ft is important that
Congress and the Department of Health, Education and Welfare
consider tﬁe unique problems of New York and other major
cities when enaéting new legislation or promulgating rules ~
and regulations. It is a difficult task to pass, on a _
national basis, legislation that insures equality for all
local units of government. However, the major urban
centers {n our country contain the majority of citizens who
must be provided for under the legislation, and the program
designs created by such legislation must be established with
consideration of the capacity of state and local agencies to
effectively manage and carry theﬁ out. Good, sound adminis-
tration makes use of limited resources and provides the
maximum benefit to the poor at any level of total expenditure.
Welfare reform for the 80's should represent a complete
overhaul of the existing programs and provide for efficient

and equitable implementation in all states.

I
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MEMORANDUM = Tmcrmor New vese
> Hsan Resounces ABKIneTRATION

Nr. Stanley Bresenraff
muntwm

Berd Roonzweig, Deputy Administrator ”.[z
for Income Maintenance Programs ]

Conpliance with Food Starp Regulations .

I would 1o to Lring to your attentico three situations which demonstrate
thy difficulties that wo MEve 1h complying with Pood Stamp regulations, .~
These difficulties are not caused so much by the reyulations thamselves as
with the ever changing interpretations of the regulations by USIDX and NYSDSS
n!;_fl and by the fnadequato advance notice provided shepever the intorpreta-
tions change. .

1. Situatfon 1 - Childcare Deduction .

Some pia. recipients receive payment for childcare expenses they -
ducur as pact of their regular p.a. check. Recipients wies
children are earolled in ACD-funded day cere ccniers, er,

da not. In thoee casss, we cut a separate two-party check made
out to the day care ccnter. Thus Mrs., Jonos, whosc child goes

an ACO-funded day care center, might pot R regular p.a, grant
$470 and a separate check made out tho day care conter for
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in tho Food Starp regulations.

In Jamuary and Pebruary 1979, USDA and NYSDSS oved our
procedures and corputer programs related to the ing of
childcare cxpenses. ‘These procedures

took effect on

o A
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.

In February 1979, NYSDGS wrote to USDA to cbtain an
interpretation of .,dm in the regulations related
to refzbursement of childcare expunses of uplowd
| Aw rociplents who receive an increased p.a. giant to
ocover the costo of childcare (Wrs. aut.h's amnuon)

Much correspondence batween USDA rnd NYSDSS engued.

- Finally, in Septenbel’ 1970, USDA wrote to NYSDSS ad-
vising that in this one situation, childcare is to de
treated as exenpt inoame., In other words, they wanted
us to calculate Mrs, Smith's benefit using & p.a. gunt
»1 70 (§510-$70)- with no childeare deduction

mw.letmwmm-mmmx ms
advising of tho new-palicy and roquiring that local
districts change over to the new rule. The letter also
stated that the intwpretation was retroactive to

larch 1, 1979, and thut all affected p.a. cases, whether
eurmtly aciive or closed, be idontified and issved
retroactive benofits,

¥e informod NYSDSS that the chabge required modifications
to our ccoputer program and procedures for staff and n
staff training program. V¥e stated that we would Saplement
the change eifective January 1, 1660 at the swv time we
would be implementing other changes in regulations.

Ve algd informed KYSIGS that we are unable to easily
identify the affected cases, that mass meilings are
difficult to administer and that it is not proper to
change & regulation Mrouuvely. This issue has not
been resolved.

In October and November, we shared with NYSUGS and USDA
staff by letter and in meetings, our epecifications for
modifications to the conputer program and our

for staff. Tho childeare issue vas discussed in great

detail, and USDA and NYSDSS approved the corputer plan

and procedures. .

¥e have caxpleted the carputer system n;diucntm.
have issued. procodures snd have trained the staff in
the IM Centers and FIR Sites.

On Decenber 7, 1979, NYSDSS infomed us that cig; received

& Tettar on Decenber 6, 1670 from LOA that 18
Eﬁ.ﬁaﬁm buck to ¢ Bm It sus Etemroé g
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Situaticn 2 - Runding Prooedures - -
¥ood 'Stamp teculs\uau provide that cedts be rounded

down to the pext 1oweet whole dollar smount.at every
step of the Food Stamp benefit calculatirn, -

- In Jamary wod FPeleusry 1979, both USDA and NYSDSS

progrems took offcot on March 1, 1979,

In Septenber 1979, NYSDSS informnd us that there was
0 exzor in owr procedures becasue we did not round
down.weekly anounts prior to conversion to semi-

xonthly amouats. - %e inforoed NYSDSS that it was

not pcesible to do ihis as the actus)l sewi-monthly N
‘dollars and cents are used Ly the coputer system

for calculating p.a. grants, and that if we rounded
weekly svounts, p.a. grants would be issucd in tho
mom'rect

In October 1970, USDA issued a proposed regulation on
rounding designed to change tho current regulation.
In the proamble to the regulations, USDA indicated that
4t would 11ke to allow States to docide which of three
rounding mothods would be used in the State. The reason

. given was that mny States that usod the same computer - .-~
syston for p.a. and Food Starps were unable to isplemont

*  correctly the prior regulation. The prearble also stated

© that USDA plamnod to issue the final regulation in time

. for the January 1980 calculation change.

In Qctober and Noverbor 1978, we sought guidanco fram .
NYSDSS and USDA regarding use of the proposed regulation,
Wo wero informd that thes regulation would bo issued

and that we shauld plan to irpleament the new regulation
eoffective January 1, 19680. We shared cooputer specifica-
tions and procedures for staff with USDA and NYSDSS, and
these were approved. The campater programs were modified,
procedures issued, and staff trained and the Food Starp
.Offices bave already started to use the new procedures.
mmwmmmmzanmwtonwmm
prooodures ¢ca Jamiary 2, 1830, .

On December 7, 1979 NYSDSS informod us that USOA will

" not issuo the firal regulation in time for a January 1960 -
inplecentetion date, and in fact, may issue a regulation
that s mbemtinuy differs.t tbnn the coe proponsd,
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n October 1979, NYSDSS advised Crrmissionera by letter that
USDA has nine«-puted the regulation, and that certain types
_6f recoupments will continue to be exoluded, but other t,pos
of recoupmeots zust be included in the Food Stamp calculation,
‘This change is to be effected immediately. Our computer system,
‘however, is unable to distinguish different (yyes of recounmsat
and we are, thurefore, wible to ccuply with this directivo.

1f we wore advised of this interpretation earlier, such as in
1978 whon the regulations were promulgated, we could have put
together a plan to idertify tho different ty-.:e- of nm\pmt.
¥e pow f£ind curselves cut-of-ocepliance in thoysands of cases,
and there will be a lcog lead time necessary to develop and

- inplement plans to bring us into ompliance.

‘These' three examples serve to-illustrate thv coatinuing problems
that we facé in trying to conply with Food Starp regulations,  °
and reduce tbe error rate. ¥We bent over backwards to be mne -
that what we were doing was in carpliance with the regulaticos. -

* We mdo eure that wo had a sign-off by NYSDSS and USDA on cur

procedures before we modified our computer progrars and trained
the staff, Then, overnight, either NYSDSS and/or USDA changed .
their mind, and we werc instantly out-of-compliance. Not oaly

40 wo have to rochange the computer system and retrain tho stut.
but wo are also subject Lo law suits from advocate groups

-damanding retroactive benefits.

You are sware of the inmense effort we are making to irprove
tho operation of the Food Stnp Program. Staff in the Inoome
Maintenance Centers and the Office of Data Processing have been
working long hours under very tight doadlines for the past- year
to isplement the new regulations. Although the constant tension
bas taken its toll, we arc dedicated to reeting ths conmdtnoats
we have ande 10 reduce ervors and vulnorsbility to fraud. We
cannot afford, however, to have our energies sapped away and our
efforts obuteuted by this unnecessary apnd unreasonable
vacillation by NYSDSS and USDA staff. .
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regulaticas (and their intepretations) of the regulaticns,

. offective with eithor tho January or Aily AIP's, when
changen in the standard deduction, tho maximm issuanco
levels, the benefit tablos, and the maxisum childcare and
shelter odet deductions are effectod. -

‘01 M. furdick
M. Davis
J. Xrauskopf
B. 8olowits

Senator MoYNIHAN. Now it is the personal pleasure of the chair-
man to ask Mr. Philip Toia to come to the witness table. Mr. Toia
_is one of our most distinguished public servants who, I am pleased
to say, has lately found happiness with the Chase Manhattan

Mr. Toia was the Director of the Budget for the State of New
York, which I suppose is the second most demanding such position
in the United States. He was Director of Human Resources, as I
recall. Then, having stood from the perspective of the State capital,
having watched the turmoil in the city, he became so0 bold as to go
down and be deputy ma{or of the city itself. No one in our time
has been so directly involved in as many aspects of the subject, and
we welcome you.

Senator HEINz. Mr, Chairman, if I might just observe that his job
might very well be the most demanding in the entire Western
Hemisphere. At least the Director of OMB has an unlimited, or so
he appears to believn.:gl__gfj money to work with. But that is not
the case in New York State. I suppose, if you compared the budget
of New York State to all the other countries in the Western Hemi-
sphere, I don’t know whether it would exceed it, but it would be
close, indeed.

Senator MOYNIHAN. Mr. Toia, will you proceed, sir. -

STATEMENT OF PHILIP TOIA, VICE PRESIDENT, MUI;?ICIPAL
FINANCE, CHASE MANHATTAN BANK

Mr. TolA. As both members of the committee, both the chairman
and Senator Heinz, know, I have been here before on one issue or
another. I am speaking to you, really, on the basis of my experi-
ence as the former budget director, social services director, and

social services commissioner, and deputy mayor for finance of the -

city. -

{have a brief statement that I would like your permission to
enter into the record. I would prefer to paraphrase the statement,
and then respond to questions or comments.

Senator MOYNIHAN. Please do.

Mr. Toia. I am s ing to a narrow issue this afternoon, and
that is the cost of the rogram to State and local governments, in
particular to New York State and New York City. I will try to

present some data which shows the scale of the problem, just by -

using some casual numbers as New Yorkers are wont to do from

- time to time, and to discuss the costs and how those revenues are
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%:nerated in New York State and New York City, and what it costs
for public assistance in our State. ) o
order to set the stage, I would like to refresh your memory as
to the population of our State, the numbers of persons on public
assistance, and the same two figures for the city. In New York
State the population was roughly, at the last census, 18.2 million
people. That figure will be revised very shortly. of those 18.2
’ n people, over 1.2 million receive Federal assistance and
public assistance. : .

An additional 166,000 receive general assistance, which in New
York State is called Home Relief. For the purposes of a budget
director, or a deputy mayor for finance, or any person involved in
the fiscal cost of public assistance, we have to include those persons
as people receiving public assistance, which runs the number up to
14 m.lfh ion people, or about 8 percent of the total population’ of
New York State, with the heavy concentration in three burroughs
of the city of New York.

The city of New York itself has 7 million people. As the mayor of
- - the city said on more than one occasion, you name the prob-

lem, you name the issue, you name the group, and we have a
million of them. In this case, it is true, again, in that of that 7
million, over 1 million people in the city receive public assistance.
Over 860,000 of those are in the Federal category. The rest are in
our general cab?;ory of Home Relief. '

So for New York City, given a ulation of 7 million, and a
number to be determined soon for 1980 we hope to be somewhat in
excess of 7 million people, over 14 percent of that pvovgulation is
receiving public assistance of one type or._another, with an ex-
tremely heavy concentration in' those three boroughs of the
Bronx, Manhattan, and Brooklyn, which ties in very closely with
the Senator's comments to the previous witness of the difficulty of
the administration of this program, which I am not to speak to.

The concentration of those numbers of person in an income
maintenance center, the attendant disruption, disorder, chaos that
occur when masses of people are looking for timely assistance in
moments of crisis and emergency, is ample cause for a different
assessment of the process by which error is related, or at least a
rmtion that error may occur more frequently in urban areas
similar to New York Cit&. ,

If I may tag to that, Mr. Chairman, I would agree that it would
be very, very difficult, based on my past experience in the State
and the city, to get the error rate below 5 percent.

There is a massive effort underway in the State now to automate-
the system, to put up the elaborate computer system which we
started with your support 5 years ago, to try to %?t a profile and

that the appli

screen in each of those agencies, so cant indicators

- are flashed on the screen, so the income maintenance workers

malgh;s no mistakes. The arithmetic errors are caught immediately
on line.

It does take time. It will take several years before that m is
implemented throughout New York City, and without that system
the city just cannot get below 5 percent on the error rate.

.. The public cost of supporting those numbers of people is er-
ing in our State. I am not speaking to the supportive services that

M‘_” B A T L v R R SO U SOV W
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go along with it. I-am not sgeaking to the medical assistance
programs, the educational assistance programs, the employment

&r:&n:alma. the public access tgrograms,’housing assistance, and so -

am on sPeaking to the cash benefits programs.

In New York State, the most recent budget year indicated that
$1 billion of State tax levy was used for the State’s of the public
assistance category. That is $1 billion, and those are taxes. :

Most of the taxes flow under the general fund, and are not
earmarked for public assistance. But to give an example of what is
involved in our State, I have taken from the budget the sales tax
personal income tax, business taxes, and a variety of other small
taxes, to indicate the revenue source and the amount. Then I have
indicated what percentage of those taxes the State would have to
use, and does have to use to pa¥ for its welfare costs.

In the sales tax alone, we collect $2.5 billion in New York State.
In order to paf' for welfare, public assistance, over 39 percent of
that alone would be required to pay the $1 billion. With the person-
al income tax, it would be 20 percent of the total personal income
tax figure, and so forth. Business taxes, over half of all businesses

taxes are necessary to pay that $1 billion. When you add the other

major taxes, there is not enough in that total pile of parimutuel,
estate, estate and gift, and miscellaneous receipts to pay for
the welfare total. : '

I am not trying to imply that the elimination of the State share
would result in the State cutting taxes by those percentages, be-
cause in fact it would not. It may cut taxes, as is the Governor’'s
and the legislators prerogative, but in the g‘as% as the State has
testified, any relief that the Governor and the State receive, they
have indicated that the first priority would be to extend that relief
to local governments. I believe that was the commitment that the
Governor made when he was last here testifying in this area.

With res to New York City, in addition to the $1 billion
raised by the State, the city of New York must raise from locally
generated taxes $360 million to pay for its share of its total public
assistance, both home relief and A costs. ,

To raise that $360 million, the city has available to it seven

r revenues.

estate tax, which is our largest, over $3 billion comes in,>

that has been a flat tax for the g:st several years. It has not been
grglwmtga as previous testimony before your other committees has
indicated.

Our personal income tax, our sales taxes, and the variety of
corporation stock transfer and cornmercial taxes represent a much
smaller amount of money as far as total revenue of the city.

en one looks at the total pile available, and the amount

neoessarz)cto retire the welfare burden, you find that there are four

taxes—stock transfer, commercial rent and occupancy, other busi-

ness, and water and sewer charges—that in and of themselves

vtgt;u_ld not ?raé the total bill. A large portion of our personal income
is required.

One_could, again given some relief to the local community and

- New York State, surmise that this relief would give the cit

breathing room. In fact, it would give the city breathing room. It
would give the city a number of options. One would be to reduce

R . .
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. " tax: two, to reduce debt, which is probably even more pressing on

~ the city, in order to enhance its return to the public credit mar-

.

ets.
The infrastructure of New York City, as has been amply demon-
strated time and time again, is crumiling and needs repair. This
maoney could be used as an expense item, not to incur future debt,
but to rebuild that infrastructure here and now, without resorting
to the credit markets.

Some of the vital services cut during the city’s fiscal crisis could
either be restored or maintained at their present level.

I have, as a last, to restore our waterfront, which I think is our

" most neglected resource in the city, and it is a resource that could

_easily avail itself of something less than $360 million of relief, and
“generate a potential income and rennaissance in the city that could

. ?rekad throughout Manhattan from the Battery up beyond Central
" Park. ‘

: from tremendous groups and n
" welfare.

I am trying to make only one point during the course of this
testimony, that the cost to the city and to the State is, indeed,
stafgering; that the revenue sources available to both the State
and the city are limited, are no:egzowing, and are under pressure

in other areas, in addition to
In looking at what this $1 billion of State money, and $360

"~ million of city money bui;s, one has to shrug the shoulder and ask:
a

. analysis of the ha
“ not f)rovide any substantial resources to the State or the city. It

Why since 1974 the welfare grant has in fact been frozen. The
maximum grant for a family of four in New York City is still $476
as it was in 1974. One could add food stamps value, which as
calculated only a mathematician can work it out, and they expect a
poor clerk in the income maintenance center to do it. In any event
that food stamp value added to the $476 would probably be less
thant$100 a month in food stamp value if you are at a maximura
grant. -

The market basket for a family of four in New York City is over

. $90 a week, and that is $390 a month for food in New York City.

What was perceived as generous in 1974 cannot be considered

- generous by toda!'s standards, and the effect of that is that we are
* paying a tremendous amount of mor.ey for a welfare benefit that is
. no longer, in the eyes of the people who are involved in the

p am, adequate to mee ys n .
rggr d te t today’s needs
r. Chairman, that concludes my testimony.
Se:nator MoyNiHAN. I do very much thank you for that state-
ment. < :
May I just sar that you heard mgereport of the mathematical
egislation we have before us. Evidently, it would

would give only a nominal 5§ percent in additional aid. But even

. this is accompanied by increased costs in other places, and thus the
- additional money would “wash out.” There would still be no provi-
- gion for increasing the basic welfare grant.

That is the problem I think we are trying to address at some

. level. What do you do with a mature public sector that does not try
:?w %h?ll:a:p new provisions, but only ways of maintaining those
: it has.

60-582 0 = 80 ~ 12
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May I ask you the question that we asked Mr. Morelli? We have
a bloc grant proposal before us, which is much favored by some
Senators. Have you had a chance to think about that, and have you
ar%hoomm_ent about it? } '

e alternative is to do nothing, or to do what the President said
he would do, to assume the local costs. As you recall, the Democrat-
ic slatform said that we would assume the State and local costs,
and the President’s only firm commitment to Mayor Beame was to
assume the local costs. )

Between these two alternatives, the full Federal assumption ¢f
local costs and block grant, which is a better choice?

Mr. Toia. I have a schizoid approach, and the approach steras
from my present position. . ‘

Senator MoyNIHAN. You are entitled to all the mental aberra-
tions that are known, after the job that you have done, A

Mr. Toia. From the perspective of the public side, and from the
perspective as once havinﬁ been spokesman for the Governor and
the mayor on this issue, there is no question that if there were an
olx;der of priority, fiscal relief must come first to the State and to
the city. :

Within the broader network, and I am going to address Tgself
from the State perspective, because we have a house divided, as
you understand, in New York City with respect to upstate, as to
whether a bloc grant or fiscal relief would be the most equitable
way of taking care of the upstate counties, with respect to New
York City, making sure that the burden is evenly carried, and the
rewards are evenly distributed, if any rewards should come.

With respect to the State's perspective, and hearing the Gover-
nor test fore, fiscal relief has to come first. Whether or not the
fiscal relief comes in a bloc grant, or whether it is a straight
redistribution of the formula, is dependent in large measure as to
who may become disenfranchised if the bloc grant has different
eligibility criteria for psrticipation. I am not familiar, Mr. Chair-
man, with the criteria. :

Senator MOYNIHAN. Right, and that is a specific, and that is

what you look for when you read the bill. ,

You would that it is not just welfare which is so expensive.
If the city of New York did not have to pay for medicaid there
would be another half billion dollars a year saved.

Mr. Tola. Senator, the combined public assistance, medicaid,- and
city subsidy for the medically indigent using our metropolitan hos-
gltals, is over $1 billion. As you know, $1 billion a year to New

ork City would enable us to retire our deficit, meet a balanced
budget this year and, as has been quoted, we could lend Chrysler
money. [Lar?hber.]

Senator MOYNIHAN. I have an image on that point, which is that
a billion minutes ago St. Peter was 10 years dead. It is a big
number. We get used to it, but we probably should not get too
comfortable with it. -

tl}/h-. To1a. I believe that he was the first proponent of welfare
reform. - :

Senator MoyniHAN. Yes, and it has been waiting ever :since.

There really has come to be a situation, in which what has been
known as fiscal relief, and might be interpreted as help for the
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prodperty taxpayers, is also now needed for in the care of children
and their mothers. A

" I have been frankly interested to observe that now that times are
hard, the enthusiasm for this subject seems to have dissipated, for
this subject itself seems to have disappeared. There is a strange
_silence about the fact that in New York City today, we a%parent y
~ expect children on welfare to eat half as much as they did 6 years
8go. -

A decade ago, you could arouse a good demonstration on this.

Now that the money has run out, an awful lot of talk about
yielding power to the powerless has disappeared, especially because
it costs more than the people are able to pay.

I think that this question must be redefined in terms of these 1.2
million dependent women and children. They have been lost in
this, and this does not do any of us credit.

Let me ask you this. How is it that New York State has never, in
all these years of progressive Governors .ad legislators, assumed
the city’s costs, as say Illinois has done? or California now has
~ done. There i8 no answer to this question.

Mr. To1A. Thank God, there is no answer. :

*  'The question had been raised several times as part of the State
_'welfare reform proposals stemming from Governor Rockefeller and
Governor Cary. As you know, it is imbedded in the State constitu-
tion that the costs shall be borne evenly by the State and the

. counties. -

Senator MoyNIHAN. No, I did not know that.

Mr. Toia. It is in the constitution. It is constitutional language.

In order for the constitutional language to be changed, as you
~ know, it is a fairly involved process.
- With State assumption*of the costs, one would assume that it
would go State administration of the program, since, as was previ-
ously testified here, if you are paying for something, you are apt to
run it better than if someone else gives you the money, and you
run it for them. -

.There has been some resistance in the counties upstate to give
. up the administration of the program to the State. So there is a
" constitutional issue that has to be addressed through the amend-
ments process.

Senator MoYNIHAN. I see. It sounds awful, when you confess that
fou did not know something, as if it were a surprising thing to
earn of something I did not know.
Mr. Toia. Senator, I am sure that when you were in the cham-
ber, this issue was raised by the upstate contingent, but it was
"buried in other arguments. I believe there was a rate reduction a
- the time, and that was the issue that came prominent. ‘

Senator MoYNIHAN. I believe the proposed 1967 constitution had

a change in this respect. But the constitution was not ado’}tfd.
That does make a difference in what you can ask the State. That
procedure is a very elaborate one as you know.

.. Clearly, it is a formula of the 1930’s, when it was good public

” administration theory and good political practice to introduce these

* programs and say: “The Federal Government will pay half. You
pay half. If you want to keep your benefit levels low, that is all

-
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;ight.’i Ahhalf century has passed now, and it is time that this
ormula ¢ .

This ought to be the elemental change. Welfare is clearly not a
burden evenly distributed. If be federally mandat-

rograms are to
" ed, then they to be substantfally funded by the Federal Govern-

. responsibility because when you no longer pay for a program, you:

-

ment, don't you think? . ,
Mr. To1A. Yes, sir. That was the argument that we have brought

here several times. ‘
" Senator MoyNIHAN. You brought it year in and year out. Absent
that one direct, simple; straight answer, we have to live with the
increasing difficulties of cities in the Northeast. We are just begin-
ning to find that other cities are having the same trouble as we are
having, and it is not going to go away until we change this political
economy. :
Weﬁould have done it for medicaid when we had a chance, but
we were a little too flush in 1965. I remember those years down
here, when nothini;vas too éxpensive. When medicaid was pagsed,
we opted for every known provision. : )

_Then, of ‘course, the city of New York has had its share of

alsot gilve 1!3}1‘) administering it, and there is a certain sense of losi
control.
enough of our own problems, but the Federal Government has not
hell_red us with them in this decade. "
aveé you followed the bill that passed the House of Representa-
tives at all, so that you would want to comment on it?
Mr. To1a. Senator, I have not.

Senator MoYNIHAN. You have had enough such sorrow in your

time. It would not, I think, be reassurinsg to you. It just provides no
fiscal relief. It increases benefits in 13 States, and you know where
they are. It mandates AF' in 24, and you know where they are.
The sponsor of the bill is the Senator from New York, the State
which is supposed to pay for it. It is supposed to be a privilege to
enhance the lives of people_in other parts of the country. It is
certainly a responsibility, but it is not a pleasure.

Mr. Toia, I thank you very much, sir. You know how much you
are admired by this committee, and we observe with pleasure that
you made it from one cake of ice to another, and you have crossed
the watery deep. You have now found yourself in the safe bosom of

- private enterprise, from whence you will again return to public

service. But no one can say that you have not paid your dues, and
comported gourself with the greatest honor. , .
¢ thank you for coming to this committee.
Mr. To1a. 1‘:hank you, Mr, Chairman.
(The prepared statement of Mr. Toia follows:)

eré are different 'unions involved. We have created

A
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Statement Of
Philip L. Toia

Mr. Chairman, members of the subcommittee, I appear

" ‘before you today as a former Deputy Mayor to} Finance for New
_ York City and former Commissioner of Social Services and Budget

Director for New York State. I would like to discuss one aspect
of the public assistance program -- that is, the cost of that
program to state and local government. In particular, my zemaxi;
refer to New York State and to New York City and will draw upon
my experience in the fiscal area of the governments of both the
State and the City.

As part of my testimony, I will present data that
illustrate the scale of the public assistance problem in New
York State and will offer comparisons between costs to the State
and the City. I will also describe the various revenue sources

which must be accessed in oxder to pay for the public assistance.

New York State receives approximately 50% Federal
reimbursement toward the costs of public assistance. The remain- --

ing share is splft evenly between the state government and local

' governments. Thus, each county, with few exceptions, pays 25%

of the costs of public assistance. The City of New York is

treated an one county for purposes of reinbursement.

In order to better understand what is involved in New
York State and in the City, a review of some population statistics
is necessary. " New York State population is approximately 18,200,000
persons. Of that figure, over 1,275,000 persons receive federally

Q.ll.l
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reimbursed public assistance benefits. An additional 166,000
persons receive locally funded general assistance payments; thii
program is called Home Relief in New York State. A total of

over 1,400,000 persons are therefore receiving "public" assistance
statewide and, thus,almost 8% of the total population of New York

State is on "welfare".

The New York City population is estimated to be in excess
of 7,000,000 persons. (How much in excess we shall learn when the
results of the 1980 census are made public.) Of the 7,000,000
plus persons in the city, 885,000 receive federally reimbursed
public assistance and an additional 118,000 receive home relief -~
resulting in a to&al of 1,003,000 persons who are receiving "public*
assistance. Over 14t of the estimated population of tﬁa City ie
on "welfare®". One out of seven perscvns receives cash benefits,

with a heady concentration in three boroughs particularly.

The public cost of supporting such a large number of
persons is staggering. I am not speaking of the wide variety of
support services which exist to render health care, educational
assistanca, employment assistance, housing assistance, social work
services and various access programs. I speak only to the cash

benefits program,

New York State budget figures show that the State share
of public assistance programs is about $1,000,000,000 per year.

.ll..a
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To raise $1,000,000,000, the State must look to its traditional
revenue sources, in this casae, taxes. Most of these taxes flow
" into the §ongfaf fund and are not specifically earmarked for
welfare, but to illustrate the effect on state resources, I will

identify the revenues from the State's major taxes.

in millions)
_ Sales Tax $2,582
Personal_lIncome Tax 4,930
Business Taxes 1,911

-~ Corporation Pranchise 991

- Corporate Utility 489

- Insurance . 195

- Banking 179

- Unincorporate Business 57
Estate & Gift Taxes 155
Pari-Mutual Taxes 120
2 Real Estate Taxes 10
Miscellaneous Receipts 519

The following table shows the approximate percentages of

the tax revenues needed to pay the Stage'u share of welfare payments.

Sales Tax 39% -
Personal Income Tax 208
Business Taxes 52%

Estate & Gift Taxes )

Pari-Mutual Taxes )

Real Estate Taxes ) 125¢

Miscellaneous Receipts )

1 do not mean to imply nor should one conclude that the
elimination of the State's share would result in the elimination
of four (4) major taxes; or a halving of total business taxes;
or a 208 reduction in personal income taxes; or a 39% reduction
in sales taxes. Obviously, given such relief, a thoughtful State

- Legislature might look at a wide range of tax reductions affecting
capital investments, and might possibly redirect emphasis toward

. infra-structure rehabilitation and incentives to commercial and

\
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industrial growth.

18, however, the State Legislature chose to apply any

- type of relief directly to tax revenues, New York State taxpayers

o

would immediately lose their premier position as the most heavily

taxed group of peoplo-in.tho continental U.8. I doubt seriously
if that loss of this reputation would engender any real opﬁbl&tion.

In addiéion to the $1,000,000,000 raised by the State
for public asalltancﬂ, the City of New York raiseés fronlxocally‘
generated taxes approximately $360,000,000 to pay for its share
of cash benefits. Of this amount, approximately $238,000,000 is
for AFDC and $116,000,000 is for Home Relief.

To raise thé $360,000,000 needed for public assiatance,
the City has available to it the following revenues:

. . (in millions)

- - Real Estate Tax $3,130

Personal Income Tax 719

Sales Tax 1,005

General Corporation Tax 484

Stock Transfer i 274

Commercial Rent & Occupancy -208

Other Business ’ 337

Water & Sewer Charges 239 g

Most of these taxes, as in the case of State revenues,
and are not earmarked for welfare., For illustrative purposes,
the following table shows the approximate percentages of these

revenues needed to paf the ctty'p share of welfare payments:

..l.l‘
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Real Estate Tax 118
Pexsonal Income’ 50%
Sales Tax 358 -
General Corporation Tax 5%
Stock Transfer 1308
Commercial Rent & Occupancy 1808
Other Business 1088
Water & Sewer Charges 1508

One could surmise that the relief to the City

from its welfare burden would provide breathing room and allow

the City_to do one or a combination of the following:

o
(]
(]
(<]

o

o

reduce taxes

reduce debt, both short and long term

rebuild infrastructure -

restore some vital services cut during

the City's fiscal crisis

provide incentives to economic development

restore the waterfront 3

As in the case of the State, if all of the relief

were passed on directly as tax relief, New York City residents

would join the balance of their brethren in the State and forego

their status as the most highly taxed citizens in the country.

By now, I hope that I have made my point =- the cost

of welfare in New York State is staggering. Public assistance

. expenditures necessarily comprise a major portion of the total

taxes raised; and the total burden already. imposed on the tax~

payer is the highest in the land.

K
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One might conclude that all of that money mitched

by another large amount of Federal fun&- results in a rather
generous, perhaps even luxurious, grant level. The facts are
these: Since 1974, New York State has had, in effect, a frozen
grant level. The maximum grant for a family of four consists

of a bilfé payment of $258 per month plus rent as. actually pafd

up to a rent ceiling that varies from county to county. In New
York City the maximum shelter allowance (rent) for a family of

four is $218 per month or a combined maximum grant of $476 per -
month. Nassau county has a higher shelter allowance than New

York City; the other counties have lower shelter allowances.

Por six years, this basic grant has been unchanged. What might
have bsen considered generous in 1974 has been decimated by
inflation and by most accounts is in need of review and recalcula-
tion. -
The unfortunate result of all this is that New Yorkers
are facing an awesome cost for welfare, the highest bill in the
nation, and they are providing a level of benefits that are no
longgr adequate in the eyes of those professionals closest to

the problem.

tn.'os
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.. Senator MoyNIHAN. Now we will hear from Prof. Leonard Haus-
man from the Florence Heller School of Brandeis University.

- Professor Hausman, we welcome you as a person who has fol-
lowed this subject from the academic side of things for a g:gd

- while, and we have asked you to speak’to a subject we have been

-“touching on the trends and adequacy of welfare benefit levels
under current law. ;

. STATEMENT OF PROF. LEONARD HAUSMAN, FLORENCE HELLER
" SCHOOL, BRANDEIS UNIVERSITY

. Mtx;éhwsm. Thank you, Senator Moynihan. I appreciate your

- invitation.

" Real welfare benefits across the country, across a broad expanse

~ of States, are in stark retreat, and I think that is the major news
that oni}i:t to inform welfare reform deliberations in the coming
years. You pointed this out with res to your State, but unfortu-

, nately the retreat in real welfare benefits is far more extensive
‘than New York. w
. . Between the years 1978 and 1978, the years for which we have
" data, real welfare benefits declined——

- _ Senator MoYNIHAN, May I ask as an old professor, who is “We"?
Is that an editorial “we,” or is it a project you are working on?
. Mr.,Hll‘msuAN. My oolieague. Barry Friedman, and I have done
work. »

. Senator MoYNIHAN. It is you and Professor Friedman?

- Mr. HausMAN. Yes. We also had assistance from others, and 1
need not mention their names. It was principally Barry Friedman.

- In AFDC, that component of welfare, benefits have declined be-
. tween 1973 and 1978 in 12 of the 20 States represented on the
- Senate Finance Committee. Unfortunately, we do not number that
~'many at the Heller School, so we had to select a sample of States,

‘and that seemed like a convenient one.

-1 think the big picture, as most people have drawn it in recent

: g:ars, is that of enormous explosion in social welfare expenditures

- between fiscal 1969 and the current period. In effi welfare

Lo

n to $305 bjllion b, 1981,
the big picture that everybody sees is that Federal expendi-
-tures on social welfare &rograms have increased enormously, have
%‘gége,from about 85 to 63 percent of the budget for fiscal 1981, and
" that is certainly a very important thing to see.
- Against that, I think what has to be seen is the more recent
retreat in per capita benefits and in benefits available to a particu.
" lar recipient through the AFDC, food stamp and medicaid pro-
~g:::ns, e only ones on which 1 concentrated :ﬁg:g rincipally
- because -those are the ones from which the non 1 , nonaged
r draw their support, if they don’t have their own sources of
‘income. , ) ' N
The benefits have declined not only in a large number of states,
but they have declined rather extensively—my numbers are a little
bit different from yours. In the States with the largest declines, 4
- of the 20 on your committee, the retreat has been ked by a fall
in real terms of between 24 and 83 percent in between 1973
and 1978, \ _ o , ;

-~

mndim have gone up in current dollar terms from about $65
So
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Unfortunateg;, we did not have the time to investigate trends in
participation. So [ think that if you are interested in investigating
~ this au_estion, ou must call on someone not only to look at the

benefits available to particular household units, but also how many
i)ftgh‘em are participating now as a proportion of the eligible popu-

ation. ‘ - .

"We don’t have those numbers. It is true that the numbers on
AFDC have declined from about. 10.8 to 10.3 million between 1973
and 1978, but whether that reflects a declining participation rate
or not, I don’t know because I don’t know the base number against
which the two should be compared. ’ ’

Senator MOoYNIHAN. I don't think so. At least, I remember pre-
dicting that it would decline. If you kept the demographics con-
stant, you would still have some decline. It is}l'aEan?T point, and I
will ask that question of HHS—HHS is what used to be. But
in the same manner as before, the answer will not be forthcoming.

Mr. HausMAN. It is not only in AFDC in which real benefits are -
in stark retreat. In the food stamp program, there is an indexing of . -
benefits. It is important, though, to look at the package of benefits.
On the one hand, when you combine the two, you see a moderating
‘effect of food stamps on real benefit decline over the period 1973 to
1978. However, one thing is missed by looking at real benefits in
those 2 years, and that is the fact that as food stamps increase as a
g:':pprtion of the income available to the poor family, you have a .

istorting coffect on their budgets. ‘ _

In the State of Georgia which is represented on your committee
- as well as elsewhere in this town, for example, 46 percent of the
~ benefits available to a four-person family come through the food

stamp program. That isprobabl{ unduly-high. : ‘

I think that if we keep accelérating benefits in the food stam
program through the indexing process, and don’t do that through
the other programs, you are going to see black markets developi:s .
in food stamps because they are not goinﬁ to be valued at their facd .
value by’pegfla receivilig benefits from those two programs. -

Senator MoyNiHAN. If I could just interject. Bear in mind that
food stamps are 100 percent fi eral&{ funded. Thus, the higher -
. proportion of food stamps in your total welfare benefits, the lower

thgfrolﬁrtion the State has to pay. : g D

r. HausMaN. That is right. ,

I don’t know what ‘goes on in the minds of the decisionmakers -
across our country. It certainly seems like a plausible explanation *
of what has been materializing, or is likely to materialize. I thin
though, that they will see some untoward effects, and I really think
that this might bring into question the viability of these programs
as people get to wonder about flourishing black markets in food
stampstil on’t think that that necessarily is far off, but it is only

on.

"More drastic in percentage terms than the retreat in AFDC, and
the ﬁkage of and food stamps, is that observed in ‘medic-
_ ﬁl:n ‘Two numbers, just to put it before you simply, Senator Moyni-

One is that poor children recelvinbg medicaid, benefits per ch% .
adjusted for inflation, declined in 16 of the 20 States repreeen
on the Senate ce Committee. For adults on AI?DQ ‘and

.“, )
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UF, between 1973 and 1976—data are only available to us
“through that year—medicaid benefits per adult declined in real
. terms in 19 of the 20 ‘States. Some of the declines are really
- substantial. Let's start at the top of the list. B
Senator MoOYNIHAN. Look at Wisconsin, at the bottom of the list,
46 percent. o -
Mr. HausMaN. There are several there in the forties. You see
Pennsylvania there and you see Georgia there, 8o you see three. On
the child side, the left-hand side of the table, you see several there
i the thirties and forties. . '
-‘fSemﬁt_or l\g!eovmmm. Again, V:Ilisoonsin. ? State which would think
- -of itself as being prosperous and progressive. )
+  Mr. HausMAN. I think what Vgisconsin is doing, if you want me
.. to interject a speculative explanation, they are holding up AFDC
* benefits over time, and they are letting the declines and retreats
* take place through the medicaid program. :
Tdon’t know. I have no familiarity at all with that State, but just
* looking at the numbers that we developed in the last 10 days, that
- seems to be the case.
-~  So when you combine information on these three programs,
" again the ones principally responsible for supporting the nonaged,
nondisabled poor, at least in 14 of the 20 States represented on the
* Senate Finance Committee real benefits per_capita Have declined,
- as I have said, often nontrivially. That ignores, again I must rejter-
_ ate because we don’t have the information, any effects on participa-
" tion coming through administrative ¢ es in recent years.
.- The thrust of what I want to say is ly in that area, but I will
_ make a few other remarks, and I will keep them brief, along a
;. seccndary line. B :
5 One is that the fiscal pressures, to which you have alluded sever-
" al times, are real, and they are real across a number of States. It is
« interesting that if you look at tables 1, 2, and 3, you see big
---declines in Pennsylvania, Yet, in 1978 Pennsylvania was spending
" about 41 percent above the national average per $1,000 of per
" capita income on welfare programs. ‘
- Pennsylvania’s expenditures on welfare have increased stead-
< ily from 1969 to 1973, through 1978. So overall, they are sgnding
more and more on welfare, including medicaid. But their benefits
. per cm are declining, and rather substantially. .
R | that the declines that we have observed are just the
o . We wrote several years ago about the first si of
welfare retreat, and now it is more widespread. I think that as
" economic and resul fiscal pressures come to bear across North-
- east and North Central States, you will see more and more retreat.
<+ It is interesting, though, that the retreat so far observed is not
“.confined to those States. You have States like Louisiana, Geo:ria,
und Texas in which per capita income is grow%n‘more rﬁidly
. than it is in States like New York, Pennsylvani; and Rhode

- Island.
;" Yet, in States like Texas and Geo there also has been a

fairly serious retreat. So that now in Texas they are spending lees
" per $1,000 of per capita income on welfare programs than they
" were in 1978. In Pennsylvania, it has gone up.
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So I think that as economic growth is relatively worse in certain
‘States, the socalled Frostbelt States, you will see more of this,
Interestingly, as the client pool goes down in the Southern and
Southwestern States, and resources go up, you see the same kind of
“decline selectively there, too. I think tge big declines, though, in -
the future will be in the Frostbelt States. e

The second secondary point has to do with the types of families
in which growth will be more pronounced in the years to come, and
that has to do with the growth of the one-parent families, This is
not something on which I am expert, and it is again not news to
too many people, but the growth of one- t families through the
channels of teenage pregnancy, retention og children, nsnabortion,
nonatli;)lption. and through separation and through divorce is sub-
stantial. We are proliferatinf one-parent families much more rag;
idly than we are two-parent families, and such families have a hig
incidence of poverty, two out of three -among black one-parent
families, and two out of five among white.

I think that a lot of research and. public attention has been
" devoted to the work avoidance problem. For two-parent families,
welfare progiams basically do not come within. the reach of income
available to them through nonwelfare_sources. Even if AFDC-UF
were mandated at fairly generous levels of benefits, participation
in that rogfram would. not be very substantial, perhape approach-

b d " Il e8¢ N )

1@ last point I would make goes back to what Mr. Morelli said,
and that is that I think management is a big thing. I think that we
should preserve an array of income transfer programs. I think that
consolidation should come.on the front of management. I don’t
think that HEW necessarily has taken the right approach up until
now. I am comforted by what I see in the Social Welfare Reform
Amendments. . o

I think you need a variety of programs to achieve a variety of
sometimes confli objectives. Just to do away with programs
cuts down your flexi ﬂiti; What you need to do in order to save
public resources is consolidate management. There ought to be a
welfare IRS as there is an IRS, and it ought to be comprehensive
across the $300 billion of programs.

Senator MoyNIHAN. That is very powerful testimony, Professor
iiagsmg{n Let me thank Professor Friedman for his work, too. Is

e here \

Mr. HausMAN. No, he is not. He is teaching. Jome of us still tend
to our other responsibilities. , -

Senator MoYNIHAN. That is very extraordinarily powerful testi-
~ mony, and it will make a real impact on this committee. ,

t do you think is going on? For the female-headed families,
that is a striking figure; the number of female-headed families is
grov;liing at a rate of 8 to 10 times that observed for two-parent
amilies. :

"Years ago, when I could do these things, I did some work oﬁﬁq
and saw coming. But I tﬂought that it would long since have
leveled off, and it has not. It keeps growing, and it is well'ga.st the
point where I thought that it would be by 1980. Indeed, I thought
this problem would be over, but it i§not: S ‘
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~- -Mr. HausMaN. No, I think a serious welfare problem is: this
. growing pool of nee%ﬁtpeo?l_e ‘that is just not attended to. { think
- teenage gre‘gnancy, of all, i8 much more widespread. I think
- that we have an epidemic in that. Then I think the fact that the
‘children are either not aborted, without making a comment on
‘whether that is right or wrong, that is not my business. Then, the
. children are not given up for adoption, Again, it is not my business
* to comment on-the rectitude of that. But the fact of the matter is
" that the result of that is that we have one-parent families, and

thgz almost invariably end up in poverty.

. Senator MOYNIHAN. Yes. =~

. Mr. HAusMAN. That is serious. :

Senator MoYNTHAN. No one knows what to do about that. Since
no one knows what to do about it, the preferred strawiy is to deny
that it exists. The avoidance of this fact has been a huge official

. industry in Washington for 16 years. .
>, One of the reasons there is 80 much emphasis on work in welfare
- is because it is avoiding the fact of those who are on welfare. On all
" ‘gides there is 'a massive avoidance. It is much in evidence in
»"_lacade;ne, and it begins in academe I sometimes think. It is certain-
_ly a glum thing. ‘ ,
I know you have been interested in welfare rights movements,
-and things like that. Why do you think there has been such a
collapse of all that activity? It 18 nonexistent as far as I can tell.
< Mr. HausMAN. Of welfare rights?

Senator MOYNIHAN. Yes. "

Mr. Hausman. | %uess you have asked a question on which I
would prefer to yield to you as a political scientist. I think a lot
had to do with the fact that the movement developed in the context

- of the civil rights era, and there was a- very dynamic, unusually

~ bright and effective leader, George Wiley. Once he was lost here in
a drowning accident in the Chesapeake Bay, there was no longer
effective leadership. . , B}

- Senator MoyNIHAN. He left that activity before he died.

Mr. HausMAN, I think it is hard to know. There is one other
thing. I always thought that a union security clause for that orga-
nization was the phenomenon in welfare programs of special nesds.
What Wiley knew how to use was that provision in State programs
which allowed people to establish extra benefits on the basis of &

- dietary problem, or a particular furniture-problem, or whatever.
. People got to understand that if they participated in that organiza-
tion there would be real results rather quickly observed.
~ Once we went to flat grants across the States, I think we reall
took out of welfare, or the AFDC component of it, the NWR!
union security clause. I think that a lot had to do with that fact.

Wiley really realized that, when he used to talk. We had some
meetings up at Brandeis with him in the late 1860’s when he used
to talk about reforming welfare. Even when he talked about having

" programs with very generous benefit levels, one thing that he
never wanted to surrender was the provision for s needs.

Senator MoyNIHAN. He was a friend of mine. r his mar-

. :ﬁge—he was on the faculty at Syracuse when I was—he and his
B e came to our house for champagne. He certainly was an ex-

‘ rdinary

&
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It certainly would not have been the analysis qt the time that

this whole phenomenon was the result of the charismatic ualxty of ,
one person, such that absent that one person there would ’
such activity. Indeed, he had been effectively divorced from this,
activity at the time. he unhappily had a boating accident.
-1 am wondering about the retreat from welfare issues, and the
vanishing of welfare ‘ilitancy. You would think that the peo le
who are becoming worse off would get upset, but 1t is just

op :
B(:you know enough about Texas to have any sense of why there
was a reduction in welfare?
: r. HausMAN. I did not have time in prepa the testmony to
i‘n:eetlgate the explanations for these retreat by State I don't
oW
Senator MoyNIHAN. You could spend your life trying to figure
out something like that, and not ever have a satisfacto answer
Mr. HAausMAN. Ifanythmg ﬁlmayaddthis I would s
that given the time that we had, and the serious regults that we"- ‘

were able to come up with, at leaat what 1 would call serious

results, I think that what we "have done suggests the need ‘for more -
work in this area. o
I think that some people may think that:the. problem
coxzf;i;ﬁed to one particular location or another, and that reealiy is
not the case. '
Senator MoyniHaAN. I will take the opportumtr of being in the |
Chair and having the last word in these t have omitted to
observe that one of m I’I, gan redictions came true On July $8,.1970, I
was 8 at the Ur Coalition here in Washington, J
said that if we did not get a guaranteed income bill passed that

year, we would not get it in this decade. I was not proved wrong. . .

The abeolutelgmmdlem notion of the future diréction of social
ml:xcl{s resulted in a squandered opportunity, and here we see the

Let me ask you, Danzmg er and Plotnik were working on’ the

effects of the dwtnbutmn of income in the United States, and the

E’owth in one-parent families and their growing impoverishment.
re is a study of that, isn’t there?

r. HAusMAN. Yes. dittned to look at how Government pro-
grams have affected the ribution of income. One would expect
that as Federal expenditures alone went from 85 to 62 percent of
the budget, there would be a big

There hes been a substantial mpacwt alot of it is be offset i
by these demographlc develo ments t they have tried to do is-
to analyze these demogra; c developments thing to w, ch ;
fihey point with some emp the growth of one-paxent famis -

- Senator MOYNIHAN. It is the dirty secret of social poli% and it is
behind an awful lot of(data which are represented
because we cannot allow what in fact is.

Mr, HausMAN. I think their data are rather interesting If ) ou
will permit me a personal word, Senator Moynihan. I thought
your proposal for the family assistance program should have bee

enacted, and I tried very hard to persuade George of that. In the
end, I think that he was mtereated in a compromise. He used to

(-
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":;7 tell me that. I don’t know how well he communicated that or if he
*.- did at all. But I think that it was- a terrible mistake, an I think

““that it would have headed off a lot of what we have toda

~ “Senator MOYNIHAN. It might have, It-certainly was designed to.

. Certdinly it was Wwell intended, but you never know what the
- results would have been. There was a profoundly mistaken calcula-

<% tion at that time that politics was becoming more radical rather

~ than more consérvative.

Thank you. very much for réemarkable wstxmony which will be °

- shown to my colléagues; I can assure you.
r. HAuSMAN. you for your invitation, and also on be}\alf

" of m teacher colleagu
e prepared statement of Mr. Hausman follows. Oral testimo-

. ‘ny contﬁmee on p 204.]
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in preparing this testimony .

. summRy

? o
Peal welfare benefits are in stark retreat. Despite the absence
of data that would enable us to estimate the effects of the recent

. serious inflation, it is clear that price increases since l973-h$ve

taken a devastating toll on income tr?nsfers avaflable to the poor
Although nominal benefits have actually risen in some cases in AFDC.
Food Stamps, and Hedicaid, the principal programs from which Fhe

_non~aged non-disabled poor derive income support, benefits qdjusted' A

for price increases--"iéal—benefits"--decl1ned significantly between
1973 and 1978, o

In the large majority of the 20 states represented on the Senatg'
Finance Commiéfee, AFDC, AFDC plus Food Stamps, and Medicaid benefits

B {
_adjusted for inflatfon all.declined between 1973 and 1978, Real AFDC .

benefits declined in 12 of the 20 states. Hedicaiq benefits for poor
children fell in 15 of the 20 states. Medicaid benefits for adults on
AFbCIAFDc-UF declined in 19 of the 20 states. These results do not even

account for the fmpact of inflation in 1979. -
The, decline in benefits in these three major welfare programs has

not been trivial. In AFDC, retreat has been marked by declines as

large as 24 to 33 percent in real benefits in four of the states.

" Combining Food Stamps with AFOC moderates the extent of the drop, but

falls between 9 and 14 percent are observed in the states with the most

ot
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serjous declines. In nedicéid. réal- benefits have gone down as muth
as 37 to 47 percent in the brief period between 1973 and 1976. The
‘moderating effect: of the Food Stamp program masks the fact that the
program probably is distorting family budgets, as Food Stamps become a
larger‘proportion in real terms of the combined benefit. In Georgia,
for example, Food Stamp benefits constituted 46 percent of combined
AFDC-Food Stamp benefits in 1978.
Some states have struggled to maintain or increase benefits in
AFOC and Medicaid since 1973. Such states in the Rortheast and North
Central regions, experiencing relatively sluggish economic growth, find
‘ it increasingly difficult to finance stability or expansion in welfare.
If benefits have not retreated'universaﬂy until now in these states,
it 1s not unreasonable to speculate that they will as inflation continues

during the impending recession and furtheriinto the efghties.

A. Welfare in Retreat

In analyses of developments in the social welfare system, emphasis
in recent years has beep on the unusual expansion of social welfare
programs. To be sure, between fiscal 1969 and 1981, federal expenditures
on social welfare pragrams falling fnto four budget categories--educatfon .
and employment, health, income security, and veterans benefits--will ha-ve
risen from $65 billdon to $305 bfllion. This expansion means that such
programs will account for 53 percent of total federal expenditures in-
fiscal 1981 as opposed to 35 percent in 19€3. Much of this expansiog
materfalized in the "social fnsurance" programs. Payments from 0ASDI,

for example, rose by more than $80 billion during the period. In the

T :‘,‘v'f,.,;-f S T ., R



192

AFDC, Food Stamp, and Medicaid programs, the explosion in costs resulted
largely from increases !n partﬁcipatio& in the programs; and, in the
case of Medicaid, because of both the well known medical care cost
inflation as well as increases in participation. Whatever the channels
of expansion, AFDC/AFDC-UF cost roughly $3 billion in fiscal 1969 and will
cost $13 billion in fiscal 1981; Food Stamp costs will have gone up from
$1 billion to $7 billion; and Medicaid costs will have risen in this period
from $4 billion to $24 billion.

Against this backdrop of an enormous expansion in social welfare
expenditures, the data on welfare programs reveal recent declines in
per person real benafits=-first selective, now nore widespread--in the
AFDC/AFDC-UF, AFDC plus Food Stamps, and Medicaid programs. These cutbacks
in per person benefits adjusted for inflation are documented in Tables 1,

2, and 3.

1. AFDC/AFDC-UF

Changes in AFOC benefits adjusted for inflation were estimated by
using data on benefits in the various states available to families of
four with no other income. Such benefits are the "largest amounts paid"
per month to families with no income (We annualized the benefits.)
Although the average amounts paid to families with no income would be
preferable, data were not available through any source. However, we see
no reason why the pattern over time in "largest amount paid" should differ
significantly from that in average amount paid a family with no income,
AFDC benefits available in each state in 1973 were adjusted for differ-

ences in costs of 1{ving among the respective largest metropolitan areas
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in each of the 20 states. W¥here data were not available on the relative
cost of 1iving in a state's largest metropolitan area, data for the geo-
graphically c Yosestsuch area were used. AFDC benefits available in

each state fn 1978 were adjusted first for differenceswin the cost of
1iving across the 20 states and then for changes in the national cost of
1iving between 1973 and 1978. All adjustments were based on data on the
"Lower Budget" for a four-per;on family compiled by the BLS.

Declines in AFDC/AFDC-UF benefits adjusted for inflation--"real"
benefits--appeared in 12 of the 20 states examined between the calendar
years 1973 and 1978. These cuts ranged from two percent in Rhode Island
to 33 percent in Georgia.

The declines in real AFOC benefits observed in Table 1 show no
obvious geographical pattern. Benefits in Texas and Georgia fell,
respectively, 30 and 33 percent in the five-year period. In New Jersey
and Pennsylvania, the drop in real benefits, large enough in percentage
terms at 18 and 16 percent, respectively, surpassed in absolute dollar
terms those observed in Texas and Georgia. Similarly, the fall in real
benefits in Alaska and Oregon are quite large.

~ While benefits were falling in 12 ?f the 20 states, they rose in
the others. These increases vere quite substantial in Delaware,
Connecticut, Missouri and Oklahoma. In three of these four, the increases
came from low bases. Otherwise, the increases were small. Comparing bene-
fits across states, it should be noted that, within our 20-state sample,
the differences in real AFDC benefits between states actually widened.
In 1973 the ratio of real benefits in the highest to lowest state was 2.32
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TABLE 1

AFOC Benefits For Families of Four in Selected States®)
In 1973 and 1978
{In Constant 1973 Dollars)®!

State 1973 1978 itaits o LI

1. Alaska 3061 2318 -24

2. Connecticut kLF) 4016 17

3. Delaware 1754 2281 30

4. Georgla 2043 1377 -33

5. Hawaif 2489 3620 45 -

6. Kansas 4067 0 3098 -2

7. Llouisiana 1467 1600 9

8. Minnesota 4028 3609 -10

9. Missouri 1935 2242 16

10. Montana 2759 2739 1

11, New Jersey 3775 3095 -18

12, New York 4008 3886 -3

13. Oklahoma 2504 2831 13

14. Oregon g2l ) 3161 -17

15. Pennsylvania 3833 3220 -16

16. Rhode Island 2869 2816 -2

17. Texas 11826 1282 -30

18. Virginfa 3041 2172 -9

19. Wisconsin 3624 3843 6

20. Wyoming 2808 . 2559 -9

a) Benefits in current dollars are “largest amounts paid" in the respective states. The
data are drawn from an annual publication of the USDHEW, National Center for Social
Statistics, Afd to Familfes With Dependent Children, DHEW Publication # (SRS)}76-03200,
NCSS Report D.2,

b) Benefits in each state are adjusted both for differences in the cost of living

across states in a particular year as these are reflected in differences in the
cost of attaining the BLS Lower Standard of Living budget for that year; as well

as for changes over time fn the cost of that 1{ving standard that result from fnflation.
The data used to adjust for differences in costs of 1iving across states as well as over
time come from the USDOL, Bureau of Labor Statistics, Handbook of Labor Statistics,1975,
Tables 141 and 144 and Bureau of Labor Statistics News ril 29, 1979) Tables 1 and 4,
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to one, while in 1978 it was 3.13 to one. Some re-ordering of the states
by size of their benefits also can be seen in Table 1.

Unfortunately, data on benefits adjusted for inflation offer an
fncomplete picture of how the generosity of AFDC has changed over time.
Data-on participation rates are important if the picture is to be filled
out. This information could not be derived by us in the brief period

that we were given to develop our testimony.

2. Food Stamps -
Inflation should have had no impact on real benefits derived from

the Food Stamp program between 1973 and 1978 because nominal benefits were
adjusted throughout the period for increases in food prices. Changes in
real benefits at the state level could arise only if the inflation rate ir
a state was noticeably different from the national rate.

It 1s interesting, however, to consider changes in the value of the
package of AFDC and Food Stamp benefits, since most beneficiaries of
AFOC/AFDC-UF also receive Food Stamps. For each state, nominal net Food
Stamp benefits were calculated for a family of four with no other income
by correcting for the amount of the AFDC benefit,as does the actual Food
Stamp program. The nominal net benefits then were adjusted for differences
in the cost of food across states and over the 1973-1978 period. The real
net Food Stamp benefit was then added to the real AFDC benefit.

The data in Table 2 indicate, as one would expect, that the fall in
AFDC/AFDC-UF benefits was offset somewhat by a rise in_food Stamp benefits.
This results from the way in which the two programs are integrated. That
integration technique also partially offsets the increases {n AFDC/AFDC-UF
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TABLE 2

Combination of AFDC-Plus-Food Stamps Benefits for Familfes of Four‘)
In Selected States in 1973 and 1978
{In Constant 1973 Bollars)®!

State T e 19718 Percent Chnge g
1. Alaska 3391 2917 A -12
2. Connecticut 3658 4258 16"
3. Delaware 2567 3042 19
4. Georgfa 2868 2539 -11
5. Hawaid 3202 4031 26
6. Kansas 4280 3676 -14
7. Llouistara 2459 2646 8
2. Minresata 4179 034 -3
9. Missouri 2711 3025 - 1R
10. Montana 3308 3377 2
11, New Jersey 3967 359% -9
12, New York 4094 4153 1
13. Oklahoma 3282 3607 10
14, Oregon 4004 3627 -9
15. Pennsylvania 4074 3767 -8
16. Rhode Island 3266 3375 3
17. Texas 2819 2518 -11
18, Virginfa 3496 3466 -1
19, Wisconsin 3923 4196 7
20. Wyoming 3376 3260 -3
2) Data on AFOC benefits are obtained from the source cited in Table 1, footnote a.
Data on Food Stamps benefits are obtained from the Federal Register for the relevant
years. Net Food Stamps benefits added to AFDC benefits are obtained by computing
the Food Stamp bonus that a family would receive if its only income was AFDC
benefits and if it had no spectal deductions,
b) Net Food Stamp benefits are adjusted and deflated by data on food prices for food

consumed at home as priced in the 8LS Lower Level budget. Data are obtained from
the same source as that cited in Table 1, footnote b.
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benefits observéd for several states in Table 1. In spite of the moderating
effects of the Food Stamp prograﬁ. declines in welfare benefits are observed
in 11 of the 20 states--with eight of the 11 showing drops over the periqﬂ
in excess of eight percent. Another consequence of the Food Stamp program
is that differences across states are smaller when comparing the combined
benefits than when looking at AFDC alone. Fer the combined benefit the .
ratio in real benefits between the highest and Jowest states was 1.74 to
one in 1973 and 1t actually declined to 1.69 to one in 1978, The Food
Stamp program thus serves to even out differences between states, but
only partially.

1t is also important to note that the smaller declines in AFDC/plus
Food Stamp beﬁefits mask a growing problem: expenditures of the welfare
poor increasingly will be restricted by their increasing reliance on fFood
Stamps. Such stamps require that purchases with them be exclus1ve1y of food.
At some point, poor families with no other source of {ncome could be forced
to substitute purchases of food for preferred purchases of clothing or
shelter. 1In Georgia, for example, Food Stamp benefits constituted in 1978
46 percent of combined AFDC and Food Stamp benefits. It is even concefvable
that the rise in Food Stamp benefits as a proportion of total ;ncome could
stimulate black markets in Food Stamps in Georgia and elsewhere. (1t
should be noted that in the BLS Lower Budget, food costs constitute only
30 percent of the budget.)

3. Medicaid
Most dramatic of all have been the reductions in real Medicaid

benefits per recipient. The data in Table 3 cover only the period 1973

1



Medfceid Benefits Per Recipient in Selected Steges‘)

Benefits 1n current dollars are average benefits ger recipients.
from an annual publicatfon of the USDHEW, The Hea
Data On The Medicaid Program, E1igibility/Service/Expenditures: 1966-78 (revised
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Table 3

\
In 1973 and

(In Constant 1973 Dollars)

Dependent Children

1976

83
183
75
90
109
200
73
210
92
132
185
253
165
66
73
138
109
121
140
89

revised edition).

State lgli_
1. Alaska 73
2. Connecticut 176
3. Delaware 94
4. Georgia 120
5. Hawaii 141
6. Kansas 149
7. Louisiana 115
8, Minnesota 203
9. Missourt 95
10. Montana 170
11, New Jersey 180
12, New York 306
13. Oklahoma 188
14, Oregon 74
15. Pennsylvanta 139
16, Rhode Island 183
17. Texas 123
18, Virginia 119
19. Wisconsin 262
20, Wyoming 107
a)
edTtTonT and 1975 (revised o

b)

Benefits In each state are adjusted for differences in the cost of medical care across

1976%)

Bossrt

-n

-11

Adults on AFDC/AFDC-UF

1873

166
504
257
408
. 348
445
265
473
249"
416
. 395
454
292
197
246
326
343
339
503
265

1976

195
426
237
226
266
384
219
446
222
322
318
377
283
183
147
247
307
274
274
254

ercent

ghange

17
-15

-8
-45
-24
-14
-17

-6
-11
-23
-19
-17

The data are drawn
th Care Financing Administration,

states in a particular year as well as for changes over time fn the cost of medical care.
Data on the cost of medical care are drawn from: USDOL, Bureau of Lalor Statistics,
ndbook of Labor Statistics 1975-Reference Edition, Tables 141 and 144; Bureau of

m

atistics News

pr

29, 1979 JTables 1 and 4.
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to 1976. More recent data unfortqnately were not available to us. For

this short period, reductions in benefits for poor children took place

in 15 of 20 states; cutbacks for dependent adults were almost universal,
materializing in 19 of 20 states. The declines in benefits were sizeable
for both groups, reaching astonishing levels in eicess of 45 percent in
states 1ike Pennsylvania, Hisconsin, and Georgia. Such reductions in

real Medicaid benefits reflect the very rapid rate of medical cost inflation
and have resulted from reductions in the number of services states covered
through Medicaid as well as--and perhaps more fmportantly--from reductions
in fees paid to providers. Cuts in fees either are Butright or come about

from long delays in payments made to providers.
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B. Other Problems ‘or Welfare Reform Debate

While our testimony highlights the retreat in welfare benefits
resulting from inflation, we want to make brief mention of several
other problem areas meriting attention in the upcoming legislative

debatgs:

1. Retreat and Fiscal Pressures

Welfare retreat is likely to continue in those states whose -
commitments to welfare are relatively high and whose economic growth
rates are particularly sluggish. Pennsylvania, far example, spends
a total on public welfare programs that exceeds the average for all
states by 41 percent.1 Given Pennsylvania's relatively kigh commit-
ment to welfare and the fact that its economic growth rate is much
lower than that in states 1ike Louisiana and Texas--by between on;
and two percentage points per year--the former state probably will
contfnue to show falling real AFDC and Medicaid benefits in the years
ahead. The voting public in Pennsylvania undoubtedly {is experiencina
frustration over its dashed expectations with respect to income growth.
In this context, it is unlikely to be\supportive of maintaining or
expanding benefits to dependent persons out of state and local revenues.
(Interestingly, welfare is in very stark retreat even in Texas, where
welfare expenditures were at 56 percent of the average for all states

in 1978 and where economic growth is relatively high).

1, State Government Finances in 1978, Table 6, p. 22.
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2. Growth in Dependency: One-Parent Families

Growth in the welfare sector in the coming decade largely will
result from the remarkable growth in one-parent families, overwhelmingly
female-headed, a high proportion of which will be poor. The last time
that we reviewed the data, female-headed families were growing at a
rate eight to ten times that observed for two-parent families. Teenage
pregnancy, delivery, and non-adoption of children coupled with separation
and divorce account for the trend. Two out of five families headed by
a white female and two out of three families headed by a blaEk female
are poor before they are assisted by government programs. These
poverty rates result from negligible support from the departing father
and limited labor force participation on the part of the mother.

Recent research by three economists at the University of Wisconsin
documents the enormous effects on the distribution of income in the -
U.S. of growth in one-parent families and their growing impoverishment.2
Government programs cannot easily expand benefits to the needy in the

current economic climate, if the numSer of needy continues to grow.

3. Is Work Avoidance A Serious Welfare Problem?

We do not consider work avoidance induced by welfare programs for
the poor to be a major economic problem. A1l the studies that the Labor
Department and HEW have financed suggest that the effect on male heads '
of households in the lTow ;ncome population of changes in benefits on
theé order of a thousand dollars per year have some effect, reducing work

by one week per year. The effect of a $1,000 increase in benefits is

2. S. Danziger, R. Haveman, and R. Plotnick, Income Transfer Programs in
the United States: An Analysis of Their Structure and Impacts, a paper
prepared for U.S. Congress Joint Economic Committee, May 1979, pp.43-52.
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more dramatic on female heads of household and much more dramatic

on wives in two-parent households. But the labor force perticipation
of female heads of families and of wives in two-pareﬁifi!iﬁélatively
1imited and insignificant in aggregate economic terms,

A recent study of the AFDC-UF program suggests that for most
two-parent households even an expansion of the AFDC-UF program would
have almost no effect. Thjs is because two-parent households to a
great degree are just beyond the reach of benefits of that program.z
Currently, roughly 116,000 families receive AFOC-UF. If the Congress
mandates for all states that current AFDC benefjt levels be paid in
an AFDC-UF program, there will be an expansion in that program by only
34,000 families. If the Congress mandates a qgtionwide AFDC-UF pro-
gram at benefits equal to 75 percent of the poverty level, there will
be but a 38,000 family expansion in the AFDC-UF program. If the
Congress mandates a natifonwide AFDC-UF programrgffer1ng benefits at
100 percent of the poverty level, there will be only a 75,000 family
expansion at a pofnt i1 time in the AFDC-UF program. The cited
analysis of the AFDC-UF program notes that you c;nnot look at the
earnings of an individual parent in examining the relationship between
the program and its effect on the family's work effort. Families piece
together income, and it is that piecing together of income that really
enables many families to go beyond~the reach of benefits of the AFDC-UF
program., Moreover, {f one spouse loses a job, unemployment insurance

frequently is the preferred source of income support.

2. S. Danziger, R. Haveman, and R. Plotnick,_Income Transfer Programs
__in_the Unfted States: An Analysis of Their Structure and Impacts, a paper
prepared for U.S. Congress Joint Economic Committee, May 19/9,pp.43-52.
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It also 1s desirable to keep work avoidance fnduced by AFDC/
AFOC-UF 1n perspective. A recent study estimated that the 01d Age
Insurance (OA1) program had an effect on work effort perhaps eight
times as large as that which the AFDC program has.3 Somewhere
between a one-half and a one percent reduction in total hours worked
fn the economy results from the existence and design of OAl. The
Unemployment Insurance (UI) program has an effect somewhat less
dramatic than OAl. The best recent estimate is that the adverse
effect on work of UI is about three times the adverse effect of
AFDC and AFDC-UF. The estimate suggests that Ul has an effect of
delaying returns to work by an average of two and a half weeks per
beneficiary per year. The Disability Insurance (DI) program has
grown remarkably and we make almost no investigations whatsoever
into its impact on work. In 1965, roughly 250,000 new DI cases were
opened. In 1979, 600,000 new cases were opened. We cannot tell you
what the expansion of the program has done to work effort., It
probably is large relative to that of AFDC/AFDC-UF.

Undoubtedly, work avoidance is induced by AFDC/AFDC-UF. The
"100 hour rule" in AFDC-UF and the "Medicaid notch" in that program
as well as in AFDC merit serious attention. When a family h;S\young
children, reluctance to surrender a Medicaid card can pose the major
barrier to work. Lastly, AFDC/AFOC-UF must be managed in a manner
that does not erect barriers to re-employment: 1{f a client knows that

when she loses a part-time job her benefit will not be adjusted upwards

.James R. Hosek, The AFDC-Unemployed Fathers Program and Welfare Reform,
paper prepared for USDHEW, Rand Corporation, Santa Monica, California,
August 1979, p.ix-xi.
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for several months, she will be hesitant to take that job in the first

place.

4, Improving Welfare Management

The continued decentralized management of income transfer programs
probably is a source of great waste. Programs such as Qld Age Insurance,
Unemployment Insurance, and AFDC/AFDC-UF all must monitor individual or
family income over time. Many programs must monitor household composition
over time, These are inherently difficult tasks, especially in income

_ classes in which there is much change over time in household structure and
income.

If these difficult tasks are to be performed well, they must be
executed by an agency whose primary function is such monitoring. Will
a housing agency ever monitor we!]alhouseho1d's 1iquid assets? Why should
it, if an objective of higher priority is a high occupancy rate? While
it is desirable to maintain an array of different income transfer programs,
managerial consolidation does not conflict with this concern and is
technically feasible. ThisAis a problem area that requires legislative

and administrative attention.

Senator MoyNIHAN. Now we will hear Prof. David Chambers
from the University of Michigan School of Law. Professor Cham-
bers is going to speak to a question that nicely complements the
matters we have just been discussing, which is making fathers pay.

I am here to tell you that the University of Chicago has just
published his book, “Making Fathers Pay—The Enforcement of
Child Support.” Let me assure you that the University of Chicago
is going to make you pay if you want a copy of it. It costs $25, but
worth every penny, I have no doubt. -

Good afternoon, Professor. We welcome you.

Mr. Cuameers. That will be in quotes on the back of every future
copy that is printed. Thank you.

STATEMENT OF PROF. DAVID CHAMBERS, SCHOOL OF LAW,
UNIVERSITY OF MICHIGAN

Mr. CHaMBERS. The last time I got involved at all with welfare
reform was about 10 years ago. It was not a happy experience for
me either. I was fresh into law teaching, after a period of working .
with the Kerner Commission. -

Like Professor Hausman, the last speaker, I followed and de-
fended the Family Assistance Plan, which you helped develop.

" After it passed the House, I forced my students to learn about it as
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if it were about to become law. My defense of it cost me most of my
friends in the welfare rights movement.

After reading your own account of the history of that effort, I
often wanted to swap war stories, telling you what it was like in
the trenches trying to defend it. In any event, I hope that today's
brief excursion back into welfare reform will be more felicitous.

In recent years, I have retreated to safer subjects like divorce,
prisons, and abused children. 5

My recent work, as your kindly holding up my book indicates,
has been with child support. The issue of the degree to which
contributions from absent parents can offset total welfare costs is
only a small part of your total concerns, but I have a few observa-
tions that may help. -

I have spent most of my last 8 years studying divorced families

~—and their financial problems in Michigan. Michigan’s child support
system stands out as probably the State with the longest successful
record of collecting support from absent parents. I examined coun-
ties within Michigan to try to find out why some places collected so
much more than others, and then within some counties trying to
understand why some particular fathers paid so much more than
others. I use “fathers’ advisedly. We almost never encountered a
mother under an order of support, and that reflects basic beliefs
about distributions of responsibility long observed in this society.

My concerns in this stud{l were not directly focused on welfare
and welfare cases, but a high portion of the families at one time or
another came within the ADC system, and some of the observa-
tions we had may be of use.

I have submitted a statement, which is rather lengthy, but let
me just capture three or four points from it.

Senator MOYNIHAN. Please do, and it will be included as if read.

Mr. CHamBERS. The first is about the current program called title
IV-D of the present law. It is the program set up, with the encour-
agement of Senator Long, to compel the States to make much more
ardent efforts at collecting support from absent parents.

That program, at least as measured in terms of dollars recovered,
has been a great success. From its first year of operation until
today, it has tripled the amount of dollars returned, to the point
now of about $600 million recaptured from absent parents.

My own study suggests strongly that a continuation of that pro-

am can be expected to produce even higher rates of returns. \zhy
18 that 80? The reason it is 8o is that if you look within the States,
as they are paying under title IV-D, you find that a few States like
Michigan are able to capture d very much higher portion of their
welfare costs through collections than others. -

Michigan offsets ubout 9 percent of its total costs through pay-
ments from absent farents. Many other States have now raised
that level to 3 or 4 percent. New York is at about 4 percent.
Everything in my study suggests that the reason why a State such
as Michigan collects at such a hifh rate has nothing to do with its
fathers being richer, and certainly nothing to do with their being
more lovini of their children. But rather, it has to do with Michi-
gan'’s long history of careful organization to collect—warnings, and
ardent pursuit.

60-582 0 - 80 - 14
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Senator MoYNIHAN. Do I see here that they have been at this

since 19217

Mr. CuamBeRs. That is right, since 1921 Michigan has had an
agency in each of its counties the primary responsibility of which
has been collecting child support from absent parents.

As other States move toward mimicking Michigan’s general ap-
proach, we can expect them to attain much higher collections. The
trend over the last few years under the title IV-D program fairly
demonstrates that.

Despite all that, my second point is that even in Michigan the
child support system is essentially primitive, and unnecessaril
cruel. Let me compare for a moment two different ways in whic
we collect money in our society. -

With regard to income taxes, every State and the Federal gov-
ernment has adopted a system of deducting from wage earners’
paychecks, before they get them, an amount to equal at the end of
the year a rogﬁcction of their tax liability. We take the same
approach wit. ial Security taxes. We do not wait until people
take the paycheck home.

Compare child support. What we do commonly is to pay people
their wages. Theﬁ' cash the paycheck. Then the State has a system
of enforcement that is intended to cajole or frighten the father into
paying back part of it. It is not surprising that once that paycheck
18 cashed, people feel very strong competing demands on it, and our
study confirmed that only by using very fearsome threats are we
able to get the money back. More than threats. Within Michigan
}velj;’(ils thousands and thousands of men a year—about 5,000 or so
in .

My study among the 28 Michigan counties made it clear that
those that collected at high rates did so because they maintained a
well-organized system of enforcement, coupled with this heavy reli-
ance on jail. A

My own suggestion is that serious consideration ought to be
given to a national system of wage deductions for child suﬂ)ort
that is comparable to the system we have for taxes. It would be
awkward administratively, but in briefest outline it would require
that employers learn through a national infermation bank whether
there is an order of support, how much it is for, to deduct the
ordered amount from the parent’s wages, forward it back to the
government which must have mechanisms to return it either to the

tate twelfm'e department or the Federal Government or the
parent.

I haven'’t any doubt that if such a system could be set and could
be made to work, the number of dollars collected from parents and
transmitted to children would greatly increase. A high portion of
the dollars not collected today are due from parents who are work-
ing full-time.

ere are, on the other hand, lots of drawbacks. There are
drawbacks in terms of establishing an additional, or at least great-
ly augmented, Federal bureaucracy, problems of administrative
complexity, of keeping track of changes in order size, and who has
got an order out, and problems of privacy. I think that we all
shrink from the notion of a Federal computer that knows about
everybody’s failed marriages and illegitimate children.

'
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’SeFx‘alglwr MoyNIHAN. We don’t have to have a computer. We have
t 1e . ’ .

Mr. CHaMBERS. That is true. [Laughter.]

Indeed, that really is correct. The question about each of these
alternative approaches is, what is the marginal increase in the
intrusion on our privacy. For me the question of the wisdom of
setting up this national system that I have just outlined has got to
be viewed in terms of whether it is better or worse than what we
have now. .

My own view is that the wage deduction approach is wiser than
the fear based system that we have now, the system in which in
order to collect at the kinds of levels that Senator Long and others
would like to see us do, we must rely on penal techniques.

Senator MoyNIHAN. That is a hard thing, going to prison.

Mr. CHaMBERS. It is a terrible thing.

Senator MoyNIHAN. It is no small event, going to prison when no
crime has been committed. . . i

Mr. CHAMBERS. To put it another way. Most of the time today
when we put people into prison, we do so to get a person who is
dangerous off the street, and keeping him for some period of time
from doing something.

In this setting, when we put a person off the street for nonpay-
ment, you can be absolutely certain that he will continue the
‘l:)ghavior that we don’t want. He will not be paying while he is

ere.

Senator MoYNIHAN. You can be sure that he will not be sending
part of his paycheck home.

Mr. CHaMBERS. So, at least on the surface, jailing seems a little
anomalous.

Senator MoyNIHAN. It is in the range of imprisonment for debt.

Mr. Cuameers. Exactly so. I think that it is a special debt. I
don’t have trouble on its face distinguishing it from the debt for a
refrigerator, or something. But it has nonetheless the flavor of
jailin%la poor person for debt. It is poor people who end up being
more heavily hit.

Senator MoyNIHAN. Yet you say in your paper that it does en-
courage the others,

Mr. CHAaMBERS. “‘Poor encourager!”- -~

Indeed, it was one of the sad events of my academic life to
discover that jail could really work. The study, I think, demon-
strates in a way that it has almost never been demonstrated with
regard to any behavior regulated as criminal that the threat of a
penal sanction can have a significant effect on the behavior of
people who are never jailed.

A couple of other points, and then let me seal off. For all the
increase that we can obtain in collections, either under title IV-D
as it grows or under the type of system I suggest, we really need to
remember there are great-limits on what government can ever
achieve collectively under the maximally successful system from
parents who are absent.

In order to collect money from an absent &?rent, one must first
identify him and get an order against him. With regard to illegit-
imate children that remains a significant problem, and not one
that the wage deduction system addresses.
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After he is identified, no system can collect the money from him
unless he is working. Very 1%1 numbers of the persons who are
parents of children receiving AFDC are not working. They are part
of our large pool of unemployed young men. .

Finally, even if there is an order, and even if the person is
working, many of the fathers and mothers of children on AFDC are
earning at such low levels that the portion of their income that
they can ever be expected to pay will only offset a small portion of
the cost of public assistance. -

Once we recognize that we can only offset a small portion of the
total welfare costs through child support collecting, I think it is an
invitation to us to go back and think about whether we can have
better success, or some equal success, through programs addressed
to trying to keep families together in the first place. The move-
ment—your ill-fated plan of a decade ago was a good beginning—
toward bringin% assistance to the intact family while it is intact,
and before it is broken up, seems to me a hopeful strategy. -1

I am not at all certain of the relationship between income su
port and family break-up. I gather the evidence about that is
equivocal. Partly, it is theology as much as anything that is leading
me to urge that we keep our attention toward helping families
first, and saving money second.

Thank you very much,

Senator MoyNIHAN. Thank you, sir. This is remarkable testi-
mony, and will be welcomed by the chairman of our committee. It
is not every dﬁ' that I can report to him that a professor from the
University of Michigan has been singing his praises.

We are going to read with great interest this book of yours, and
think about this whole question of how to obtain a more efficacious
system that does not depend upon this deterrence, which I suppose
is the most primitive, outside of the stocks.

You say in your book that there is not a shred of support for the
theory that requiring fathers or parents to support chil/ren is a
deterrent to family breakup. May I say that it 18 an honos to have
such candor in these matters.

We don’t know much about this subject. I have been involved
with this for a long time now, and I have tried to tell myself, and 1
have said over and again that there is not one shred of evidence
that the AFDC program breaks up families. On"the other hand, I
have had five Presidents in a row tell me that it does.

It is interesting how something for which there is no evidence of
any kind attains a state of official piet‘;y and successions of White
House staff members and Secretaries of HEW saying that it is good
for bq:iness if the President thinks that, and the poor President
signs it.

r. CHAMBERS. Let me say, conversely, at the time that this
program title IV-D was proposed, then Secretary Weinberger.and
others testified in its support by saying over and over again that
once we have an effective child support enforcement system in
place, fewer families will break up, and fathers will be less likely
to leave because they will know that it is coming. I am also pleased
to say that there is not a shred of sui)port for that, either.

Senator MoyNIHAN. That is what 1 was saying. I was referring to
your evidence. That is not the way people behave. I don’t know
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hl;)w people behave, but we know that it is more complicated than
that. .

On the other hand, there is nothing complicated about the fact
that children have to be raised, and they have to be supported, and
that parents have ¢ responsibility. I would not be surprised to
learn that in the aftermath of a sort of regular payment arrange-
ment there would be a better relationship between father and
children. It makes a relationship possible, at least.

Mr. Cuamsegs. It is plausible. Our data were all derived. from
files. These agencies had enormously rich files, but they did not
have files on the day-to-day relations of parents and children.

Senator MOYNIHAN..It is plausible. Just because something is
?lausible, it does not follow that it is incorrect. Every so often you
ind something that is intuitively right.

If you have any thoughts on how we might organize a payroll
deduction, let us know, won't you?

Mr. CHAMBERS. I think the point might have come to turn to
i)thers who are more knowledgeable than I about systems, the

Senator MoyNIHAN. Let’s ask the Social Security Administration.

Mr. CHAMBERS. Ask them whether it is possible. I would be more
than glad to chat with persons there if members of your staff or
others could identify them. But I have about -hit the limit of my
knowledge of bureaucracg. .

Senator MoyNIHAN. You certainly have enhanced the under-
standing of this committee, Professor Chambers. We appreciate
your coming, and we thank you. May I presume to say that the
chairman thanks ‘\{‘ou as well.

Mr. CHAMBERS. Thank you very much.

(The prepared statement of Mr. Chambers follows:]

PRePARED TEsTIMONY OF DAviD L. Cl\rdmusnus. ProressorR oF Law, UNIVERsITY OF
ICHIGAN

THE PLACE OF PROGRAMS FOR COLLECTING CHILD SUPPORT IN WELFARE PLANNING
FOR THE 19808

Nearly all Americans believe that absent parents financially able to contribute to
their minor children’s support can justly be required to do so. This belief lies behind
the child-support provisions of Title IV-D in the current program of Aid to Families
of Dependent Children. It provides a similar foundation for comgelling contributions
from absent parents under l1:lans for welfare legislation in the 1980’s.

For much of the past eight years, I have been engaged in a study of child support
payments by divorced parents—a study of who pays and who does not, of what
systems of collection work and what systems do not.

The studf was conducted in Michigan, a state with a long history of high child-
support collections. The study, underwritten in large part by the National Science
Foundation, drew on the files of a public agency in each Michigan county cha
with collecting support. We examined random samples of divorced families with
children in 28 Michigan counties, counties with widely varying rates of collections,
to learn what factors explained high and low collections. We also took a particulari-
ly close look at the individual characteristics of divorced families with children in
two counties and the events that occurred in their lives that might have affected

yments of support. The results have been published in book form, “Makin,

athers Pay: The Enforcement of Child Support’’ (University of Chicago Press 1979§

The study and the history to date of the Title IV-D programs suggest that
programs for recouping expenses of public assistance through collections of child
support can play a significant, though quite limited, role in welfare grograma in the
1930's. They also suggest that some major changes in the ways of collecting support
might wisely be considered.
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Here briefly stated and then elaborated are four central points: .

1. Retaining the current title IV-D lpmgram: The potential for higher collections
from absent parents.—The level of child support collections through the Title IV-D
proYram grows annually. Our study in Michigan suggests that those collections
could grow ificantly greater, even if Congress in revising or replacing the
current AFDC system decided to retain a program identical to that established
under Title IV-D. ‘

2. Creating a national system of wage deductions.—Despite the pros for
continued hsrowth. the current systems for support collection in our states,
including Michigan, are inherently doomed to collect far less from absent parents
-than many can afford to pay. Worse, to sustain even the moderate success that they
currently achieva, the existing systems must cap a high level of organization to
collect with a heavy reliance on jailing. Much higher collections with far less need
to rely on penal sanctions could be achieved if Congress enacted a mandatory wage
deduction system applicable to all parents under orders of support that worked
much like the current tax-withholding system.

3. Limits on the potential for higher child support collections,.—Even if Congress
created a wage deduction system that worked to its maximum potential, a costly
system of public assistance for families with an absent parent would still be neces-
sary. We must not deceive ourselves. At is very best, we cannot expect any child
support program. however designed, to recoup miore than a small portion of the
total cosats of an adequate aid program for low-income families. Manf absent parents
of children receiving public assistance are unemployed or sporadically employed and
even those parents working fulltime generally do not earn enough to meet even half
the coets of maintaining their children in a different residence.

4. Serving other goals than reducing government spending.—In designing any

rogram for the future, we must avoild measuring its success solel'v by the net

ecrease in government costs. Qur overall goal, we must recall, is helping families
with children and some techniques of child-support enforcement—such as the heavy
reliance on jail and collecting support from men earning less than a Poverty Level
income—may create harms for the very people we wish to help. Indeed, recognition
of the inherent limits on recouping public assistance costs through child support
collections may help us refocus our attention on programs that may help avoid
family breakups in the first place, programs such as the provision of federal finan-
cial assistance to the low-income, two-parent family while it remains intact.

I Retaining the current title IV-D program: The potential for higher collections from
absent parents

In each year since its inception, the Title IV-D program has increased over the
year before the number of dollars collected from abeent parents of children receiv-
ing public assistance—from $203 million in fiscal 1976, the first full year of the
program, to a figure three times as high, $596 million, in fiscal 1979. Put in other
terms, the dollars collected from parents offset less than 2 percent of total AFDC -
expenditures in 1976; by 1979, the portion offset had risen to about 5.5 percent of
costs. These returns were achieved at a cost of about $265 million dollars or a
return of more than $2 dollars for every dollar spent.!

Even higher collections can be obtained from increased efforts in the future. That
Yredxctlon seems safe from an examination of the experience of Michigan. In fiscal

979, Michigan, an industrialized state with one of the nation’s hﬁg est rates of

unemployment, collected $80 million from absent parents of children receivin,
AFD(! benefits. The $80 million represented about 9 percent of Michigan's A
costs, nearly twice the national aver:l?e. The 9 percent ﬂf'ure should appear even
more impressive on recognizing that Michigan's grant levels are among the nation’s
highest. Equally impressive is Michigan’s costs in relation to its returns: The $80
million was recovered at a cost of slightly under $20 million dollars, a return of over
$4 dollars for each dollar spent. Several other states—including, for example, Cali-
fornia, Utah, Washington, and Oregon—have developed similaﬁnigh rates of return,

Bg contrast, consider the states of New York, Pennsylvania, and Illinois. While
each has increased their child-support collections dramatically over the years since
the beginning of Title IV-D, each has so far been unable to recoup more than about
4 percent of their public-assistance costs. Indeed, Illinois still recoups less than 2
percent of its public-assistance costs.

Michigan's comparatively high rate of returns is not due to the fact that its
fathers are richer or more concerned about their children. The high returns are
rather due, without doubt, to Michigan’s high degree of organization to collect and

i These and other Title IV-D figures are derived from the Fourth Annual Report to Congrees
of HEW's Office of Child Support Enforcement for the period ending Sept. 30, 1979.
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its long history of serious and organized efforts that lead parents to know it takes
its work seriously, .

Since 1921, each Michigan county has contained an agency known as the Friend
of the Court. This agency receives all payments from parents under orders of
sugport (after a divorce or adjudication of paternity), remits those payments to the
other parent or to the welfare department, and sends warnings and otherwise seeks
to secure payments from parents in arrears. At the time that Title IV-D came into
effect, Michigan was already recouping a higher portion of its welfare costs through
child support than New York, lllinois or Pennsylvania has yet been able to achieve
after four years of Title IV-D. .

As we look to the future, we can expect substantially higher levels of collections
as these states and others continue to move toward more substantial organization.
There is no reason to believe that with time other industrialized states cannot come
up to the level of returns of Michigan or California. Some of the Southerm states,
with large rural populations face much more entrenched levels of poverty. It is also
the case that, in some, much higher portions of their caseloads are constituted of
children born outside of marriage. I am reluctant to generalize from Michigan’s
experience to theirs. All that I can say is that these Southern states have also vastly
increased their levels of collections since 1976.

The critical role of an effective organization to collect can also be shown by
looking within the state of Michigan. In my own study, we found that there were
vast differences in the rates of collections among Michigan’s counties, ranging from
46 to 87 percent of all amounts due, despite the fact that all counties had the same
local collecting agency called the Friend of the Court. We found that the principal
factor that explained differences in rates of collections was not the general wealth
of the counties’ residents or the counties’ unemployment levels but rather the
degree and seriousness of the local ag{‘mcy’s organized efforts to collect, as measured
by their system of warnings and the extent of their use of penal sanctions to
collect.* The better organized for collections, the higher the returns.

To be sure, organization and gqrdor to collect did not explain all the differences in
collections among Michigan’s counties. There was a further factor relevant to the
concerns of this Committee: in general, agencies in heavily populated counties
collected significantly less than their counterparts in less populated counties, even
when the agencies in the larger counties worked as industriously at their collection
efforts. The larger the population, the ter the problems. Consider, for example,
Wayne County, which includes Detroit. Its Friend of the Court takes support collect-
ing seriously, but collected only about half as much per case as was collected in
some rural counties making comparable efforts.? Agencies in large urban centers
simply encounter greater difficulty in making their enforcement system seem as
immediate and threatening to the fathers in their caseloads.

On the other hand, it is not the case that Wayne's agency had nothing to show for
its efforts. On the contraﬁ/, though Wayne's rate of collections looks modest when
we compare it to other Michigan counties, its returns look high indeed when we
compare it to most other larFo American cities. A quick comparison of collections of
Detroit and New York City in AFDC cases can convey how much potential still lies
for further efforts under Title 1V-D:

TABLE 1.—1979 CHILD SUPPORT COLLECTIONS N PUBLIC ASSISTANCE CASES (AFOC) IN WAYNE
COUNTY, MICH. (DETROIT) AND NEW YORK CITY

- Aver.
Nonthly sverage
mmber of cas  O0ctd g"‘a

X

Wayne County, Mich o 83000  $23,200000  $280
New York Gty ; 1300000 17,200,000 8

$The New York 2 total of 350,000 but befieves that that number
. Wamq Akl Inciudes some closed cases and some cases counled twice.

Wh{y does Wayne County collect so much more? The answer is not simply that
New York is larger. Population makes a difference but not that much. Nor is the

:Our ﬁnd}“z.ﬂ inchdigp the regreesion analyses that lie behind them, are included in chapter

) 'athers Pay. .
In 1974, the year we studied most closely, Wayne County collected an average of 46 percent
of all that was I:: from all fathers under oyrden}g} aupport’.r Two small rural gguntiu wpﬁwud
85 and 87 percent of all due in the same year. The average rate of collections was 65 percent.
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answer that New York City has failed to develop a large enough staff for the task.
Its Title IV-D g.rogram employs substantially more employees than Wayne Count.
in relation to the size of its caseload. In a conversation within the last week wit
Irwin_Brooks, Assistant Commissioner, Degartment of Social Services, New York
City, I learned some of the factors that might explain the differences. These include
the fragmentation of the courts in the five boroughs, the lack of an adequate
computer system to keep track of parents’ payments and trigger the issuance of
warning to delinquents, the absence until very recently of enough officers available
t?f serve warrants, and finally the momentum Detroit enjoys from its long history of
efforts. -

II. Creating a national system of wage deductions

Michigan, it is true, collects more child support per case than most other states,
but at heart Michigan's system is antiquated and, in some sense, cruel. It is
antiquated because, like every other state, it depends on a system under which, in
most cases, the state waits until after parents cash their paychecks and then tries to
cajole or frlggwn them into paying their support. While Michigan does about as
well as can be expected under this old-fashioned approach, more than 30 percent of
divorced fathers under orders of support whose children received welfare paid
nothing or nearly nothing during the year we studied in the 28 Michigan counties.
In a few, the portion of nonpayers exceeded 40 percent. It is probable that most of
these nonpayins parents were working for at least a substantial portion of the year
in which they did not pay. These workinﬁ fathers could not have avoided paying
income or Social Security taxes, for the United States government requires their
employers to make deductions before issuing the paychecks. Imagine the problems
the government would have today if it permitted workers to receive their full
paychecks and then expected them to send a check or mail order to the Treasury
every Friday afternoon.

The current cl;ild-ct:gport system is unnecessarily cruel for a reason that is
related to its antiquated form: Michi%an’s system collects as much as it does only
because it caps its highly organized collection system with a heavy reliance on jail ¢
That's what it takes to induce many fathers to make the lpayments “voluntarily.”
Around four to five thousand parents are sentenced to jail in Michigan each year
for eonterz})t of court for failing to pay. In several Michigan counties, at least one in
seven of all divorced fathers with children sFends time in jail under sentence of
eontemtpt for failing to paY during the term of his order of support. To be sure, my
study found that the jailing of the five thousand does appear to goad tens of
thousands of other fathers into paying (the study is indeed one of the few to
demonstrate that jail exerts general deterrent effects on any behavior), but this
jailing record is nothing to proud of. Even if these nonpaying parents can
properly be considered intolerably neglectful, we should be reluctant to start jailing
across the nation a high portion of our adult population. In fact, many, perhaps
moet, of the men who are actually jailed in Michigan are alcoholics and others with
long histories of 'sg:radic employment. In a painful way, they turn out, among the
much larger number of nonpayers, to be the ones least iikely to have been able to
afford to paf' in the first place. More signiﬁcantlfr. the enormous rate of jailir;g and
the misery 1t bri to men and their new families is probably unnecessary, for, as
hinted above, an obvious alternative exists that can produce higher collections with
far less need to rely on the threat of jail. i

The alternative—obviously at least in the simplicity of the concept—would be a
national gﬁ:tem of deductions from the paychecks of wa%e earners under orders of
support. The wage deduction is, of course, not a new idea in the child support
setting. As of January 1979, legislation in forty-two states authorized courts to issue
wage ass{;nments against the employer of a parent under an order of au‘g&ort. The
federal 1V-D legislation permits such assifnmenta for federal employees. When such
assignments are in effect, the{ operate in many ways like tax withholding, but,
though universally applauded by enforcement officials for their effectiveness, they
are today limited in their uses and effects. In most states, including Michigan, the
relevant statutes permit courts to impose a wage assignment only on parents
already in default, and in all states a wage assignment ends when a person ceases to
work for the employer against whom it was ordered. If the parent changes jobs, the

¢ Our findings about the impact of jail need to be carefull{ understood. We found that the use
of jail made a difference in a county’s overall collections only if the county also had an effective
system of warnings to nonpayers. Courts in other E:nm of the country should not be misled into
believing that they can boost collections tly simply b{ beginning to jail nonpayers. Not at
all. To exert any significant effect on collections, the jailing must be the capstone of a well-
ommd system bookkeep%g and reminders that cannot be put together overnight. See.
“Making Fathers Pay,” pp. 90-97.



213

ency has to find the man and his new employer and repeat the legal process for
obtaining a new assignment. It is thus perhape not surprising that toda§, in most
states, assignments are imposed in only a small portion of cases. In New York City,
for examplé, wage assignments are currently in effect for no more than 5 percent of
the fathers under orders of support in Title IV-D cases.

If Congress established a system under which withholding from wages occurred
from the first moment of an order and traveled with the parent wherever he or she
took work within the United States, the need for much of the current enforcement
system might largely disa;:fear. I am not an expert on bureaucratic systems and am
thus on dangeroud ground in trying to prescribe the details of a program. Here
nonetheless is one possible system, suggested for ‘furposes of spurring discussion.
Under this approach, the federal government would create a national computerized
information bank tied to a worker’s Social Security number. Court or public assist-
ance agencies would provide information to the bank on the persons for whom
withholding was required and the amount to be withheld. Employers in turn would
be required to make a check on each new employee to learn whether an order of
support was outstandinf. They would then withhold the called-for amount and
remit it to a state or federal transmitting agency. Under such a system, if the

. computer kept track of all the appropriate information, se\?port payments would be
nearly perfect except by the unemployed, the self-employed, and those able to evade
the floating w. assignment by falsifying their Social Security numbers or by
colluding with the employer. The problem in Michigan and elsewhere of fulltime
workers making no payments would greatly diminish. Moreover, the dollar costs of
the system would be substantial but almost certainly far lower than the policing
system now required under existing programs.

An additional advantage of the assignment system over current systems is that it
could be set up to allow judges to fix orders in terms of a percentage of the
individual's earnings. Employers would deduct the fixed percentage of the worker's
earnings, the dollar amount varying over time, just as they do with Social Security.
Today, in nearly all states, courts set a fixed dollar amount as the order size.
Although courts currently have the power to modify an order to reflect changes in

earn;zg;s. the modification procedure is cumbersome and in many places infrequent-

ly used. The consequence is that, as men’s earnings and their children’s living costs
rise, the order remains the same.

The federal legislation could also be set up to protect workers under orders of

- support from such large deductions that they are forced to live in poverty. This
rotection can be achieved in part through the shift suggected above from orders
xed in dollars to orders fixed in percentages of earnings. It could be achieved more

fully by excluding a certain amount per hour from the wages subject to the w%e
deduction, before arp;ﬂying the wage-deduction percentage to the remainder. (The
percentage taken of the remainder would then have to be higher than it would be if
a fixed percentage were applied to the whole.) In any event, the federal government
should not set up a system that routinely recoups money for itself bi taking money
from noncustodial parents living in poverty. Especially is this so when the United
States has no general system of income support for nondisabled single individuals
such as the low-income parent who is not living with his minor children.

A further virtue of this approach is that it would not reach the unemployed
person. Today, judges in manf' parts of Mich'}gan jail men who are unemployed but
whom the judges believe could be working. To my view, in this era of high unem-

: Ployment among blue-collar workers, the question of whether an unskilled person

‘could have been working” is not susceptible to the high standard of proof that we
commonly require before jailing a person. In any event, there are sufficient incen-
tives to seek employment for most men—the incentive to work so that they them-
selves can egt—that the additional prod of jailing seems a cruel redundancy.

A national compulsory deduction system would, however, have many troublesome
aspects. While Title IV-D injects the federal government much more deeply into
child-support collecting than ever before—including the active involvement, under
certain circumstances, of the federal courts and the Internal Revenue Service—the
deduction system would involve it much more deeply yet. It would also be cumber-
some to administer, a fountain of details inviting errors. Unlike income-tax with-
holding, deductions for child support would be required only for certain emfloyees.
Worse, unlike income taxes, if the system were made available to families not
reeeivn:g public assistance (as I would hope), support payments would have to be
funneled to a third party, the custodial parent, a process likety to take several
months. At varying intervals, as children reached majority, the amount to be
withheld would change.
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Some of these problems are not insuperable. The federal government could s
the process of passing payments through to the custodial parent and to state welfare
departments by atartlﬁ Kayments to recipients upon reeeivinq notice that withhold-
ing had begun but without waiting until it actuall{ received them. Simxlarly,
withholdintg from the noncustodial parent could continue beyond the children’s
majority, if that were necessary to recoup the money advanced.*

me other troubling aspects of a compulsory wafe-asslgnmenf. system would not
be so fully remediable. Many Americans feel strongly about their right to decide for
themselves what to do with their earnings. They would resent involunt:gy wage
assignments for child support as much as they would resent involuntary deductions
for their Master Charﬁ:,h 1}, even thou%h they could agree that it was reprehensible
not to pay their bills, Whether seeing it as a right or an obligation, many noncusto-
dial parents attach importance to their wee! act of writing a supﬁn check,
viawing it as an occasion to demonstrate their love for their children. The would
also point out that the automatic wage deduction would deprive them of their power
to control the timing of payments, a power they need in order to counter the
custodial parent’s interferences with their rights to visitation.

A wage-deduction system would also involve another sort of federal intrusion on
matters many consider private and personal. We can appropriately worry about a
federal computer sgstem carrying detailed information about the failed marriages
or illegitimate children of millions of citizens. Today, in Michigan, some Friends of
the Court hesitate to impose wage assignments in cases in which t'hey fear that the
father is likely to be fired by an employer who either does not want the bother of
making an additional deduction or thinks ill of persons who are divorced or the
parents of a “bastard.” For example, in Genesee County, Michigan, an automobile
manufacturing center, General Motors cooperated in full with the Friend of the
Court with regard to wage assignments for its bluecollar workers but, in an odd
form of class bias, regarded a wage assignment as a blot on the record for its white-
collar workers. The problem of stigma and employer resistance could well continue
under the system proposed here. . . .

For all these reasons of administrative complexity and lntgusxox.m on privacy, it is
easily understandable why only a bare majority of Michigan’s Friends of the Court
indicated to me in a mailed survey in 1974 that they would favor a modest change
in Michigan law to permit the imposition of a wage assignment at the moment a
support order first takes effect and before any arrearage develops. There was no
uniform enthusiasm despite the fact that nearly all Michigan’s Friends of the Court
were strongly committed to improving collections of sug\port. All, I believe, favored
wage assignments for men substantially in arrears, for these men had lost their just
claim to controlthe disposition of their earnings.

In the end, however, the issue when contemplating a mandatory deduction system
is not the drawbacks of such a system in the abstract. Rather, it is whether a
system of dutomatic deductions would be worse than the sin-based system that we
have now—the system in which we dangle before parents the o portunity not to pay
and, then, when they yield to the opportunity, clap them into jail by the thousands.

If state and federal governments remain committed to compelling long-absent
parents to sugport their children and remain determined to enforce the obligation
aggressively, I for one would choose the compulsory deduction system over the
system now found in Michigan. It would be mly preference only in part because it
would almoet certainly lead to even higher collections than Michigan and all other
states obtain today but, in larger part, because of the doubts I have about the
justness of a jail-based system and about the atmosphere that system creates.¢ The
choice may seem easier use the new system does not yet exist. It is, however,
hard to believe that a new system, however instrusive, could be as distasteful as one
that depends heavily on imprisonment and the fear of imprisonment,

III. Limits on the potential for reducing welfare costs under either title IV-D or a
wage deduction system
Even its most enthusiastic boosters have never suggested that Title IV-D could
lead to a phasing out of the AFDC program. On the other hand, the suggestions I
have made that even higlher collections of child support are attainable may lead the
reader to overestimate the potential of even the most effective collection system. As

*To be sure, the federa)l government would be left out-of-pocket for moneys advanced but
a’e;er recttm from elusive men. The scope of the risk for the government is impossible for me

orecast.

*Those doubts are amplified in three chapters of “Making Fathers Pay” (pp. 165-253) that
discuss what sorts of men end up in jall, as well as the peremptory judicial procees that precodes
ahg]eénencing and the poesible impacts of jailing and its threat on the relations of fathers and
children.
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a starting point, I have praised the effectivenees of Michigan's Title IV-D program.
For all its efficacy, the program in Michigan still recoups only about 9 percent of
the state’s AFDC costs. .
..If a wage deduction system were created, considerably more ents would be
obtained from emploﬁv_e?' nts all over the country, including Michigan, but it
would be surprising if collections ever reached as high as 20 percent of the cost of
an assistance program. Why should this be 30? Why can recoupment not approach
total welfare expenditures? As an initial matter, there can obviously be no collec-
~~ tions even under a wage deduction system until a parent is identified and afreee or
is ordered to dpay. In cases of children born_outside of marriageia&rob ems of
identifying and locating the father will remain. The problems of obtaining orders
have been among the moset vexing of all under Title IV-D and nothing in p wage
deduction system will make them any easier. .

The second problem is equally self-evident: even after obtaining an order of
supmt, the ﬁwemment cannot collect except from persons who are earning money.
Within the Michigan system as we studied it, we found in county after county
substantially lower payments by fathers of children receiving welfare than by
fathers of children not receiving welfare. A principal reason for these lower pay-
ments seemed to be that “welfare” fathers simply were less able to pay—yo! T,
unskilled and more likely to be unemployed or erratically employed.* In New York
City today, in half the cases in which an absent father is located, the agency
determines that no order is appropriate because the father is clear'ly unable to

—out of-work, disabled, in prison, or for some other reason of such low income

t collection efforts would be futile. tInterview with Asst. Commissioner Irwin
Brooks, February 4, 1980.) A wage deduction system of the kind I suggest will, of
course, Provide no one a job who does not have one.

Finally; there are grave limits on what can be recouped-even from noncustodial
Erents who are working fulltime with deductions regularly taken from their wages.

en if a man is ing the ordered support every week, what he pays will usually
equal far less than the public assistance grant for his children. Support orders are
typically fixed in a dollar amount calculated as a percentage of the parent’s take-
home pay. Nothing in a child-support wage-deduction plan or any other enforcement

lan will in itself produce an increase in a wor parent’s earnings. The impor-
t point in the public-assistance setting is that just as the absent father of a child
receiving AFDC is more likely than other fathers to be unemployed so also he is
more likely, if employed, to be earning at the lower edge of America’s wage scale—
he is likely to be a young, unskilled blue-collar worker.

Consider the maximum payments that can be expected in a falrl{ typical case. A
divorced parent who grosses $5.40 an hour and works fulltime all year will have
after-tax earnings of around $9,000. If he has three children and lives in Michigan,
his child suglport obligations will total about 6%3’600 for the year (about forty percent
of his take-home pay).® If he pays the $3,600, he will feel pinched living on the
remaining $5,400. At 'the same time, the $3,600 he pays for his children will provide
them only half a Pox%r&mne income, even if they receive his pa}rmenu directly. If
they are receivi , his $3,600 will offset only about half of the combined

and Food Stamp benefits. This is a common case. A very high portion of the
working fathers of children receiving AFDC benefits today net less than $9,000 per

year.

One o the hopes of the pro&menu of Title IV-D was not merely that fathers
would offset a high portion of the costs of their children’s grant but that, in many -
-- cases, payments would be high enough to permit AFDC cases to be closed. That

hope has borne little fruit. a rough indication of the small portion of fathers
whose child support payments are sufficient to offset in full their children’s grant
(inclu cases in which the mother is employed), consider Michig:: once again,
During 1979, Michigan actually collected support from over 70,000 absent parents of

*For a discussion of the reasons why fathers and children receiving AFDC benefits or leas
than other fathers, see “Making Fathers Pay,” pp. 132-187. W but did n d a
decline in men's payments after their children began receiving . We expected the decline
because, when the children receive AFDC, the father's payments go directly to the rnment
u{d the father may well perceive that his children are no better off if he pays than if he doesn’t.

At least in Genesee County, where support is vigorously enforced, we found no such decline in
Wmenu in cases in which the mothe?ﬁgan recelving AFDC after a support order had been in
ect for some substantial time.

*In theory, an alternative wa{ to recover more money from parents would be to raise the
roentage of their earnings that the government will deduct. Judges and Friends of the Court
Michigant (and their counterparts elsewhere) have generally believed however that absent
parents cannot be !u:tly asked to contribute any higher portion of their w than the current
practice requires. I do not have firm figures on the percentages used as guidelines by judges or
agencies in other states.
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children receiving AFDC.® In the same year Michiﬁan reported that there were only
1417 cases (about 2 percent of the 70,000) in which child-support payments were
high enough to permit closing their children's AFDC case. Some states in the early
stages of building a child-support Frogram are reporting higher rates of clos but
Michigan provides an example of what can be expected after a state’s Title IV-D
Program reaches maturity.
 Over the next decade, the gap between what even reFularly paying parents will
be ordered to pay and what Co expends on public assistance will probably
grow. If the Congress accepts the idea of a minimum floor of benefits for all families
with children and p over time to raise the floor—both of which are stéps I
ardently urge—the costs of public assistance to the federal government will rise
without any expectable corresponding rise in the earnings (and thus the support
payments) of absent parents. . . .

t is all these characteristics of parents of children receiving public assistance and
the directions of grant levels for the future that lead me to conclude that there is a
low ceiling on the maximum returns for even the most effective child-support

am.
prmre is one further brief point to be made about the limits on support collection.
In initially commending Title IV-D to the Congress, then Secretary of Health,
Education and Welfare Caspar Weinberger forecast that with an effective system of
child susport fewer fathers would desert their families because they would know
they had nothing to gain by leaving. Welfare costs would decline because fewer
families would qualify for assistance. Implicit in the Secretary’s view was a belief,
somewhat cynical in my view, that it would be a wise government policy to hold
families together by making men fear the consequences of leaving. ical or not,
Secretary Weinberger's forecast seems unsound. Families break up for complex
reasons. The continued rise of the rate of divorce despite the dramatic increase in
the effectiveness of systems of collections gives not a shred of support to Wein-
berger’s prediction. Moreover, 1 see little reason to believe that better enforcements
systems in the future will exert any measurable effect on the rate of family break
up. Indeed, it is at least as plausible that a fully effective enforcement system will
cause more marriages to collapse because women who today feel trapped in a
nyarriafe might then have the courage to separate knowing that it was highly
probable that the father could be compelled to make payments. .

1V. Serving other goals than reducing government spending

In considering the place of child-support collections in welfare programs for the
1980’s, the Congress cannot, of course, permit a short-run savinfs in public assist-
ance costs to become its only guiding criterion. The overall goal must remain the
well-being of children. Moreover, we have a general obligation to treat with fairness
all citizens in our society including both parents of the children for whose benefits
the AFDC program exists.

Our first %oal, in my own view, should be the assurance of a minimum decent
standard of liviing to all Americans, through jobs or through ams of income
maintenance. As I speak at conferences of persons involved in child-support collect-
ing I sense that too many in my audience have either forgotten or reject this central
goal, even for families with youn‘s children. For many, welfare remains a big
government give-away and Title IV-D is simply a way of getting back what we
shouldn't have spent in ther first place. Whether or not one accepts a goal of income
assistance based purely on need, 1t is still possible to accept some other restrictions
on child-support programs largely in the name of fairness. Let me suggest a few:

A minimum protected income for absent parents.—The federal government ought
to bar the states from subjecting absent parents in AFDC cases to orders of suppﬁ.rt
that push them below the BLS Lower Standard Budget for a single individual. The
absent garent should be left with enough to live in minimum decency. In Section I1
aboi‘:éti suggest a couple of ways that orders could be fixed to provide such
protection. :

. Limits on penal sanctions.—The federal government should insist that states not
impose penal sanctions for'nonpayment on fathers whom they cannot show to have
been employed during the period of their nonpayment. Many judges in Michigan jail
men who were unemployed on the theory that they could have been working. In an
era with ten and fifteen percent unemployment among the age group of men most
commonly under oreders of support, judges jaling men who do not have jobs are
often engaged in an intolerable form of wishful thinking about the labor market.

’ Michsgun ref:oned collections in no fewer than 63,000 cases in each quarter of 1979. Some
men in on dr one quarter so that the total for the year paying in at least one quarter must
have been significantly higher than 63,000,
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Reconsidering the penalties for a noncooperating custodial parent.—Mothers of
illegitimate children are currently required to identify the father of their child and
cooperate in the establishment of an order against him, unless they have “good
cause” for refusing. As a broad principle, I think that asking mothers for coopera-
tion is reasonable and appropriate. Although my studgodid not focus on cases of
children from outside of marriage, I do have worries about the compelled coopera-
tion program in practice. During fiscal 1979, twenty-five states and the District of
Columbia reported to HEW’s Office of Child Support Enforcement on refusals to
cooperate. These twenty-six reported 13,349 cases of refusal, with “good cause” for
refusal demonstrated in 1,358 of the cases. Thus, in about 12,000 cases, a noncooper-
ating mother may well have suffered the statutory %enalty of having her grant
reduced and the rest of her grant paid through to a third party payee. We do not
know in how many additional cases mothers decided not to apply for assisantce at
all (or withdrew their applications) rather than face the compulsion to identify. In
all these cases, children receive less income because of an action by the mother to
protect her priva%; -

I suggest that Congress direct the Office of Child Support Enforcement to study
the compelled cooperation program now after several {ears of operation in an effort
to détermine the way it is enforced and the effects on families.

Considering reducing support payment levels many g::m after separation.—With-
out doubt, Congress and the states have a principled basis for insisting that abeent

rents provide support for their children throughout their minority. It is nonethe-
ess also clear that even in divorced families, as the years pass after separation, the
garents are each highly likely to involve themselves in new families with new

nancial responsibilities. It is also the case that the absent parent is likely to play
less and less of a role in the life of his child by his earlier marriage. In “Making
Fathers Pay,” I develop at some length a suggestion that states (and the federal
government) would be wise to restrain their impulses to collect at some point
severg] years after a support order is entered, by reducing or terminating the
order.'* Parents would then be free, indeed eneouragbed. to reorient their lives fully
to the future. Of course, looked at as an expense problem only, this approach would
undoubtedly place a higher financial burden on government for those families that
do not become self-sustaining even {ears after the family broke up. On the other
hand, a valuable effect of such a change would be to direct thinking even more
clearly toward creating or insuring job opportunities at decent wages for single
parents geveral years after marital breakup (or the birth of a child outside of
marriage).

Prgfmma to keep families intact.—I hope that the Senate will give favorable
consideration to plans to include all low-income families within our public assist-
ance systems, even when both parents are in the home. I wish I could claim with
confidence that, if we did so, fewer families would break up. The evidence for such a
claim is equivocal at best. My {‘aoint is simply that once we recognize the inherent
limits on the petential for a child-support collecting system we need to move our
attention back in time to the sources of the problems of poverty. These problems are
many and deep, but some are more tractable than others. Since families living in
separate units will nearly always face greater expenses than families living together
and since children are in general better off in a two parent setting, government
should be seeking to find noncoersive ways to help couples work out problems,
financial and otherwise, while they are intact.

Senator MoYNIHAN. Now our final witness from within the Gov-
ernment, Max Horlick, who is Chief of the-Comparative Studies
Staff of the Office of International Policy of the Social Security
Administration.

Mr. Horlick, we welcome you this afternoon. You come volumi-
nously documented, as is not surgrising. I did not know that the
Social Security Administration had an Office of International
Policy, but I am glad it does.

Will you please proceed, sir.

1 8ee “Making Fathers Pay,” pp. 268-282,
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STATEMENT OF MAX HORLICK, CHIEF, COMPARATIVE STUDIES
STAFF, OFFICE OF INTERNATIONAL POLICY, SOCIAL SECU.
RITY ADMINISTRATION

Mr. Horrick. Thank you, Mr. Chairman.

I am very _happy to have an opportunity to talk about what
happens in the rest of the world, and what I am going to summa-
rize will go a little bit beyond the bare outline which I have
submitted, and tell not what should be, or what I favor, but simply
what is everywhere else.

Before I do that, the other speakers all mentioned FAP, and 1
must tell about our involvement. About a decade ago, the then
Deputy Assistant Secretary for Welfare Reform, or for Family As-
sistance Reform, also asked us what happened in foreign countries.
The way he asked was, “Immediately send everything you have on
foreign welfare,” and that turned out to be six boxes of raw materi-
al. [Laughter.]

As I summarized in the outline, other countries, according to the
intemational}iv comparable figures, tend to spend proportionately
‘less than we do on public assistance, and they do it mainly because
they have greatly expanded social security programs, through labor
market forces which we will discuss, and through other policies.

I will eventually come back to the topic we are all interested in,
namely, public assistance or welfare per se, but first about the
foreign social security programs.

This morning in preparation for this meeting, 1 was reading
again some debates about how far can social insurance go to cover

ublic assistance, and eliminate the need for public assistance. This
ebate took place in 1894, and it is not unreminiscent of some of
the debates one hears today.

Senator MOYNIHAN. It took place where?

Mr. Horuick. In 1893 the Commissioner of Labor of the United
States sent somebody to Germany to find out about a new animal
called social security. The man at that time wrote an absolutely
brilliant paper, which we still have by accident, which discusses
the policy issues which are very much like those we have today.

Senator MOYNIHAN. For years, when the Commissioner of Labor
was five departments combined in one, there was very active inter-
est in the American Association for Labor Legislation. It would
meet simultaneously with the American Association for Social Se-
‘curity, and they were always invoking Bismarck’'s Germany.

Mr. HoruLick. Also he sent, what they called in those days, agents
to various countries to study what was going on abroad in social
policy and in labor policy.

Since those days, the foreign social security systems have ex-
anded very great_lﬂ to absorb a lot of the functions that once were
ependent upon public assistance. To give a few details: :

e old age survivor programs in some of the leading forei
countries provide a flexible retirement age. A number of countries
provide for early retirement for those people approaching retire-
ment age who are not able to find a job. Instead of being on public
assistance, they are simply given an early retirement for long-term
unemployment. 4

In some countries as, for example, Sweden, they recognize that
workers who have been working their entire lifetime might become
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what the{l call exhausted. They really cannot continue after 50

ggars in the labor force or 55, and they just give them a retirement
nefit for which they contributed many, many years.

Senator MoyNIHAN. I'll bet you that being a senator in Sweden is
more fun than being a Senator in the United States. You frust get
up one day, and gou say: “The arduous conditions of my life leave
me depleted,” and there %be retired.

Mr. Horuick. They probably would not be able to retire because
the taxes are sometimes over 100 percent.

Also, some of the Scandinavian countries have partial retire-
ment. A worker can retire and work part time and receive part-
time social security, instead of being unable to keep up with the
job, and fall back on some form of assistance.

Another range is disability benefits. In some of the foreign coun-
tries there are Padvments for partial disability. There are 'Fayments
for very partial disability, down to perhaps 20 percent. There are
programs in most of the developed countries called constant attend-
ance allowance, that is cash payments to families who take care of
disabled members. Cash payments are made as an inducement- to
keep people out of institutions. The payments normally cease or
are decreased when the disabled person has to go into an institu-
tion.

A main feature of the disability programs of all the other devel-
oped countries is cash sickness. In just about all the other coun-
tries, if a worker becomes ill, not permanently disabled, he receives
an income replacement called the cash sickness benefit, which
replaces in some countries almost completely his salary for perhaps
up to a year.

The other developed countries have also evolved extensive health
insurance programs. They have hospital and medical coverage. Par-
ticularly just about all of them have maternity insurance which
will provide——

B Senator MoyNIHAN. Mr. Horlick, you are talking about Western
urope.
Mr. HorLick. Primarily Western Europe, yes.

Senator MoyNIHAN. It would be interesting if you could interpo-
late the relative experience of Canada, if you could locate Canada
in this spectrum, because it tends to be somewhere inbetween the
American and the European; doesn't it?

Mr. HorLick. It also has a form of family allowance, which I will
come to in a minute. It has some form of health care coverage. It
falls probably closer to the European model than to the United
States in all of these things.

They all have extensive work injury programs on a national
level. Some of them are evolving toward the concept of, let’s forget
about work ir\iurty, let's forget about unemployment. If somebody
loges his income for a short period of time, a relatively short period
of time, let’s just give him a benefit for which he and his employer
will already have contributed.

Another thing included in social security in the European con-
text is unemployment insurance. They have unemployment insur-
ance in many countries for students who have never worked, before
finding a job. Again instead of going on some sort of public assist-
ance, they can get unemployment insurance. :
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They ma{_ohave unemployment insurance for housewives who are
returning the labor force after many, many years. In some
instances, unemployment insurance will pay for extremely long
periods of time. .

_Additionally, all the other developed countries have connected to
their social insurance rczframs family allowances. These family
allowances, which I will discuss a bit later, are paid to families
with children, and most of them are financed by the employer.

All this is really wonderful, and appreciably keeps many, many
people off of poverty. But there is a price, and that is discussed in
the tables, if anlybody is interested in going to details. The price is
that the payroll tax which they pay, the payroll contribution by
the worker, the payroll cortribution by the employer, and the
{}aneral revenue supplement are staggering in comparison with the

nited States, three times as much as we pay.

Senator MoYNIHAN. Three times? -

Mr. Horuick. Yes. .

All of these things that I have described that have a sort of side
effect of keeping people out of the public assistance area by provid-
ing health or income maintenance payments, are extremely costly.
The better they are, the more costly they are. As a percent of the
gross national product, they tend to be in these countries more
than twice what we spend.

Senator MoyN1HAN. That is what balances off the relatively low
expenditure on public assistance.

r. HorLick. Yes; within the total package, they have swung it
to other programs.

They also have other income maintenance programs which, _
again, have a side effect of reducing the need for assistance. For
example, they have extensive private pension networks which in
some countries are required. So, for example, there would be pri-
vate pension payments for disability, or for orphans in some cases,
and survivors. There would be a supplemented income source.

Another kind of program that exists in some of these countries is
subsidized savings. If one compares the international figures for
the propensity to save, we find that the American, or the country
as a whole has a very low propensity to save. In other countries,
people tend to save more for a rainy day, and there are in various
countries subsidized programs to encourage savings.

The enclosed material goes into some of the detail, and if there is
more time, I would be glad to discuss it.

Senator MovyNIHAN. We will see that this is made part of the
record as part of your statement. . -

Mr. HorLick. These various programs outside of public assistance
that I am describing keep people out of public assistance.

Another range, briefly summarized, is the labor market forces.
Europe formerly had full emploi,l'ment. You mentioned Canada
before, Senator. In Canada they have had debates about welfare
reform for as long as we have. At one point, I think in the early
1970's, somebody came up with a brilliant thought that if they
could maintain tull emgloyment, they would cut down the need for
public assistance, which is absolutely true, but how do you do it?
aneq?ator MoyNIHAN. It may or it may not be true; how do you

ow
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Mr. Horuick. If they have 100 percent employmeént of all those
who are‘employable—in Europe they did. They even had to import
workers—it- means that in all average instances they would have
an adequate income, along with national health, family allowance,
and these other programs.

Senator MOYNIHAN. Yes, but this reaches the question of wheth-
er the persons who are on welfare in our society typically are
ggung,women with very young children. They are not supposed to

working, or at least not normally.

Mr. HorLick. Just to skim through some of these other public
policies which help. They have very active labor exchanges placing
people in jobs. One of these categories is, for example, very strong
vocational and apprenticeship guidance.

I digress very rapidly to say that back in the 1960’s I was in the
Labor Department. Qur Assistant Secretary had very brilliant
ideas in this regard. It was Mr. Moynihan. He always used to ask
what foreign countries did in this respect. We, never managed to
get answers back to him because it took so long to grind these
things out and get them through channels.

At that time you asked us, how come in urban areas there is
very little youth unemployment in foreign countries, while there is
80 much in the United States. This was one of the answers,

Senator MoyNIHAN. You did come up with this finding that the
connection between school and work is so much closer in those
countries. '

Mr. Horuick. And the techniques that exist there. For example,
the vocational guidance teachers in Germany do not belong to the
schools. They belong to the Labor Department, which knows to
which area to steer the kids.

Senator MoYNIHAN. Aftér we sent the OEQ legislation up here in
1964, I took a week off and went over to Germany, France, and
Britain, and looked at precisely these things. It was formidable.

They had full employment system, but nobody left school in
Germany without having two employers who were prepared to hire
him or her.

Mr. Horurick. Because they had salable skills.

Senator MovNIHAN. Yes. You could see them working away in
t}ll)eir mlachine shops like little elves, and they were worth hiring,
obviously.

Mr. HoruLick. Should I wind up, or keep going a little bit?

Senator MoYNIHAN. Please go on, sir. i

Mr. Horuick. They have very active apprenticeship programs, as
you observed there. They have in many of the countries active
proggams requiring the hiring of the handicapped. For employers
of 50 or 60 workers in countries like Japan, or the United King-
dom, or Germany, they require that a certain percentage of the
labor force be handicapped, and they have to provide suitable work
for them, In the end, this has a tendency to keep them away from
the need for assistance. —- -

There are hiring incentives for emgloyers. There are ver{ active
resettlement allowances, training and mobility programs of a very
active nature. More recently, they have short-term work. When an
employer in some of the countries needs to let go some of the
workers, instead of firing a bunch of them, he will cut back on the

60-582 0 - 80 ~ 15
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number of hours they work, and the difference will be made up in
part from unemployment insurance so that he can keep these
people on. It is another kind of income maintenance program.

Senator MoyNIHAN. That is interesting. Yet, from your main
table here, it is hard to be quite sure what judgments to draw. The
country with the lowest expenditure on social welfare programs,
using the ILO definition, is Japan with 6.3 percent. We associate
Japan with having among the highest rates of economic activity.

- But then we also think that of the Federal Republic of Germany,
which is 52 percent.

Japan is half of ours, and Germany is twice ours. Rather inter-
estingly, the United Kingdom is not much greater than the United
States at all, is it? They have found that a weak economy does not
support a large public sector in social welfare. If you are going to
spend your money maintaining an inefficient steel industry, you
are not going to spend it on ?ensions.

Have you got any sense of correlation here? There does not look
to be any. There are no large conclusions to be drawn from data
this aggregated, perhaps. -

Mr. Horuick. There is correlation, in a very general sense—
apropos those figures, Germany, specifically for public assistance,
shows up with rather low expenditures because it uses other kinds
of programs. Japan, traditionally, has had verz, very poor income
maintenance and welfare programs, and they have been very con-
cerned about it. ’

Senator MoyNIHAN. They have been so concerned, they have not
done anything about it. People usually act on things that concern
them. Perhaps they are only officially concerned.

- Mr. Horuick. They are discussing this very same topic, and it is
not as easy there, perhaps, as it is here. As an official example,
they were worried about their health care costs, as other countries
are. They issued a national paper ex lainin%hwhy health care costs
are gkyrocketing, as in the United States. They found that one of
the factors is that doctors are paid very much, The National Asso-
ciation of Doctors went on strike, and forced the Premier to apolo-
gize. So things there go a little more slowly.

Iam mentioninglfacts only.

‘Anyway, expenditures in German{ on: public assistance tend to
be low because of the expansion of all these other programs.

Senator MoyNIHAN. But as a percentage of GNP, the Federal
Republic has 22.8 percent in social welfare grograms. That is twice
the United States level of 11.9 percent, roughly.

Mr. HorLick. Social welfare has different meanings.
tagfr'}ator MovyNIHAN. Within the broad ILO definition in your

e
Mr. HorLicK. Yes. _
Senator MoyNIHAN. We have high public aid and other social
. welfare, but low total expenditure for social welfare programs.

-Mr. Horuick. Social welfare in the international context means
all the things that I have mentioned: old age, survivors, diability,.
health, workmen's compensation, et cetera. .

Senator MoYNIHAN. The ILO definition. : ..

Mr. HorLick. Exactly. -

\
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Public aid and other social welfare is what we call here social
assistance.

Senator MoyNIHAN. Canada is just a little bit above us, but not
much. Just enough to notice that it is a' little different, but it is
more an American economic system than it is a European one.

Mr. HorLick. Yes. The patterns in many respects there are like
ours. For example, demographic patterns, age of the population,
and other technical things are more like ours than Europe.

Senator MoYNIHAN. Let me ask you one last question, if I may.
This is a trove of information, and it matters a lot to us.

Do you have any comparative data on illegitimacy? This is
always a troubled subject, but it is one that obviously has some
relevance here. .

Mr. Horuick. Not at hand, but we may be able to turn it up.
- Senator MoyNIHAN. These countries are great recorders of every-
thing. They record these thin%?. too. We obviously have a rising
trend and in subsets of very high ratios. I think that rates are
going up, too. ‘

q ’1;1}119 committee would appreciate this, Mr. Horlick, if you would
o this.
{The following was subsequently supplied for the record:]

ILLEGITIMACY RATES PER 100 BIRTHS OF SELECTED COUNTRIES

=00k Oomd NN NONON
B WOW OO WS
'

(In percent)
Canada: Italy:
1966 . 16 1966
1970 9.6 1970 i
1973 ..cierinenssinersrssienenne 12.1 1978 ....ovrrrenrerernnrnenniens
United States: ‘Netherlands:
1966 84 1966
1970 10.7 19700 innenecvensiennssens
J 1974 13.2 N 1974
apan: orway:
1966 24 1
1970 2.0 1970
1974 0.8 1974 ..o

Austria: Sweden:

1966 114 1966 = 1

1970 12.8 1970 1

i 5 8
) 9 Switzerland:

Belgium: o5 1966 3.8
1971 33 1970 .c0uceverirenerssssnssrenstesseines 88
1972 3.0 1974. 8.1

Denmark: " United Kingdom
1966 10.2 966 1.9
1970 11.0 1970 83
1978 171 1978 8.6
ce: Australia:

1966 6.3 1966 74
1670... 7.1 1970 83
1972 78 1978 9.8

West Germany. New Zealand
1966 4.6 1966 11.6
1970 4.6 1970 18.8
1978 6.3 1974 16.8

%p.mm o o e i Demophle Kook, LT olicy, Offios of Policy, Social
y: m, ve Studies 'y {v:] MAatiol (+) s (v:] )
Security Administration, February 1980 a4 i
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Senator MoYNIHAN. I feel that all that haranguing and harass-
ing that I did 16 years ago had some final results. You have come
up with some very important data. We have a sense of where we
are. We certainly are not in any position to correltite increasing
expenditure here with declining economic activity. It goes either
way. You can look at the German model, if you want; or the
Japanese model, if you want. Apparently the only lesson that we
can really learn from your data is, don’t be in-between.

In this morning’s Washington Post Meg Greenfield wrote a lo
epistle aﬁainst moderation, and maybe that is the note on whic
we should end this hearing. »

We want to thank you very much, sir, and your coll es who
have helped you put together this matter. Please give them our

ting, and tell them that we did not know that the Secial
urity Administration had this resource, and now that we do, we
will be calling on you more fi uen}_l{'. .

(The prepared'statement of Mr. Horlick follows. Oral testimony

continues on p. 301.)
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Statemént by Max Horliek
Before the Senate Finance Committee
Subcommittee on Public Assistance
Wednesday, February 6, 1980

Me. Chairman and Members of the Subcommittee, my name is Max Horlick. I am
Director of Comparative Studies, Office of International Policy within the Office of
Policy of the Social Security Administration. ;

The Comparative Study staff studies "social security" and income malintenance
programs in other countries, We prepare cross country studies which explore how
leading industrial countries deal with the same kinds of situations and problems facing
policy makers in the United States, We ilso prepare the report on Social Security
Programs Throughout the World, which presents in outline form the main provisions of

the social security laws in each country.

Other industrial countries tend to spend proportionately less than we do on public
assistance programs because their "soclal security” programs are older and have become
more comprehensive, and labor market policles and other programs have had the effect
of reducing the need for assistance.

L Poreign Systems of Social Securlty

In the industrial countries, "soclal security® has been broadened over the past hundred
years 50 that thf incomes of many people who once received public assistance have
come to be maintained by soclal insurance. Some of the old-age and survivors'
programs, for example, have a flexible retirement age, partial retlrement which
permits part-time work, or early retirement for the long-term unemployed and others,
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Partial disability benefits may be paid for as little as 20-30 percent of loss of capacity.
Many countries provide a constant atiendance ellowance for the disabled needing
special care. The developed countries also have some form of national health care
programs. These include cash sickness benefits and maternity insurance. Unemploy-
ment insurance may be paid to students who have not been able to find their first job
and to women wishing to reenter the labor force. Also, unemployment benefits may be
paid for long perlods o} time. The developed countries also provide cash family

allowances to families with children. '

However, as the programs have expanded, so have thelr cipenditures. The total payroll
tax for all of these programs }rlay be over 30 percent and the percent of gross national
product represented by these programs may be twice that of the United States. (See
Tab A)

[I. Other Income Maintenance Programs

The private pension network in some of the European countries covers all of the
organized labor force. There are also subsidized programs to promote individual
savings. (See Tab B) -

Il Labor Market Programs

Before the 1974 oll recession, the European countries had full employment for many
years. In addition, they have had active labor market policies since the post war period.
The resulting labor market programs include strong vocational and apprenticeship
training, less than minimum wages for trainees, in some instances virtually guaranteed
Jobe, sotive labor exchanges, hiring incentives for employers, mobility and resettlement
allowances, retraining, and requiring the employment of the handicapped.



IV. "Welfare" Models

Assistance programs in the developed countries range from a "guaranteed minimum
income” in Belgium, to a complicated patchwork of benefits in the United Kllrgdom,:"lo
basically State and locally administered programs in France, and a blurring of the -
meaning of social assistance in Sweden. Attached are charts showing the types of
assistance programs in Belgium, Canada, Finland, France, Germany, Japan, Sweden, and
the United Kingdom. (See Tab C) -

. V. Programs for Families

Under soclal security programs in the developed countries there are cash payments to
families with children, to familles caring for orphans, for the education of handicapped
children, and to single earner famllies imeans-tested). Qndér other various programs
there are means-tested housing allowances, school expense payments, cash payments to
working parents for outside care of children, fumiture loans, low wage supplements,

ete.

The family has become less stable in Europe as divorce has increased. The social
institutions have reacted by amending and changing laws and Instituting new programs,

" These new provisions, such as assistance to divorced women with dependent children
and advance maintenance grants, are primarily reactions to handle new problems caused
by the breakup of families. At the same time, however, there are also changes with a
longer range impact, such as allowing women to receive credit toward thelr own
pensions during the years they are caring for dependent children to encourage women to
remain in the home.



VL Trends .

1

Welfare reform proposals have been discussed repeatedly in many countries. In recent
yﬁrsihere has been some trend in several toward a greater role by the national
government as In the case of Belgium, which has established a national guaranteed
minimum income, and France, where an increased number of national programs have
replaced 'Iocal programs. The United Kingdom has debated a series of proposals .for a
completely new approach, Including unification of the present ™hotch poteh™ of local
and national programs, a negative income tax, & consumption tax and income tax
revision to eliminate the poverty trap. The idea of providing & guaranteed income has
also been proposed in Sweden.

1 will be glad to answer any questions which the Members of the Subcommittee may
have.
Attachments . P

Tab A - Tables on national expenditures for "social security"
Tab B - Income maintenance models for selected countries
Tab C - Country charts on "public assistance” ' /"



LIST OF ATTACHMENTS

Tab A, TABLES ON NATIONAL EXPENDITURES FOR "SOCIAL SECURITY"

1. Expenditures for Specified Social Welfare Programs, Selected Countries, 1974, as a
percentage of GNP

) 2. National Expenditures on Social Security in Selected Countrles, 1968 and 1971

3. Employee-Employer Payroll Tax Rates (Percent), by Type of Program, Selected
Countries, 1978 -

Tab B. INCOME MAINTENANCE MODELS FOR SELECTED COUNTRIES
1. Poreign Income Maintenance Patterns
3. Foreign Income Maintenance Patterns for Dependents and Survivors

3. Poreign Disability Insurance Patterns

Tab C. COUNTRY CHARTS ON "PUBLIC ASSISTANCE"
1. Belgium

2. Canada

3. Pederal Repubdlic of Germany

4. Finland

§. France

6. Jaran

7. Sweden

8, United Kingdom
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AS A PERCENTACE OF GIP
‘ - %mn OASDL émngcs:cnﬁnmmm
Belgiim 20.6 5.9 1.1
Canade’ 1327 i 2.2
France ‘ 2.7 4.3 ’ y ’ 3.3 \\
Cermany, Federal Repblic 223 X ' 9 a
- Japan® Y R .8 >
NetherLends 32 10.9 1.5
Sweden o ns 7.2 ' 3.3
Untted. Kingdon® w2 a5 - 24
Uaiced States® - , 11.9 a0 2.8

L !

Isoctal Security as broadly defined by ILO. (Includes expenditures under public medical care systems and
© jcash payments under public welfare progrems,.) : .
2riscal year ending March 31, 1974 .
iscal year ending Maxch 31 1974
SFiscal year ending March 31, 1974
Fiscal year ending June 30, 1974

.

.
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RESEARCH and STATISTICS NOTE

" 4.5 DEPARTMENT OF HEALTH, EOUCATION, AND WELFARE

. L " Socil Security Administration
B O¢hice of Research and Satistics

DHEW Pub, No. (SSA) 74-11701

Note No. 29-1974 R o October 18, 1974

——

' NATIONAL EXPENDITURES OR SOCIAL SECURITY
IN SELECTED COUNTRIES, 1968 AND 1871

The use of {nternatfonal-statistics in the social security field s :
cosplicated by the fact that data often are not comparable. How social
security is defined may differ from country to country, and countries
. have dissSmilar programs. This research note presents the overall expend-
{tures for 311 social security programs {in nine selected countries for
the years 1968 and 1971 and analyzes the three components of these pro-
. — - grams most frequently used in comparisons: old-age, survivors, and dis-
abi1ty fnsurance: pudlic assistance; and health care. The data presented
were developed in collaboration with the International Labor Office (IL0).

TT I1L0's definftion of soctal security fncludes old-age, survivors, and

disability insurance (0ASDI): health insurance (medical and hospital
insurance, cash sickness payments for tesporary disability, 'and maternity
cash payments); 11¢ health services; family allowances (cuh payments
for families with children); pensfon and health $nsurance for public

_employees; public assistance; and benefits.for war victims. The nine
countries are Belaium, Canada, France, the Federal Republic of Germany,
Japan, the Netherlands, Sweden, the United Kingdom, and the United States.

Table ) shows the total 1968 and 1971 expenditures of each country for
a1 soctal security prograss. To compare data, the mationa) currency
figures have been converted into percentage of gross natfonal product .
(6NP). 8y this relative standard the figures show that the hinhest
expenditures in 1971 were made by the Hetherlands and-Sweden, A primery
reason for the relatively low standing of- the United States is the
absence, at a national level, of such groorm as children's allowances,
cash sickness benefits for short-term f13ness for wage and salary workers,
and health insurance. The Japanese figures represent the lowest leve)
of cash social security benefits. Fioures for each of the countries,
1f worked out for the past decade,-would indicate a continuous increase
1n the percentaae of GNP spent for socia) securtty in the -broad sense
ven above and for its main corponents such as health insurance and
. -OASDI, reflecting the addition of new proorams as well as rising real
' - costs and inflation, . .

. %9y Max Horlick, International Staff. .-
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TABLE 1.--Total expenditures for socfal securi programs and percentage
of gross natfonal product, selected eountries,%%& and Y971

- {In will{ons of natfonal currency units, except for percents)

. Expenditures 1/ | Percent of GNP 2/
- Country o ik
1968 wn 1968 197
- Belgium (francs)..ceaee 190,405 210,116 18.2 18.33
Canada i 11ars}ceeenes 9,336 12,719 12.86 18.61

France (francs)........ 125,000 168,608 19.84 18.65
Germa Feden -

Repub 1c urks)...... 104,09 142,095 19.43 18.73
Japan (yen).eeeeesse 2,881,099 | 4,685,917 5.57 5.93
lumrhnds (florins).. | * 17,208 27,829 19.08 21.78
Sweden (krond)...eeeces 2.Mm - 37,615 16.22 .78
Un{ted Xinqdom {pounds 5,929 7,011 13.72 12.45
United Sutes (dollns 713,234 113,542 8.47 10.8!

)/ In current hatfonal currency mits. One U.S. dollar equaled the -

‘following: Belgfan francs--50.14 {n 1968 and 44.7 {n 1971; Canadian
dollars-=1,073 {n 1968 and 1.00 fn 1971; French funu-ol.Qs in 1968 and
§.22 in 1971; German marks--4.00 1n 1968 and 3.268 fn 1971; Japanese
yan-=352.7 1n 1968 and 314.8 1n 1971; Netherlands florins-+3.61 1n 1968
and 3.25 1n 19713 Swedish krona 6,18 fn 19 6& and 4.87 1n 190; and
mmn pounds--2,38 1n 1968 and 2.55 in 1971, :

The gross natfonal product figures of the Intermational lbmtlry
Fun ave been used.

Source: Based on unpublished eountfy data provided by the Inter-
. national Labor Office.

Table 2 shows expenditures on DASDI. Note that Bel?‘lun’s rogram excludes
disability, which {s administratively incorporated in { a\th {nsurance
program. The Netherlands' figures exclude disability benefits because '
the thm income replacement ¢lements of disabtlity, cash sickness, and
workmen ‘s coepensation are lumped, thus combining protection for both
Job-connected and m-job-mcud loss of income. Canada covers dis-
ability by an assistance program. - As the table shows, Germany has the
highest relative expenditures among the nine eountries. The Canadian
and U.S. sysm mn the European systess.
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TABLE 2.--Expenditures for otd-age, survivors, and disabflity fnsurance
:gg‘pemnngc of gross natfonal product, selected countries, 1968 and

{In oi11fons of national currency unfts, except for percents)

: Expendi tures Percent of GNP
Country N
1968 19N 1968 18N

Belgium (francs). 49,467 70,583 4.73 4.97
Canada (dolars). 1,625 2,205 2.24 2.36
France (francs)... 26,400 38,139 419 | - 4,22
Germany, Federal
Repub{u marks).. 43,299 57,599 8.03 7.59
Japan (yen).ecieseseses 17,039 247,490 33 3
Hetherlands (florins).. 6,246 8,082 6.9 6.32 --
Sweden (krona).....eees 7,133 11,045 5.1 6.03
United Kingdom (pomds; 1,648 2,002 8 3.5
United States (dollars 3,858 35,874 22 3.42

Table 3 covers the public afd and other socfa)-welfare expenditures of
each of the countries. The individual national proarams contain different
components, depending on natfonal priorities and needs. One country, for
example, may emphasize afd to children or rehabilitation more than others.
Also countries with universal national health programs may not have a
medical care component in their statistics on assistance. Elsewhere

the health component may represent & major part of the total assistance
figure. In general, however, tha progriams cover the same broad areas,
{ncluding, particularly, assistance to.aged and disadbled persons and
needy familfes as well as persons in need of medical aid. Sweden ranked
first in 197) expenditures, followed by the United States.

Table 4 shows public expenditures for health care programs. The figures
cover national medical and hospital insurance, public health, health
expenditures under workmen's compensatfon and under public assistance
programs, veterans' health care, and health coverage for public employees.
Cash sickness benefits, norwmally included in the total health care figures
of foreign countries, have been removed because they do not actually
represent 3 part of personal health care. Private expenditures, of course,
are not included. s

.
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TASLE 3.--Total expenditures for public atd and other social welfare and
percentage of qross product, selected unmriu. 1968 and 197

(In o1111ons of national currency units, except for percents)

P f
Country Expend{ tures ercent of GIP
. 1968 wn 1968 19N
maiu (fnncs 10,340 14,547 99 1.03
unada dollars)... | . 1,59 1,976 2.18 2.12
rum !rancs | me= m—- - e
R.pw Ic l —rlu)... 5,652 7,621 1.05 1.0
Jwy 305,822 508,157 .59 N
NetherTands (ﬂo ns).. 84) 1,325 93 1.03
Sveden (krond)....eeees 3,09 8,406 2.2) 3.50
United Kingdom (pounds] 813 1,097 1.8 1.95
Uniud States )/ :
(do11ars) ceciveesennes 14,377 26, 115 1.66 2.52 |

;/ Includes expenditures for health care mder public afd. .
Public afd expemsitum cannot be {dent$fied separately dut are

‘lncludtd in tadble )

. TABLE 4.--Total expenditures for public health care proarams and per-

cantage of qross natfonal product, selected countries, 1968 and 1971
{In mi11{ons of national currency units, except for percents)

" Country Expendi tures Percent of GNP
1968 “n ., 1968 9wmn
Belafus {(francs)....... 36,712 56,147 3.51 3.96
Canada {dollars)....... 4,126 6.194 .68 6.63
Frmu fnnu)........ 26,082 41,062 4.1 4.54 ¢
» Federa)
Republic (marks)...... 22,2 35,377 4.13 4.66
ye cseseeeesses | 1,753,614 | 2,719,300 .39 3.4
umr ands (fNorins):. 3,338 969 3.69 4.66
SElrois | oMl oum) o) o
United States (dollars 19,665 | .27.935 2.27 2.6
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Tables 2, 3, and 4 are not addable because expenditures for setected
Emgrus such as health may be counted under more than one program.
ertain 1nd1v1wn&mrm 1ncluding those:which do not exist on a
natfonal level in United States, are not separately enumerated: cash
sickness benefits, family allowances, national cash mlo*mnt benefits,
public employee cash benefits, and wh war-connected benef

Technical Note and Definit{

The above ILO data which are reproduced with permiission, are derived
from answers to questionnaires periodically fssued to countries by the
1L0 requesting thefr expenditure and fncome figures for soclal security.
In answering the ?usﬂonmin. the countries tota) thefr figures to
neet 1L0°s specifications to—achiave-the rost nearly ublo data
. available. I1LO publishes these statistics pertod cally {n the Cost
g{&»ﬁal Security, the latEst edition of which covers thc years 1964-66,
is note brings the figures more closely up to date, pending publication
of the mxt edition,

A number of spectal ILO terms reﬂocud in the categories of data pre-
seuud in this note are defined below: )/

Muo health servioss.—-Curative and preventive medical care provided
by pudlicly operated services.

Publio employes Denefits.--8enefits paid to employees of mﬁonn. pro-
vinchl. and lo¢al authoritfes, fncludi old-age. {nvalidity, and sur-
vivor pensfons; stckness and cash maternity benefits; employment Snjury
beneffts; and family allowances. Some countries {nclude employees of the

.. national railroad and other public transportation natworks, but not

workers of other natfonalized industries such as automobile manufacturing.

Cash aa.mnuy denefite.--Payrents to insured working mothers before and
after eonfinemt. Typically they are patd for 12 to 14 weeks.

Cash otdauu mﬂu.usnort-tam payments usually made by the socis)
security system for non-job-connected 11lness that prevents an {njured
“worker from working. They are typically paid for up to 26 weeks and
represent about two-thirds of the average wage.

Yarily allovancss.<-Cash payments %o families with a number of children
specified by law (for example, two or more).

Y/ For -on detlﬂed definftions, see International Labor Office,
aurity (Geneva: 110, 1972); and Office of Research

Cost of Social
nd suﬂ!“ﬁ Sodal Seouri the World, 1973
(lmhington $octal Suuriq‘xainin tion, 1373) ’



Mar-viotim benefits.—-Benefits to war victims, including medical care
and cash benefits such as disability pensfons. They are financed from
general revenves and are made to former prisoners of wir, refugees, and '
concentration.camp survivors, Programs for disabled veterans may be
adeinistered separately from the secfal sewﬂp‘t’{ groqra efther as part
of a war victims' program or together with a 1i¢c employee program,

-
v
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FESEARCH AND_STATISTICS BOTES, 1974

The Research and Statistics Rotes are desigmed to get information

qutakty {nto the hands of usere.

atuah

L1
1?
18
b/

” ir..30

] . Ttle
Changes in Fedaral Drployess’ Kealth Bemafits '

Age Differences in Mediocal Care Spending,
Msoal Year 1973

Contributions, Bemefits, and mﬁda-ia Under
State and Loocal Goverrment Retirement Systevs,
Selected Calendar Years, 19§7-73

-Wife's Eaminge As A Sowxve of Family Income

Independent Bealth Iiswarance Plans in 1972
. Preliminary Estimates
lemgntal Secwaity Incoms Beneficiaries md
nt Amownts, by State, January 1974
Deolining Momlity Arong Disabled-Worker
. Bens

fotaries
t!futc of thc OASDI Bensfit Increass in
Maroh 197

Bensfits !m' t Graondohildren and for
- Certain Blind Pereons Under the 1972 Amendrents
Chinges. in' P00 Sovtal Syourity
s in 0
!'hc Effects of the Special Minimm
newanos Arownt and the Delayed Retirement
Mt.' Initial Findings
Sootal Secarity knﬂctaﬁu tn Netropolitan
Areas, 1972
The Meoal and Budgetary Impact of tha Soctal
Seawrity Program, 1970-75

'he Cyolioal Senetitivi OAST Beneficiary Rolle
: m%:c and Bene fotari W.:IM, Ml{‘o Swployee

Retirersnt Systems, 1973
Yeteramis Disability Cowpensation and Survtwr
Benefits Aot af w24
State Swpplemsntation Paywents Under the SST
Program, Jouary 1974, .
Zffecte of the OASDI Benefit Increase in Jins 1974
Sooial Secvarity thembers Issued in 1973
Rehadilitated Du&tliey Appucalu, 1967
:.u 3“ &;tdtﬁuu L &pptmmtat
torp ty or
Seourity Inoome Reoipients
National Expenditures on Soctal Suurtty i
Selected Comtﬂa. 2968 and, 1071

These Notes may report on ongoing ‘
, swmarize preliminary findings or provide addenda to material
psbtbhcd. Notes published thus far in 1974 are: -

Date
Maroh 38, 1974

Naroh 37, 1974

April 1, 1924

April 30, 1974

May 3, 19074

" May 10, 1974

Nay 14, 1974
Nay 28, 1974

Qe 3, 1074
Jine 5, 1974

e 31, 1914
Jwne 34, 1974

C June 27, 1974

July 9, 1974
July 12, 1974 -
July 18, 1974

August 33, 1974
August 38, 1974
August 290, 1974
Septerder 18, 19724
Septesder 27, 1974

 Septerber 30, 1974

Ootober ‘18, 1974

Ifyouwhll to receive each tasus of the Research gnd Statistics Notes,
s“z:nt to the Publications Staff, Office of Researoch

ud Swﬁaﬁa. 1 Secrity Adwinietration, .1120 Universal

North Bilding, 1875 L‘moﬁm Avenus, 2.¥., Mtugton p.c. 20009,

60-582 0 -~ 80 - 16



) Esployee-employer plyn;n tax rates (percent), by type of program, selected countries, 1978

' ‘e

Por all social security . ) Por old-age, invalidity, and

programs . survivors insurance
COUNIRY Total Exployes Eaployer . Total Eaployee Employer
Anstris 34,20 13.40 20.80 19.50 9.25 10.25
Belgium 3/ - 37.5  10.10 27.40 14,00 6.00 8.00
Cansda 10.60 4.95 5.65 . 3.60 1.80 1,80
France 3/ 44.50 8.43  36.07 - 11,15 3.45 7.70
Cermany, Federal
: Republic 33.86  16.18 17.68 18.00 9.00 9.00
Xtaly - 35.53 . 7.80 47.73 R 23.76 7.15 16.61
Japen 4/ ) 20.89 8.85 12,04 9.10 4.55 4,55
Netherlands 49.36  22.85 26.51 25.90 16.80 9.10
Norway 1/ ’ 25.2 8.20 17.0 16.6 ¢ 4.60 12.00
Spain (estimated . :

4/78 xates) - 52.47 7.60 64,87 NOT AVAILABLE ON A COMPARABLE BASIS
Sweden : 2.5 0.50 32.00 . 20.20 — 20.30
Switszerlend 25.47 7.10 18.37 9.40 4.70 4.70
United Kingdom 2/  16.50 6.50 10.00 HOT AVAILABLE ON A COMPARABLE BASIS
United States . 15.40 .6.05 .,  9.35 10.1 5.05 5.05

1/ GASDI figures estimated.

2/ Rates in effect for 1977/78 tex year. Ses leaflet NP1S, October 1977: “Eaployer's guidu to
National Insurance Contributions,” -p. 33.

3/ OASDI: excludes financing for certain items covered by separate taxes under other programs.,

[

A/ OASDI: rates applicable to men; lower rates for women

.
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TAB B

———  ——

FOREIGH INCOME mxmrmz:mrg'nus

Attached aré four basic patterns of fncome maintenance in forefgn countries,
_ with severa) variations. : .

1. Multf-tier structure, as exemplified by Sweden, with a universal layer,
an earnings-related second layer, and private pensions for all organized
workers. In addition, there are broad programs of social services with
- cash benefits, but these are subject to 1fberal means-tests and do not
qualify as "welfare® programs, strictly speaking. .

The Canadian varfation differs in providing a universal benefit only for
old age, and 1n having several means-tested benefits for pensioners. There
the private pensfon network is less {mportant.

2. Earnings-related system, with no needs-tested program, and a relatively
-weak private pension network, as exemplified by Germany.

The Austrian model, while quite similar for 0ASDI, has a supplementary
security-type payment to Jow beneficiaries. _

3. Earnings-related 0ASDI, extensive means-tested benef{'t's. almos‘t universal
private pension system, as exemplified by France.

_ The Swiss variation has features of the German and of the French patterns,
with a ‘few interesting differences.. ’ .

4. A relatively high flat-rate benefit, o1d and extensive private pension
network, no supp1mentary security income, as exemplified by the letherlands.

A discussfon of the ‘.nterrehtionsMg of social securfty and social welfare

depends on the definitfon of the "welfare component.” In Europe socfal

security and even social {nsurance are more broadly defined and include more

programs than in the United States.  Consequently, the "welfare component®
may be more narrowly defined there. R
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GERMAN MODEL ’

Three pillar theory: 1) soclal Security (earnings-related system with high
replacement’ rate intended) ' N

.

2. Private Pensions
3. Savings

No national program of means-tested supplements for beneficiaries, but there
{s public assfistance for al) needy. Germany views protection for old age
as resting on three pillars, soctal security, Yrivate pensions, and private
savings. Additionally, the Germanic countries like Germany and Austria
traditionally held the view that "Hork makes 1ife sweet.” It was long felt
that hard and long work should be rewarded. The social security systems
are buflt around this philosophy. * :
In practice, the system looks as follows: 1) there s an earnings-related socfal
security benefit, basically intended to assure a contfnuation of the level of
Yving after retirement (first pillar). The long-range wage replacement goal
that motivated the architects of the present system (in 19 72 was 75 percent
of final -pay after a lifetime of work. The regular formyla is geared to produce
about 45-50 percent. Private pensfons {second pillar) and savings were thus
{ntended to fill the gap between 45-50 percent provided by the statutory system
and the*eventual goal of 75 percent. '

2) The private pensfcn .{vsten is believed to cover about 60 percent of workers
in {ndustry. A new law, effective 1n 1975, for the first time set up standards. -

5) *Capital accumulation,” basically starting in the early 1960's, is a systenm
gf »su::igi:ed savings intended to_encourage workers to build up "nest eggs”
or the future. :

4) Peans-tested benefits. A general public assistance program provides small
cash payrents and social services to the needy. In 1971, the last year for.
which really comparalle figures are available, the percent of G:iP devoted to
public assistance-type prograns was 2y times as great in the United States

as in Germany. Structurally, the German system tends to keep people away from
need. Cash sfckness benefits are paid to those out of work temporarily, benefits
are paid to the partially disabled, there is a family allowance progran, siedical
care §s virtually free at the point of delivery, there are generous provisions.
for granting coverage for years not worked. For benefit computation purposes,
the average incone of low earners 1s brought up to 75 percent of the national
average. Lecduse of factors such as these, there is ro major means-tested
progrart,
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OASDI. Germany pioneered {n introducing social insurance. Bismarck inau-
qurated sickness insurance in 1883, egloyment injury insurance in 1385 and
old-age and {nvalidity insurance in 1889, With the exception of Austria it

_was not unti} 20 or 30 years later that the other major countries of Europe
- introduced their nension system. In the early period the German model also

stood out as providing for an earnings related component of the old-age pension
while mos¢ of the others provided only an income-tested flat rate benefit of
modest scope. - . .
After Norld War .1l in the mid-fifties when most of the European countries
focused on ways to improve pension benefits, Germany again pioneered by
introducing the idea that a retirement pension should not provide for
subsistence and modest luxuries but also for maintenance of basically

the same standard of 1iving which the worker enjoyed before retiremert. This
1ine of thought was incorporated in the 1957 reform of the social security
system., Although the goal of approximately 75 percent of pre-retirement income
after 45 years of covered employment has not been attained, many critics
mintain that the average retiree does enjoy an {ncome of approximately this
level {f one takes into account private pensions and the savings accumulated
under government sponsored and subsidized programs.

As part of the same reform the Germans introduced their “dynamic™ pension
concept, the automatic adjustment upward of pensions by a formula which,
allowing for a slight time lag, keeps pensions abreast of inflationary increases
in the {ncomes of the active work force. ’ :

The German system of social security is funded by employer and employee payroll

[l

rId Ha
‘rebuild and because socia

contributions which rot only finance QASDI benefits, but also sickness fnsurance

and dnemployment insurance. Famfly.allowances and workmen's compensation are

also considered to be part of the socfal security system, but the former {s

mz?med entirely by general revenue and the latter solely by employer contri-
ons. . .

1f a worker retires at the usual age of 65 there is no retirement test appiied.
However, in recent years a number of Qrovisions have been introduced which
allow for earlier retirement which call for at least partial retirement from
the work force. The worker who has 35 years of coverage may retire under these
circunstances with a reduced annuity at age 63. Also if a worker {s unemployed
for at least one year he my retire at.age 60.

Private Pensions. Private pensions date back to the early 1800's. After
r iy became ?opular largely because industry needed capital to
security, at that time, paid very low denefits. Hhen
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social security was completely revised in 1957, private pensions came to be
viewed as part of the supplementary "fcing® toward maintaining the preretiresent
level of Yiving. Because of cost limitations it was not expected that social
security alone-would attain the eventual goal of 75 ?‘:rcent of the last wage.
Also, private pensions were counted on to bring up- benefit. levels of those
earning above ‘the social security ceiling. .

Private pensions have been of four types: book reserve (basfcally promises by
the employer), separate trust funds, provident funds which had no vesting,

and life {nsurance plans. Unti] 1975, there was virtually no regulationm.

Hajor problems ware the absence of vesting, inflation, bankruptcy, and minimum
standards. Plans tended to be effective only in the Jarger fims. The 1975
reform provided vesting, pensfon guarantee, and some indexing, and it forbid the
total offset of private pensfons against the _social security benefit.

The qrivate pension network, like the socfal sec'm-ity system, faces two major
problems, the current economic recession and a .long-range demographic .
deterioration fa the ratio of beneficiaries and contributors.

"Accumulatfon of Assets". Since 1952, Germany has promoted what ft calls
Weapital accumulation’=-a form of sav1ngs plan for workers. Under the current
plan, the employer periodically sets aside a specified amount at the request
of the individual worker. To encourage a worker to leave the money fn the
account, the government adds a bonus of 30 percent (40 percent for families
with at least 3 children). The money may be used for construction, to purchase
stock in the firm at favorable rates, to purchase 1ife {nsurance, or it can be
. "loaned" to the employer in the form of a guaranteed loan. About 75 percent of
all- wage and salary workers were participating fn 1973.

Public #sistance. Although gufdelines for public assistance fn Germany were
not defined and codified until the Sociatl Assistance Act of 1961, the bastic
eloments were established as early gs 1924 when it was recognized that, even
under an elaborate and generous social {nsurance system, a small portion of the

pulation would fafl to obtain income sufficient to keep 1t above subsistence
evels, .These are mainly groups which for some reason or other, have not been
able to qualify for adequate benefits under social security or, because of soue
misfortune such as the onset of disability 11lness, acjuire spectal needs which
they can not meet frem their own resources.

Benefits are generally paid on a city or county level but, with minor varfations,
are set according to a federally determined minimum. This is considered to be

a level necessary to enable the recipient to lead a 1ife “consistent with the
dignity of man."

Presently the hrgest category of people obtaining assistance are the disabled;
but expenditures in their case are primarily {nvolved with payments in kind.

largest number of those receiving cash benefits below the poverty line are:
the elderly with inadequate pensions, one-parent famflies, families with low
incon:; :?d aore recently many of the unemployed hzve also fallen under the
pover ne. .

.

In 1975 approxinitely 2 million persons recefved some kind of assistance (eith&r
in cash or in kind). L



AUSTRIAN VARTATION

The Austrian system fs much 1ike the German and was 1nsp1red by 1t. One
- varfation {s Austria's somewhat different approach toward the low earner.

There §s no statutory minimum benefit, under DASDI but there is a means-tested
benefit which brings low socfal security payments up to a mational minimum :
standard. It is financed from general Trevenue, In Austria, which has one of
the best social Security systems, 70 percent of the recipients of the means-
tested payments are the disabled and widows.
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FRENCH MODEL -

1. Earnings-related 0ASD], financed by worke’r-eniﬂoye“r contributfons

2. . Means-tested benefits, financed primarily by worker-employer contributions
3. M:ndatory private pensions, pay-as-you-go, financed by worker-employer
contributions

0ASDI. The present earnings-related social security system was basically set

up 1n 1930, The original intent was to provide a modest benefit to the average
earner, particularly manual workers. Those earning above a certain amount were
excluded. There were several key problems right from the-start. First, 30
years were to be required for a full benefit. This meant that a long time would
elapse before any benefit considered adequate could be paid, Some workers were
not covered at all, and depcnded either upon private pensions or public assistance.
Financing proved to be a key stumbling block. The custom at that time was to.
build up reserves sufficient to cover about 90 percent of all benefits due.
Hovever, inflation, currency devaluation, depression, and wars had repeatedly
wiped out the reserve fund.

The funding difficulty was fn part solved by converting to pay-as-you-go.

Means-Tested. For those who had "missed the train," in the words of one
French expert, and were too old to ever qualify for full benefits, two means-
tested cash payment programs were created. The first, in 1941, was for very
aged workers., A second means-tested allowance was set up in 1956 in order to
bring benefits up to half the minimum wage. In 1975 a minimum pension was
introduced. The country also has locally administered social assistance.

' Private Pensfons. France has a broad system of private pensions covering well

over 80 parcent of -wage and salary earners in the private sector. Through a
combination of collective bargaining and law, they are mandatory. The eventual
g{oa'l to be reached by social security and the private pensions was 70 percent.
he private pension network is pay-as-you-go, with a pooling so that failing -
industries are helped by those which are expanding or have few retirees, The
main foreseeable problem is Europe's increasing aging population.

CASDI. About 70 percent of the workers are covered by the general socfal
security system, The others fall under spacial funds for workers in agriculture,

_ mining, transportation, self-employuent, government and other fields.

tormal retirement age for men and women is 65, although 1t is possible to retire
legally and draw a smaller pension at age 60. At age 65, the pension formula
calls for a benefit of 50 percent of the average of the highest 10 years of
covered earnings (revalucdgeﬁ the worker has 37'; years in covered employvent.

At ace 60 {37'; years are still required), the pension is equal to 25 percent of
the average of the highest 10 years, with an increment of 5 parcent a year
thereafter. Certain specified categories of workers are eligible for a full age-
65 pension at age 60. Pensions are automatically adjusted semfannually for
changes in national average wages. ”

.
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* A ninfmum pension {s payable to all {nsured persons at age 65 {(or earifer in
specified cases) who have at least 15 years of coverage. For less than 15 years'
coverage, a-proportionately reduced minimum pension is payable. The partial

.- winimn pension, hovever, may be brought up to the level of the full minfiu
pension on a means-tested basis.

" | The program a1so provides invalidity pensions to insired workers who are totally
disabled as wall as to those with part{al disabilities, 1f tota)ly disabled,
the worker receives effectively an “age«-GS' pensfon. A constant attendance
supplement s also payable., For partial disability a reduced pension is paid.

.- Disabled survi;ing spouses of {nsured workers can draw a pension equal to 50
rcent of the insured's pension. Supg)ements for _dependent children are added.
d widows or widowers receive a simfiar pension, but on a means-tested basis.

The French socia) security system, 1ike that of other industrial counties, has
been experiencing financial difficulties as a result of not only the 1973-74
world recessfon and sharp inflation rates of the 1970's but also long-range
factors such as the growth {n the older populatfon. Income to the system,~-

+  derived-in bulk from payrol} tax contributfons--has declined becayse of ths
drop in employment- levels. At the same-time, expenditures continued to rise
since benefits are indexed and have risen rapidly with increased wages. The
lower receipts, combined with higher outlays had resulted tn & deficit for
1976, To cope with this situation, the payroll tax rate was increased, However,
the French are stil1l looking for other solutions to the financing problems. -
Aong those alternatives suggested have included use of the value-added tax as
well as removal of ths social security contridbution and benefit ceiling which
would deprive private pension funds of needed revenues.

Heans-tested. In 1941 it was decided that the system was unable to afford
expense of improving the benefit formula across-the-board, Instead, the
system was to rove {n direction of providing additional benefits to those
" 1n need, and a first level of means-tested benefits was introduced to provide
* 7 a minimum subsistence level to retired workers and their survivors, supplementing
the earnings-relatad pensions, . . :
Originally, 1t vas anticipated that this intermediate program would be tran-
sitional, only necessary until 1960 when the program matured. .

However, {n the decade that followed, the inadequacy of the income of retirees
was stfll causing concern. To help cope with this situation, a sacond level
of means-tested benefits was introduced in 1956. The two in combinatfon were
graduatly to bring the benefit of retirees up to about half of the guaranteed
minimm wage, Furthermore, the fntention was to {ncrease these two means-
tested benefits to ar amount which would eliminate the need to provide cash
public assistance derefits. The public assistance program was to be used
primarily to provide rent allowances, considered necessary fn 1ight of rapidly-
rising housing costs, and medical assistance to needy persons. . .

p"?i;‘.
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There 1s now a guaranteed minimum incowe level for those age 65 and older {60
in special cases) that fs composed of ‘wo separate components: A minfmum pension
and a means-tested supplementary allowance, -

Minimum pensfons are payable without regard to resources to persons with at least
15 years of coverage. Insured workers entitled to only a partial minfrum

pension may have their benefit brought up to the level of the full minfnum
pension on a means-tested basis, . .

The second componant of the guaranteed minimum fncome, the ne.ans~test.edA
supplenentary allowance when combined with the minimum pension brings,the
guaranteed minimum income level up to about 50 percent of the minimun wage.

" As indicated earlier, the original intent of the means-tested benefit program
was to provide transitional benefits unti) the earnings-related pension program
has matured. FHowever, as additional groups of workers were brought under
soctal security coverage, the transitional perfod has been extended. As a
result, means-tested benefits are sti)] being relied upon by many penstoners,

Today planners are still concerned about the fnadequady of pensioners' {ncome.
Many feel that the guaranteed minimum fncome should be set at 80 percent -

100 percent of the guaranteed minimun wage, In the foresecable future, however,
this goal does not seem possible fn light of economic and demographic conditions.

[ ’ f .
Private pensions. Tie French network of private pensions has a1l of the
cﬁaracfergstics of a social security system, but is entirely privately run and
has very little government supervision., There is vesting, portability, indexing,
generational interchange, and a national pooling of resources. Theré 2re :
several umbrella orgznizations which establish procedures, enforce regulations,
and develop standard financial approaches. Finmancing is from fixed worker and
employer contributiors on amounts above the social security cejling, The
retirement age i coordinated with soctial security and it is possidle to take
early retirement. . e Co .

When asked why socfal security could not simply take over, directors of the
private penston funds fnsisted that there is no 1ink at all and that there
should not be. Howcver, two dangers may eventually force some 1ink with the
public program. First, the socfal security cei)ing has gone up nqidly.
reducing the amount which is taxable for private pensions. Secondly, the growing
unfavorable deciographic ratio may eventually errode the fncome of private pensions
to a scrious degree. Otherwise the system has been well run and has afued at s

20 percent replacement rate after 35 years, -



SHISS VARIEIIM

The Swiss system, reflecting the multi-1ingual composition of the country, has
characteristics of the German (three pillar theory), and of the French (earn-
ings-related benefit, with two means-tested supplements) systeas.

“There ave several differences, however,

On the contributions side of the earnings-related prograw, there is no ceiling
on contribytions funllke france and Germany) and nonworking persons with other
{ncome must contribute. - .

On the benefit side, there is’a minfoum and a maximm benefit.- Because about:
20-25 percent of 211 beneficiaries needed means-tested supplements, 1972°

legislation provided.that a) the minioum benefit be increased rapidly to a

Jevel which would éuanntec a minimum standard of 1iving, and b) private pension _

were to be mandat
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SWEDEN = MULTI-DECKER SYSTEY . M

1. Universal, flat-rate benefit--40 percent employer financed, 60 percent
- general’ revenug, : " -,

2. Carnings-related--Employer-financed

3. Private pensions--Euployer financed, virtually universal

Broad system of public assistance, findnced by tocal and national authg;‘ities.

Swaden is generally regarded as the welfare state. As in the casc of other
industrial countrics, all residents_are eligidle for "soéfal security”. Because
the social security bencfits have been fwproving, fewer and fewar people are-
recciving *5ocial welfare®. There s no general medns-tested allowance for
beneficiaries. Soctel security includoes cash sickness and'mternit{ payments,
virtually free health care, cash payments to all residents with childrea, and
sizeable work injury and unemployment benefits. Elaborate tratning and
retraining programs have kept down unecployment.

The general aim of the socfety is to provide everyone with a decent standard of
Hving. The originai approach to achieving this status for retirees, survivors,.
and the disabled was to provide a small flat-rate benefit, intended at least

to provide.a minioum standard. This never worked and people without other
sources of fncome had to be covered by public assistance. Like other countries
with mitiple layers, Sweden, in the 1950's saw itself forced to do something
rore. Following a decade of natfonal studies, two improvenents were made: the
base amount was ypgraded and {ndexed, and an earnings-related layer was added.
The two layers together were planned to replace about 60-66 2/3 percent of

- final pay when full henefits became payable after 30 years. Parallel with this,
natfonal labor-managmment agreements extended private pensions throughout the
organized sector of ‘ahor. While three layers exist now, many ware receiving
OASOI benefits before or shortly after the fmproveients. To help remove this
group from necding "assistance™, the flat-rate universal benefit is being
ncreased specifically for them. I% should be pointed out, that the means

test for housing and other allowances for pensioners and famil{as with children
}s n]ath{ely 1iberal. About half of a)l pensioners receive housing allovances,
or exarple. - ) .

DI, The two-tfered Swedish OASDI pensfon program consists of a universal
at-rate pension, payable to a)1 resident Swedish citizens, plus an earnines-
related pension. The insured person does not contribute to the socfal .
security program in Sweden. The employer is the main contributor, financing
the entire earnings-related pansion program and about 40 percent of the -
universal pension. The remaining cost of the universal pension progran counes
froa governnent funds: .
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.+ Tha first compulsory national pensfon program was {ntroduced in 1913. It was
~_a-flat-rate berefit, payable at age 67,7 In 1946, the flat-rate amoun was raised
~“considerably. However, it was widely criticized as being too modest to meet the

. needs of most beneffcfarics. Hith the economic expansion in Sweden came increasing

~ expectations on tha part of workers and rotirees, and a number of studies were |
mrggidurtng the following decade to find a more adequate solution to the pension
« P em. .

An earnings-related supplementary pensfon proggu eventually becane effective
{n 1960, with benefit payments to ?in in 1963. Concurrently, the flat-rate

. benofit was sfgnificantly improved (it now equals about 25 percent of the

© gverage wage in manufacturing), and both programs were made inflation proof
by a tie-{n to the Consuner Price Index. The earnings-related procram was

~ designed to mature over 30 years, although transitiona) modifications make a
ful) pension payable after 20 years.

- During the recent past, in order to further improve the berefits of previous
. non-earners and low earners, the bastc pension has been increased gradvally

+ for those who are freligible for or-who receive only a smal) carnings-related
* pensfon. The plan calls for annual increases up to a total of 45 percent over
~ the 014 pension level by. 1981 in the old-2ge and survivor programs, and twice
" that rate for the permanently disabled.

.1n 1976, for the average vorker {n unufacturfng. the universal benefit repre-
gnted,ﬂtpercent of fina) earnings, and the earhings-related layer was about
: percent. . .

2t

[

T For OASDE, the emplcyer pays about 20 percent of p 11.  The governmnent pays
";pout 60 percent of .tho cost of the universal benefit, -

T In the shorter run, financing has &en one of the stronger points oi the Swedish

- systen. Perhaps the largest reserve fund fn the world was buflt up as part of he

earnings-related benefit, Full contributions were paid, but only a partial benelit.

So large a fund was created for thtee purposes: to provide a source of inyestnent,
* to nrepare for ?n:\dng unfavorable d raphic picturc, and to prepare for
_ the payment.of full benefits.. However, there is in increasing fecling that the
u?bycr has reached the 1imit of what he can pay. “*Social costs®, that is,
fringe banefits, socfal security, and private pensions, now require about 40
© parcent of payroll, Employers fear that thay will be priced out of the world
warkat, liowever, unless contribution rates are increased, the reserve fund will
- gsoon bagin to shrink. Tho percent of GNP spent on “social wolfare® s already
. mong highest in th2 world. “In a word, the Swedish system provides wore,
Dut ft £1s0 costs wore. . , .
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Privote pensfons. Although private pension plans in Swaden predate the national
pension program of 1913, th2 real development of private pensions began in 1917
with the establishment of a centra) staff pension fund by the Federation of
Swedish Industrics and the Chambers of Commerce.. Several life {nsurance companies
in 1926 established a sinflar institution. In 1929, the tro organizations

viere merced as the Swedish Staff Pension Socicty, a rmutual insurance cooriany
controlled by employee and employer organizations and subject to government
supervision by the flational Private Insurance Inspectorate. Tha plan was for.
the benefit of vhite-collar workers only. . -

The success of the plan led blue-collar trade unions eventually to push for
sinflar benefit for their nembers, and this fn turn led to an agreement between
unions and the Swedish Employers' Confederation fn June 1971, The considerable
anount of tine between the introduction of the two plans was caused to a
consfderable extent by labor's stress on higher wages rather than fringe benefits
during the late 1940's and the fifties. .

Under the private pension plan, the white-collar earner recefves annual benefits
amounting to 10 percent of the average of the final 5 years' salary. The blue-
collar worker's pansion is 8 percent of average wages durinj the 3 best years
betwoen wages 55 and 59, inclusive. Added to social security payments, the
average worker recefves about 70 percent of final earnings. ‘

Private pension plans have provided for vesting of pension rights fron the start
{n 1917, and pension rights are transferable to hew cmployers covered under the
agreerient as well. In practice, the tight labor markat of the 1960's and the
early 1970's promotcd the expansion of private pensions to firms and industries
not covered by the inftial agreement.

Megns-tested grggrgz-s. With the rapid growth and genercus benefits in the

sh social securrity program -~ cash benefits covering 90 percent of average
earnings under the health insurance and workmen's compensation programs,
unetﬂomnt paynents extended to a1l would-be workers {iacluding recent graduates
and housetiives entering and reentering the labor market), generous allovances to
all families with children, and improved benefits to those receiving only the
bastc pension -- public assistance based op the assessment of personal need-has, |
steadily declined ir importance, Economic assistance provided by municipal -
we'l}‘a{e anﬁhorities'now amounts to less than 1 percent of total expenditure on |
social policy. . : :

. ]

Nost assistance ;‘lrograas directed toward the welfare of the family are provided -
ty: day-care services for children, other child core, and .
hone-help services for familfes with children. Rent substuics for familtes with
children, financed fron federal and municipal funds, are subject to liberal
income tests relateu to the size of the family. Similar rent subsidies for -
pensioners are paydlde by the municipality, and 1iberal mcans test cnsure that’
about 50 percent of all pensioners recefve a subsidy. o
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Canadian Yariatjon .

" Canads WS ‘a -ulﬁ-tfet; systen, including a universal flat-rate benefit and an
earnings-rélated layer, like Sweden. . .

The private pension and cash assistance programs perform a somewhat different
role, hovever, the former is lass advanced and the latter is more signficant.
The orivate pensfon systen is not nearly as well developed and is not mandatory.
Abou: 60 :];ercent of the labor force worked in organfzations which have private
pension plans. - :

*

Unlike {n Swedan, the universal benefit {s for old age only, and does not
cover invalidity and survivorship. In addition, the earnings-related pension
mgr&n‘ is relatively recent (1965) and came too late to benefit older people.

suse of factors such as these, plus concern with poverty in general, there
are several kinds of cash assistance payments. An fncous-tested supplement
{s pafd to recipients of the universal benefit who have 1ittle or no private
{ncome. This is financed from general revenue. In addition, there is a
‘Federal-Provincial assistance progran for the needy aged, dlind, and disabled,
who are not eligfble for regular benefits. The Federal Government assumes 50
percent of the cost. ' . .

In 1975, an tncome-tested spouses supplement was added for retirees with wives
aged 60-65. - ) I
’
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Nethcrlands Model

1. Flat-rate benefit -- financed by insured '(énﬂéyer also contributes to
disability .insurarce. .
2. Private Pensions -- vorker and employer contributions.

Assistance

The Netherlands has been a country strongly devoted to private enterprise.
Hational Councils on wace and econonic policy contain employer and labtor merhers.
In the post Horld War II parfod, the old socfal sccurity systom consisted of a
smal] flat-rate pension, paid for by an amployer contribution. There was an
emergency progran of means-tested benef{ts ﬂj“ for by general reverue. Primary
reliance was on private pensions. In the 1550's, following national dabates, a
relatively high flat-ratc benefit wvas set up. in 1975, the renlacement rate
for singlc pensioners was 33 percent and for marricd couples 54 percent of
average carnings fn manufacturing, close to that of the Untted States, by the
sape definition. The worker {s the primiry contributor toward 0ASOI, although
the employer atso enntributes toward disability. 6eneral revenue makes up any
deficit and also pays the contribution of low earners. .

There have been continued pressures for fmprovement. The question was how.
The iletherlands shared with Sweden the highest outlays {n the world, tn terms
of GiP devoted to social velfzre programs. The payrol) tax for OASDI, sickness
and maternity insurance, unceployment, and family allowances §s close to 50
percent, Like Sweder, the Nethierlands 1s concerned about being coupetitive

in fnternatfonal trade, services, and transportation. .

Tha solution decided upon tn natfona) debates was to mandate private pensions.
The 1974 recession hatted action on a bil1} to bring this about. Currently,
about 99 percent of all workers aged 25 and over are alrcady included in
private plans which have long history {n that country. :

Netherlands has not spent a great deal ({n terms of GIIP) on public assistance-
tyoc programs. Theré is no suﬁ]ementary security income supplement. This .
-pay be because of long-tern full employwent, advanced nrocrans for rehabflftation,
sickness, health insurance, labor market policies, fanily allowances, the work
ethic, etc. Looked at from arother point of ‘view, {t mipht be safd that the
*sncial security pregram® took over Fany of the functions which might be :
considered asststance §n other coumtries.

The dual system of public-private tenefits worked well. Houcver, particularly
since the o} recession, there have been fncreasing financial probicus.

a result, recent “reforus® carried out by other Curopean countries (for exanuple
earlier retirement) have not beer introduced in the Netherlands, On the
contrary there have been some retrenchments.




‘ 258

FOREIGN DISABILITY WCB PATTERRS

Moot countries have three concurrent incoze maintenance »roguu in the die-
ability field. These three are cash sickness benefit (providing benefits
during short-term disability); general disability, usually called "invalidity",
insurance; and vork-injury insurance. Table 1 shows hov the cash siclmess and
invalidity progroms are financed in the four modol countries (Gexmany, Frence,
Sveden, and the Netherlands). The comtributions for workmen's compensation

are not shown in this table because the payroll contribution rates vary widely -
aocording to the degree of rick associated with different industries.

Types of benefits
These prograns pay the following kind of bonotitls

Cash sickness--for temporary, non-work-comnected illness or injury, usually
paid for up to six months or a year., Typically, vhen & worker becomey {11, he
is paid cash sickness benefits for a fixed period of time or until it is deter-
ained that thexe im little chance for improverent, Sudsequently, if there is
no improvement, he is transferred to the mnnduy pension program, provided
other requiroments are mt.

%im“l invalidi ty—-for pomancnt. non-work-~connected illness or injury, msy .

paid for varying de, tes of work incapacity {for exaxple, anyvhere froam 15
percent to 100 percent). There may bs s distinction detween incapsoity to -
work in the disaoiea‘s nsuh: occupation (partial invalidity) or the incaps-
oity to do any vork at all (total invalidity). Constant-attendence allowances
zay also de payadble to the disabled requiring the help of another person to
carzy out his daily chores. At the statutory retirement age, he receives an
old-age pension in place of an mvmuts pension.

York-injury--temporary and permanent earnings-related cash benefits payabdle
Jor disabilities resulting from work-connected accidents or diseases. Under
most countries' social security provisions, a perscn who has bdeen injured at
vork may be entitled only under the work-injury bdenefit program. 7This differs
fron the American prootice vheredy an insured worker may be simultanecusly
entitled under a State or Federally-opersted work-injuxy denefit program and
the Sccial Secuxity OASDI program.

60-582 0 ~ 80 - 17



.- ——— -

Table 1.—~Financing of Foreign ;uh Sickness Benefit and Invalidity Insurence Programs, Selected Countrfes, 1975. ; -

- .
o

. . w
: ‘ payroll tax contribution rates (perc

Employer-emplayee ent)  Government contribution
Invalidity 0Old-age and survivors (OASI) Health 1/ . .

France Tota) Included 10.25 2/ 15.95 3/ Health: 3% surcharge on

Employer  under . .25 12.45 “avtomobile insurance
Eoployee  health , 3.00. 3.50 - . ‘premiums,
Germany Total Included ’ < 18.00 - 10.00-13.00 4/ O0ASI: 16% of total cost.
Employer  under . . 9.00 - 5.00-6. 50 Health: subsidies for
Employee  OASI o 9.00 5.00-6.50 special categorfes. 5/
Netherlands  Total 9.20 - . 11.90. . 20,00 OASI: Any deficit. 'y
- Erployer  6.15 None 14.15 Health: Subsidies for
. Exployee  3.05 . 11.90 . 5.85 special categories. 7/
Sweden Total Incloded - 14.95 . 7.00, OASI: 5% of universal
. " ‘Buployer  under v 148,98 7.00 . pensfons.
" " tmployee OASI tione None Health: 25% of cost.
ncluding cash sickness and maternity benefits. . .

Survivors® benefits financed under health insurance program. )
Employers contribute 10.45 percent of earnings below ceiling and 2.00 percent of total esrnings.Employees
contribute 2.50 percent of eamnings below specified cefling and 1.00 percent of total earnings.

;[ Eoployers and esployees contribute equal amounts, but rates vary according to fund.

2/. Cost of maternity grants; benefits for unemployed and for persons in authorized training and retraining;
also substdy for miners®, retired farmers', and students® benefits. .

;/ Government also pays contributions for exempted Jow-income persons.

¥/} ;«bstg:e:h toward voluntary coverage of low-income persons and pensioners; whole cost for persons disabled
roa birth.
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In Tadle 2, exanples are given of the eamninge-replacement rate of an aversge

vorker in manufacturing vho, in 1975, decams entitled to & partial invalidity -
pension (for this purpose, partial invalidity has been assumed to de two~thirds

loss of earning capacity), total invalidity pension, or totel invalidity pension

Plus a_constant-attendance supplement (for those vho need the help of another
person). Similar rates for regular and sarly retirement old-age pensions have

deen included for compaxison, .

Five countries are $ncluded in the tadle: France, Gerxsany, Netherlands, Sweden,
and the United States., The highest invalidity replacement rates axe found in
the Netherlands—rxanging fxom 65 peroent for a pextially disadled worker to 100
percent for a totally disadled worker requiring anothor person's assistance.

The remaining countries are renked as follows vith respect to totsl invalidity:
Sweden, Trance, Germany, and the United States, Partial invalidity and constant-
attendanoce progrums are not availadle in the United States.

fonsh L 18 s to ol L1

In .Sct oo'mtfrlu. an invalidity pension remains payadle up until the dfsadled
worker reaches the normal retirement age, age 65, Trance stands out as a
notadle 63:«)%1«\ in that invalidity pensions are converted to old-age pensions
at age 0. :

Although 111 health leading to a 4isadility s usually coveded separately under
invelidity insurance, sany older workers suffer from i1l health sufficient to
impede their verk performance dut not enovgh to qualify them for & regular inva-
11dity denefit. As a result, s nusder of-countries pey special old-age or inva~
1141ty pensions to older disadled workers.

Of the four Xuropean countries exsmined hexe, France snd Sweden pay denefits
based ¢n & 1iberal fintorprotation of disadility. Among the opticns availadle
uwnder the German flexidle retirement progran id the possidility of a dissdled
person claiming a full pension up to 3 years early. Becauso the Dutch invalidi
Progran provides for varying degrees of work incspacity (as little as 15 pexcent),
older vorkers vith a partisl loss of eammings capacity may oontinue to work and
ne:ho paztial benefits to help make up for the eamings loss up wntil yetirve-
ment age, . ) '

EPxogren grovith .

Of the four Buropean model ocuntries anslyzed, two are experiencing

increases in the number of invalidity pensioners (Netherlands and SMn;. one &
moderate increase (Cermany), and the other has becn fairly stadle (France). 4s
noted, the first tvo countries have lideral interpretations of disadility, especially

for older vorkers and thode Vho are partfally incapsdle of working, and they
8190 provide rather high benefits, In the other two countries, there are
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Table 2.~ Replacemsnt rate of soclal security old-age and invalidity pensions for single men with
average earnings in manpfacturing, selected countries (entitlement as of Janvary, 1975). 1/

. Pension upuuma-m- in year before entiucmf;
Partial Total Early Regular - Total invalicity pension

invalidity invalidity old-age old-age plus
Country Pentien 2/ pension pension)/pension  constant-attendance supplement b/

France 26 3 B3 W 7
Cernany 2 n e S not. evatleble
. Metherlands 65 80 - By 38 - 200
 Sveden o 5 ugy e
United States  not . ‘»y N/ 38 not available

available

1/ Data are for systems at maturity. For Sweden, data reflect less-than-mature earnings-related pensions.
A minimm of two-thirds loss of earnings assumed for receipt of partial pension. . .
-3/ Flgures reflect the earliest age at which pension is payable. :
L/ Constant-attendance supplement paysble in addition to total invalidity pension for disabled
requiring assistance of another person. -
§/M age 60 with 37} yesrs coversge.
.’/ At age 63 vith 35 years coverage.
'/At age 65, The social security program does not provide for an early pension.
At age 60, Pensjon reduced by 0,5 percent per month under age 65, or 30 percent,
Pensioner dorn 1929 or earlier, . .
18/ At age 62, Pension reduced by 20 percent. :
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1idersl provisions for early retirement under the 0ld-age program,

Additionally, isprovements in unemployment provisions have apparently

made it more attractive for older unewmployed workers to claia

an unesploywent Lenefit vrather than an invalidity pension in the event they
aTe no longer adble to keep up their jods,

Total deeb)ity expenditures

Booe recent overall disability program expenditures covering the

costs of cash siciness benefits, invalidity pensions, and vorkmen's
compensation axe given for a mumbexr of years in Tadle ), In Buropesn
oauniries, the counterpart payments to some of the bdenefits paid in
the U.8, under the Social Security OASDI prograa are typically provided
under either the cach siclkness or voriasen's conpensation progrem.

Yor instance, oomparatively genercus benefits for work-connected dis-
ability are ordinarily paid only under the vorkmen's compensation program,
shile in the U,8, conourrent payments cn & more modest scale are often
made under the OASDI progrsa as well as under s state or federally-
operated vorkmen's compensation program. Therefore, restrioting

the data to the. experience wder only the invalidity progras would
somevhat distort the picture,

The lﬂhorlmﬂn vith its very generous and iideral d.tubulty P

stands out as having the largest share of Gross National Product EGR?)—-

4.0 percent in 1973-<being spent cn thess programs, France and Germany

ranked second and. third ,respeotively, with over 1:5 pexcent of GXP,

SThe United Kingdom folloved next vith 1.3 percent, The U.S, —the only

oountry emong those suxveyed without & national cash sickneas benefit
and vithout pensfons for partial work inupa.oity—-mt the

progran
" smallest. fraction of GNP (0.7 percent).



Table 3 .~-Cash Denefit Payments Under Public Dlesbility Progrems
in Several Countxies, Selected Years
{fn mi1lions of national owrrency wnits)

Q) () €3) oW (%)

Sickness * Invalidity Vorkmen's Total (k) s pezoent |
_ Tneurence Insurance  Compemsation (A }H(2}¥(3) of CXP ‘
Prence I/ 1963 2550 990 190 . 610 1.7 .
Prance ; 2200 5890 12109 1.7
Gl ¥e B & B omm 3
(S 2 1963 3650 3120 1800 *ossp0 - 23
. X . -5330 : 5500 3112 13942 2Jd
¢ E ) 1316; ) Sus3 <7600 - L38 oL 1.9
Fethexlands Yy 1963 - 560 " 310 .20 . 990 1.9
Tlorins b 1818 1527 —_ 3355 3.3
{ *) 13% . 38 28y — 6529 4.0
. ‘ Rt )
United MJ 1963 238 82 320 . 1.0
Pounds’ 3 : 465 120 585 . 1.3
: ¢ ) 1;% n3 3y . 87 13
Untted Stated? . 1963 - ur - aoey ’ 1%‘{ ' flsiaz ‘ ' g
Dollars ’ 243 X . K
(ontess) . 59 A a6 364 9606 3
B4 cuh sickness benefits are typically payadle for up to three years. Invalidity pensioners receive old-age

yea
sions: at age €0, whereas age 65 {3 customary in most countries.
%/ Cash sickness benefits are usually provided for up to 78 weeks. As of 1970, the employer was made responsible
or t::yinq cash sickness benefits for the first 6 weeks of 11lness. The 1973 flexible retfrement age feature
of old-age pension system permitted disabled wor at age 62 to draw an old-age pensfon which {s computed
more favorably than an invalidity benefft. . '
© 3/ One year is the fixed cutoff point for the payment of cash sickness benefits. Invalidity benefits are only
paid up to age 65, when old-age pension entitlement begins. Effective July 1967, the workmen's compensation
program and the invalidity insurance progran have been merged into a common system. .
47 The Uniteg mdo- does not statistically separate payments made for fnvalidity from those provided for
s‘ort—tem sickness. . o i
5/ Five states and Puerto Rico provide cash sickness benefits, Entitlsment to invalidity pensions terminates
'at age 65, at which time old-age pensions becone payadble.

¢
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EEDERAL REPUCLIC OF GERMANY

The German-socfal security system has three types of disabflity insurance pro-
grams: cash sickpess benefits designed to protect the insured against short-
term incapacity for work; disability awards for long-ternm or permanent disabling-
conditions; and work injury benefits specifically covering work-related i1lness
or fajury. 1In addition, some private pension plans offer disability coverage
but on a limited basis. —

DEFINITION OF DISADILITY

Cash Sickness Benefit Prooram

The cash sickness benefit program fs financed by employer and employee contri-
butions. In order to qualify for benefits, the insured must be totally
incepacitated for work. Mormally, the employer continues to pay the sick
,xerson ful) salary for up to 6 weeks of absence. There is