
HOW TO THINK ABOUT WELFARE REFORM
- FOR THE 1980'S

HEARINGS
BEFORE THE

SUBCOMMITTEE ON PUBLIC ASSISTANCE
OF THE

COMMITTEE ON FINANCE
UNITED STATES SENATE

NINETY-SIXTH CONGRESS

SECOND SESSION

FEBRUARY 6 AND 7, 1980

Printed for the use of the Committee on Finance

U.S. GOVERNMENT PRINTING OFFICE

60-820 WASHINGTON : 1980 HO 96-84



COMMITTEE ON FINANCE

RUSSELL B. LONG, Louisiana, Chairman
HERMAN E. TALMADGE, Georgia
ABRAHAM RIBICOFF, Connecticut
HARRY F. BYRD, JR., Virginia
GAYLORD NELSON, Wisconsin
MIKE GRAVEL, Alaska
LLOYD BENTSEN, Texas
SPARK M. MATSUNAGA, Hawaii
DANIEL PATRICK MOYNIHAN, New York
MAX BAUCUS, Montana
DAVID L. BOREN, Oklahoma
BILL BRADLEY, New Jersey

ROBERT DOLE, Kansas
BOB PACKWOOD, Oregon
WILLIAM V. ROTH, JR., Delaware
JOHN C. DANFORTH, Missouri
JOHN H. CHAFEE, Rhode Island
JOHN HEINZ, Pennsylvania
MALCOLM WALLOP, Wyoming
DAVID DURENBERGER, Minnesota

MICHAEL STERN, Staff Director
ROBERT E. LiOHTHIZER, Chief Minority Counsel

SUBCOMMITrEE ON PUBLIC ASSISTANCE

DANIEL PATRICK MOYNIHAN, New York, Chairman
RUSSELL B. LONG, Louisiana JOHN HEINZ, Pennsylvania
DAVID L. BOREN, Oklahoma WILLIAM V. ROTH, JR., Delaware

(ll)



CONTENTS

ADMINISTRATION WITNESSES
Horlick, Max, Chief, comparative studies staff, Office of International Policy, Page

Social Security A dm inistration ................................................................................. 218
Palmer, John L., Acting Assistant Secretary for Planning and Evaluation,

Department of Health, Education, and Welfare, accompanied by Michael
Barth, Deputy Assistant Secretary for Income Security Policy, and Barry
Van Lare, Deputy Assistant Secretary for Legislation ......................................... 391

PUBLIC WITNESSES

Advisory Commission on Intergovernmental Relations, Lynn Cutler, vice chair-
person, accompanied by John Shannon, assistant director for taxation and
fi n a n ce ........................................................................................................................... 3 13

Chambers, Prof. David, School of Law, University of Michigan ............. 204
Chase Manhattan Bank, Philip Toia, vice president, municipal finance............ 170
Cutler, Lynn, vice chairperson, Advisory Commission on Intergovernmental

Relations, accompanied by John Shannon, assistant director for taxation and
fin a n ce ............................................................................................................................ 3 13

Economic Development Council of New York City, Inc., Anthony Morrelli, vice
president, accompanied by Wilbur K. Amonette ................................................... 139

Ginzberg, Eli, director of conservation of human resources and chairman,
National Commission for Employment Policy, Graduate School of Business,
C olum bia U niversity ................................................................................................... 303

G ilder, G eorge ................................................................................................................... 372
Hausman, Prof. Leonard, Florence Heller School, Brandeis University .............. 183
Maldonado, Prof. Rita, Graduate School of Business, New York University ...... 322
Morrelli, Anthony, vice president, Economic Development Council of New York

City, Inc., accompanied by W ilbur K. Amonette ................................................... 139
Schroeder, Prof. Larry, Metropolitan Studies Program, Syracuse University .... 353
Toia, Philip, vice president, municipal finance, Chase Manhattan Bank ............ 170

COMMUNICATIONS
Dempsey, John T., chairman, National Council of State Public Welfare Admin-

istrator and director, Michigan Department of Social Services .......................... 444
Massachusetts State Employment and Training Council Policy Committee ....... 445

-ADDITIONAL INFORMATION

Com m ittee press release ................................................................................................ I
Opening statement of Senator M oynihan ................................................................. 3
Report analyzing State fiscal flows and fiscal relief resulting from the Social

Welfare Reform Amendments of 1979 (H.R. 4904) .............................................. 15
Statem ent of Prof. M artin Anderson ........................................................................... 89
Paper by Professor Anderson-"The United States in the 1980's .............. 94
O opening statem ent of Senator Dole ............................................................................. 138
Opening statem ent of Senator Heinz .......................................................................... 139
Article: "Why Puerto Ricans Migrated to the United States in 1947-73", by Rita

M . M aldonado ................................................................................................ ............. 329
Article: "The Coming Welfare Crisis," by George Gilder ........................................ 377
Statement of Dr. Robert Hill, director of research, National Urban League ...... 384
Material submitted by HEW-Estimates of Federal and State costs and case-

load impacts of H.R. 4904 as approved by the House of Representatives ........ 395



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 Agsistance

FINANCE SUBCOMMITrEE ON PUBLIC AssISTANCE To HOLD HEARINGS ON WELFARE
REFORM PERSPECrIVES

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
Anthony Morelli, Vice President, Economic Development Council of New York City,

Inc.
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.
(1)



2

Thursday, February 7, 1980
Eli GinzburF, Director of Conservation of Human Resources and Chairman Nation-

al Commission for Employment Policy, Graduate School of Business, Columbia
University

Lynn Cutler, Vice Chairperson, Advisory Commission on Intergovernmental Rela-
tions

Larry Schroeder, Metropolitan Studies Program, Syracuse University
Robert Hill, Director, Research Department, National Urban League
George Gilder, Tyringham, Massachusetts
John Palmer, Acting Assistant Secretary for Planning and Evaluation, Department

of Health, Education, 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 Refofm 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
ant large or satisfacto resolution.

is to this gener question of the nature of the issue, the
difficulties in obtaining consensus, and the changes, if any, that
have occured but which might have slipped by unnoticed, that we
address ourselves 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 have 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 resultingfrom 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.]
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FROM THE OFFICE OF

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 iater date, when it will

be possible for public witnesses to offer their comments and

suggestions. As Senator Long stated on the Senate floor
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on January 31, "The Senate Committee on Finance is going to hold

hearings on welfare and we shall cover the area that the Senator

has mentioned, because this is a very important matter. It is of

tremendous significance and importance to 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

present 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
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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

system and that I have long endorsed. First, the idea of a national

floor under benefit levels so that no American need try to exist

below a certain standard. Second, the idea that cash assistance

for "families with dependent children" not be confined to single

parent families but, rather, be available 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 not 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

undergirded our past deliberations are themselves lacking.

To state a complex point as simply as possible: this proposal

is oblivious to the needs of those states and regions that have

struggled to achieve a decent level of common provision for their

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

if 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. It 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.F.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 or AFDC AND AFDC-UP CASELOAD IN FY 1962
(thousands of units participating during year)

I AFDC Aymc-u

Current Poret Current Percent

Census Division State Law HR 4909 Cha n e 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 0 0 3 *
Vermont 7 6 -14 1 1 0

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
Indiana 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 5 5 23 360

Total 760 752 - 1 78 191 145

Minnesota 52 47 -10 4 12 200
Iowa 37 32 -14 4 111 175
Missouri 83 78 - 6 0 4

West North Central North Dakota 6 5 -17 0 5
South Dakota 7 7 0 0 3
Nebraska 15 15 0 0 3
Kansas 29 26 -10 2 5 150

Total 229 210 - 8 10 43 330



TAULI 6 (continued)

PnIwECTrONS OF AFOC AND APFC-UP CJLEAD IN rT 1982
thousandss of units participating during year)

AFDC AjTC-UP

Cesu ivsonSat aw M 4909 [change Low M 4904 CM"

Delaware 12 11 -S 0 2
Maryland 68 77 13 3 10 233
District of Columbia 26 23 -12 0 0 0
Virginia 71 67 - 6 0 25 •

South Atlantic West Virginia 25 30 20 2 7 250
North Carolina 92 101 10 0 44
South Carolina 52 59 13 0 22
Georgia 83 109 31 0 31
Florida 119 128 a 0 56

Total 548 60S 10 5 199 3880
K¢entucky so 60' 20 0 29

ast South Central Tennessee 66 82 24 0 43
Alabama 67 88 31 0 10
Mississippi 66 66 0 0 20

Total 249 296 19 - 102 -

Arka'isas 37 37 0 0 1
West South Central Louisiana 75 81 S 0 38

Oklahoma 34 33 -3 0 23
Texas 118 158 34 0 70

Total 264 309 17 - 149 -

(continued)



TABLE 4. (continued)

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

Current
Law

AFDC

I 11R 4909
Current

Law

7
7
3

36
20
20
15
4

7
a
3

39
23
22
14
6

112 122

51
48

532
5

18

53
42

456
5

17

0
14
0
8

15

10
-7

50

I
0
0
2
0
0
3
0

3
4
1
4
4
9
7
2

200

100

133

9 6 34 467

4
-13
-14

0
-6

6
8

65
0
1

14
16

148
1
4

133
100
128

300

654 573 -12 80 183 129

Census DiviSion State

Mountain

AFDC-UP

IR 4904
Percent
Change

Montana
Idaho
Wyoming
Colorado
New Mexico
Arizona
Utah
Nevada

Total

Washington
Oregon
California
Alaska
Hawaii

Total

Pacific

U.S..Total 3883 3824 - 2 238 1072 350

SOURCE: Mathematica Policy Research, Inc. and Social and Scientific Systems. Inc. simulation dated
January 20. 1980.

Percent

Change 
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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?

And what of the hundreds of thousands of other families who would

get no improvement in their living standard? Is 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; Louisiana'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,
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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 approximates the

costs to taxpayers in each state of adopting the program rather

than the tax cut.

The first column 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 distribution of resources, whilst the other four would experience

a net "loss". By far the largest such regional loss is the mid-

Atlantic, 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

the net "gain" in federal resources 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 hearings will begin the

process that will end in the passage by the Senate of a sound

welfare reform bill. But as I 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

The Library of Congress

Wa,~ston. OC. 20540

February 4, 1980

TO Honorable Daniel Patrick Moynihan

FROK P. Royal Shipp
Senior Specialist in Social Welfare
Education and Public Welfare Division

SUBJECT : Report Analyzing State Fiscal Flows and Fiscal Relief Resulting
From the Social Welfare Reform Amendments of 1979 (MaR. 4904)

On Kay 11, 1979 you wrote asking the Congressional Research Service (CRS)

"to provide the Finance Cmmittee and others with estimates of State-by-State

fiscal impacts of the Administration's welfare proposal and other major pro-

posals" To 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 microsimulatlon model necessary to

do the analysis, CRS contracted with Xathematica Policy Research, Inc. (NPR)

to carry out a first phase of the analysis.

In partial completion of this contract KPR, working with the assistance

of CRS analysts, has completed a report that shows the estimated impact of

Title I of H.R. 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

which did not examine State-by-State impacts. The microsimulation model



16

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 are identified at appropriate places in the report.

Despite these caveats, we believe that the ?PR report presents informa-

tion and analysis which should be useful to the Congress as it considers pro-

possis for changing the welfare system.
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AN ESTIMATE
IMPLIED BY TITLE I

OF THE FISCAL FLOWS AMONG STATES
OF THE SOCIAL WELFARE REFORM AMEND4ENTS

OF 1979 (HR 4904)

by

Myles Maxfield, Jr.
David Edson

January 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
Congressional Research Service
Library of Congress
Contract No. CRS-79-80

Mathematics Policy Research Inc.
2101 L Street, N.W.
Suite 416
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%PREFACE

In order to increase the comparability of this study with similar studies

performed by the Congressional Budget Office (CRO) end the Department of Health,

Education, and Welfare (DREW) and in order to reduce the cost and time necessary

to complete the study, we made use of the results of several previous model

development and data base development projects of KPR, CBO, and DHEW. In this

study ve modified the existing Microanalysis of Transfers to Households (MATH)

model, maintained by MPR, so that it simulated the AFDC, AFDC-UP, Food Stamps,

General Assistance, Emergency Needs, and KITC programs under Lhe Social Welfare

Reform Amendments 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 Assiitance 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 6tudy.

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 Assistance, Emergency Needs, and EITC programs specified in HR 4904 and

simulated the labor supply response of the beneficiaries to these changes

within the MATH mqdel. We have also simulated the 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 computed the tables which constitute the

primary results of the study.
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INTRODUCTION AND SUMY

In November 1979, the House of Representatives approved and passed on for

the consideration of the Senate a bill (HR 4904) which reforms I/ several cur-

rent public assistance programs, principally the Aid to Families with Dependent

Children (AFDC) program (Title IV-A of the Social Security Act). 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 HK 4425) for consideration by the House, with the exception

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

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

2/ Yee Burke and Richard A. Hobble, "The President's 1979 Welfare Reform
Progr-am Compared with Current Law: Changes Proposed hy The Social Welfare
Reform Amendments of 199 (HR 4321/S 1290) and the Work and Training Opportuni-
ties Act of 1979 (IR 4425/5 1312)" Washington D.C.: Congressional Research
Service, August 1979); and Social Welfare Reform Amendments of-1979, Report
from the Coimittee on Ways and.Neans No. 96-451 (Washington, D.C.: Government
Printing Office, September 1979).

-I-
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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 state (as opposed to the government), these are called net paying states.

The residents in the aggregate of other states may receive more welfare payments

then 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 outside the 50 states either receives a welfare payment or pays

tfres 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-

sent of AFDC, AFDC-UP, Food Stamps, EITC, and EN is entirely financed by a fed-

eral personal income tax surcharge set at a flat rate. Although HR 4904 does

not contain or require such a tax surcharge, tOe study assumes it because it

provides a method of financing the welfare reform that is both simple to model

and proportional to presurcharge income tax liabilities. 1/

Secondly, the study estimates the amount of fiscal relief1 which is the

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

./ 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.

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

Fiscal relief is estimated because, although the bill guarantees a minimum

amount of fiscal relief, the actual relief may be somewhat larger than the

specified minimum in some states. Fiscal relief may be greater than the mini-

mum because of the decrease in state shares of AFDC financing, because of the

state portion of the $200 million federal funds for the Emergency Needs program,

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) If'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 imodet 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 Appendix B.

-4-
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II

THE HODEL 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

50 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 the 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 generies additional federal revenue sufficient to

finance the additional federal welfare 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

liability are compared to the state totals of the increased federal expenditures

-5-
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on the reform plan, producing an estimate of the fiscal flows resulting from the

implementation of Title I of HR 4904 in FY 1982.

The Data Base

The most recent survey of income and family structure using a sample

designed to represent the population in each state is the Survey of Income and

Education (SI), which was fielded by the Census Bureau from April through May,

1976. The survey instrument is similar to that of the Current Population Survey

except that the SIR 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 market activity during the calendar year 1975. Family structure, age,

race, sex, education and other demographic characteristics are recorded as of

the date of the interview. The Census Bureau assigns a sample weight to each

family in the SIB such that weighted counts of the sample provide estimates of

the population in the nation and each state.

Since the SIR represents conditions which existed in the Spring of 1976

and since much of HR 4904 would be implemented in the early 1980's, the SIB

data base was "aged" to represent FY 1982. The aging process has four phases:

I) demographic trends, 2) income amounts, 3) unemployment rate, and 4) prereform

income tax and transfer programs.

Demographic Changes

The demographic aging process was performed using Census Bureau Series II

projections of the population by age, sex, household size and household type

(two-parent, female-headed, other). The person and family sample weights on

the SIE were multiplied by growth rates designed to reproduce the population

projections along the four dimensions. The procedure increased the non-

institutionalised civilian population by 5.3Z 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

grow at the same rate for each state because composition 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 taken

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. I/

Income Changes

Each source of income of each adult in the SIC is inflated from CY 1975

to FY 1982 in such a way that the weighted sums of the SIC income amounts

equal the national income projections, made in January 1979, for FY 1982 by the

Office of Management and Budget (OMB). Table I presents the OHB projection for

the nation. Government pensions, private pensions, and other types of income

not listed in Table 1 are inflated using the Consumer Price Index (CPI).

I/ Additional simulations under alternative assumptions could be per-
formed; however, time and resource constraints did not permit such sensitivity-
analysis in this study.

wF
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TABLE I
FISCAL YEAR 1982 NATIONAL INCOME PROJECTIONS
BY OKS (JANUARY 1979) USED IN AGING THE S1E*

National Total
(billions)Type of Income

C¥ 1975 7Y 1982

Wages and Salaries .................................... $755.35 $1,573.00
Nonfarm Self-Employed ................................. 62.83 101.25
Farm Self-Employed .................................... 23.17 23.48
Private Rent .......................................... 22.32 26.20
Private Interest ...................................... 115.60 229.30
Personal Dividends .................................... 32.40 65.20
Social Security (OASDI) and Railroad Retirement ....... 69.87 142.91
Unemployment Insurance ................................ 17.54 9.68
Workers' Compensation ................................. 4.42 8.49
Veterans' Payments .................................... 11.72 12.69

Consumer Price Index .................................. 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, Memorandum "Economic
Control Totals for FY 1982 SIE," February 22, 1979.

Unemployment Rate

The SIE vas fielded during a severe recession which resulted in an unemploy-

ment rate estimate from the data base of 8.52. This high unemployment rate is re-

duced to 5.22 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. I/

1/ The 5.22 unemployment race was an FY 1982 projection by OMB made in
January 1979 and was used by DHEV to age the data base. OMB and CBO projections
of the unemployment rate made more recently than January, 1979 are higher than
5.22. 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 described in a

recent paper by Kevin Hollenbeck. I/

Prerefors 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 SI data

base. The simntlation falls into two phases: eligibility and participation.

Eligibility in the programs is simulated using program rules and regulations in

effect in 1979 with the exception that the payment support levels 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 relationship between these figures

and the Consumer Price Index. 2/ The state AFDC standards are presented in

Appendix B. The eligibility phase produces estimates 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 in FY 1982 are computed by allocating the Congres-

sional Budget Office (CBO) estimate of total AFDC 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 administrative costs

of the prerefora AFIDC program equally.

I/ Kevin Hlollenbeck. The Comparative Static Work Experience Data Adjust-
Heat 1lsoriths (CSWORK), Project Report Series PR 78-13 (Washington, D.C.:
theatics Policy Research, Inc., 1977).

2/ Congressional Budget Office, Memorandum "AFDC Need Standards and Maximum
Payment for Fiscal Year 1980 and 1984". dated April 1, 1979.

3/ Further analysis could incorporate sore realistic state variations in
the proportion of totil costs which are administrative costs.

--
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In the participation phase of the simulation, participant families are cho-

sen from among the population of eligibles in such a way that the CBO projections

(April 1, 1979) of the total national caseloads and program payments are approx-

imated. I/ The rates of participation in the model vary by state and by family

type (two-parent, female-headed). The national total caseload and payments pro-

jections are displayed in Table 2. The projected caseload is of the number of

families ever participating during-the year. This concept of participation is

consistent with the simulation of a full year of program operation and cannot be

compared to monthly caseload data published from administrative records.

TABLE 2

PROJECTIONS OF THE NATIONAL COST AND CASELOAD OF AFDC, AFDC-UP, AND CA BY CBO
USED IN THE SIMULATION OF FY 1982 PARTICIPANTS

Families Participating
at Some Time During Year Payment Total

Program (millions) (billions)

AOC ................................ 4.214 $12.587
AFDC-UP .............................. 0.238 0.659
General Assistance ................... 1.110 1.698

SOURCE: Congressional Budget Office, Memorandum "Data Elements for Aging
Contract", Nay 14, 1979 and Congressioqal Budget Office. Memorandum "Items P
and Q on Work Schedule", February 23, 1979. The figures are the arithmetic
midpoints of CEO 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

l/ The CBO projections were made under economic assumptions that were not
identTcal to 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 amounts than any alterna-
tive projection.

-10-
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based upon a zero bracket amount of $2300 for # single tax unit and $3400 for a

joint tax unit, a personal exemption of $1000, and tax brackets and rates in

effect in 1979. The simulated Earned Income Tax Credit for joint tax units with

depepdents is based upon 1979 lay providing for a 101 subsidy on earnings up to

$5000. a constant subsidy of $500 on earnings between $5000 and $6000, and a

reduction of the subsidy on earnings above $6000 at a rate of 12.5% of earnings

exceeding $6,000. Social Security tax is siulated based upon a 1982 tax rate

of 6.71. The rate are applied to a 1982 wage and salary income base up to

$32,100 per year. I/ The baae tax rate for self-employed earnings is simulated

at a 1982 rate of 9.35Z. 2/

The M4odel

Just as for the simulation of current transfer programs, described above,

the model of the welfare reforms contained in HR 4904 consists of an eligibility

phase and a participation phase. In the eligibility phase, each family in the SIZ

sample is tested to determine whether it fulfills the categoriacl requirements of

the program. For thoae that do, a welfare pay.ent is computed using the pro-

gram's payment formula. Those categorically eligible families Ohich are computed

to have a positive payment are considered to be eansa eligible for the program.

The oonth.[y benefit formula under HR 4904 for aingle-parent families is

modeled to be: 3/

P - S - .66(l - $70- .2)4+ IMI(CC, $160 K) + LBD

I/ 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.

3/ The formula for two-parent families is:

P - (Z - $70- .2) + LSD

-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 disregarded, .2K is

work-related expenses set to be 20% of earnings, CC is child care expenses

which 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 iA the prereform formula only the first $30 of earnings are disregarded,

all wo'-fk-related expenses including child care expenses are disregarded and the

low-benefit disregard is not in the formula. I/ 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 disregarded up to a maximum of the difference 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 for 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, twenty-five

percent of operating costs associated with data processing improvements, and

twenty-five percent of the cost of implementing improved administrative

procedures.

I/ The full standard test in the AFDC program, which utilizes a less
generous benefit formula for determining eligibility for new applicants, is not
simulated because the data base does not permit an accurate differentiation of
new versus continuing participants throughout the simulated year. These dstA
limitations require that AFDC be modeled with eligibility to the breakeven.

2/ Richard Michel, memorandum dated December 3, 1979, Department of Health,
tducjtion, and Welfare.

-12-
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Other features of the model of the postreform AFDC program include the

treatment of MCTG payments as earned income. 1/ The asset test contained in

H.R. 4904 ionot simulated because of the difficulty of forecasting how states

will set their asset limits within the range allowed by the federal provisions

(between $750 and $1750) and because of the limited data in the SIB on family

assets. The absence of a modeled asset test will bias the estimates of program

costs upward. The generalization of the AFDC-Unemployed Father program to an

AFDC-Unemployed Parent program is simulated in all states. A two-parent family

is eligible under the AFDC--UP program if the primary earner (modeled as the

parent with the higher annual earnings) is unemployed. The "100 hour rule",

for defining unemployment in the prereform AFDC-UF program is replaced with a

$500 (inflated-to FY 1982 using the CPI) 2/ per month limit on earnings. He

or she is not considered unemployed if earnings exceed the limit. The 30-day

waiting period under the prereform AFDC-UF program is not in effect under the

reform program. Any job search required by the ref-orm program is not simulated.

The combined AFDC and Food Stamps support level for each state are simulated to

be the projected FY 1982 prereforu support levels or 652 of the federal poverty

level, whichever is higher.

The SIB data do not permit the simulation of the reform of the accounting

period and redetermination period of AFDC contained in HR 04. The model also

dods not simulate the WIN program providing any new jobs for those primary

I/ P.L. 95-600, the Revenue Act of 1978, repealed the disregard of BITC
payments in AFDC and other federally funded programs, effective January 1, 1980.
The reform plan would count advanced IITC payments for which the assistance
recipient would be aligible as earnings. The model of the current AFDC program
was not updated to reflect the provisions of P.L. 95-600 and disregarded SIC
payments. The model of the reform program treated all 1ITC payments as earnings.

2/ MA 4904 allows the $500 figure to take Into account changes in the CPI
sad I; the federal minimum wage. This study assume@ 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 modeled. Not taking these things into account is likely to biap the

estimates of the costs of HR 4904 downward.

The postreform Earned Income Tax Credit is modeled to equal 112 of earn-

ings 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 adjusted 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

program are assijued to be unaffected by the reform. However, the costs and

caseload of GA are affected because eligibility and participation in the AFDC-UP

and RN programs are determined prior to the-determination of GA eligiblity. The

EN program is assumed to have the same eligibility requitfments as CA, except

that families must contain children and total fasilyincome must be less than

twice the poverty level in ordet to be eligible. Participants in the EN program

are federally funded up until the maximum federal EN funds for the state are

expended. CA paiticipontsawho either do not qualify for EN, or who'qualify for

IN in stateelwhtch have exhausted their federal EN allocation, are considered

to be postrefora CA families and are funded by the state.

The state percentage share of the costs of-the AFDC program is modeled to

be 452 of the ratio of the square of the state's per capita income to the square

.9.f the total U.S. per capita income, subject to the limitation that the federal

percentage share is between 50% and 78%. A table of state percentage shares is

presented in Appendix 3. For single-parent families and two-parent families in

which one parent is incapacitated the state share of the postreform AFDC cost

equals 902 of the prereform share. For two-parent families in which the pri-

mary earner is unemployed the state share is 702 of the prereform share. The

-14-
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contribution of each state to the AFDC program is modeled to have an upper limit

of 952 of the product of AFDC expenditures in 1979 and the percentage growth

rate of total national AFDC expenditures between 1979 and 1982. The federal

share of AMDC costs is assumed to be the residual after the state shares are

computed.

:The Emergency Needs program, as noted above, is financed by the federal

government up to a maximum federal amount in each state, after which the pro-

gram is financed entirely by the state. The maximum federal payment in each

state is computed in proportion to the state's share of the national AFDC case-

load and the state's share of the national AFDC expenditure. A table of the

maimum federal payments to states for Emergency Needs appears in Appendix B.

Administrative coats of Emergency Needs are assumed to-be the same fraction 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 Emergency Needs and General Assistance benefit coats.

Postreform participation probabilities are listed in Table 9-). The prob-

abilities for AFDC single-parent, AFDC two-parent, and Emergency Needs/General -

Assistance units are the same as the prereform probabilities. Rates for AFDC-UP

parents in states vith prereform UP programs were obtained by increasing the pre-

reform rate by 302. 1/ Rates for AFDC-UP, unemployed parent families in states

without a prereform UP program are estimated by first computing a participation

rate for single-parent families under prereform law and multiplying by the aver-

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

1/ The 302 increase is arbitrary and is a reasonable "guess" as to how
participation rates may change as a result of HR 4904. This increase is the

ame as that assumed by CSO and D1EV. The use of participation rates of the
AFDC-U? program in other states in the same Census Division-may introduce bias
to the extent that the state in questioA is dissimilar to its neighboring
states.
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with UP programs in the same Census region. The product is then increased by

301, consistent with the treatment of the AFDC-UP participation rates in states

which currently operate such a program.

The simulation model 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 analysis. Families whose income is changed

by the program reform are modeled 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 must 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,

hourly 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 Denver Income Maintenance Experiments. It

After the postreform payment and labor supply are computed for a partici-

pating family, the resulting changes in AFDC, EN, CA, EITC and Food Stamp pay-

ments are computed, as are changes in earnings, total income, and federal income

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

1/ Michael C. Keely, Philip K. Robins, Robert G. Spiegelman, and Richard W.
West, The Lab,3r Supply Effects and Costs of Alternatve Negative Income Tax Pro-
grams: Evidence from the Seattle and Denver Income Maintenance Experiments;
Part 1, The Labor Supply Response Function, Research Memo No. 38 (Menlo Park,
Calif., Stanford Research Institute, 1977).
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be financed by a federal personal income tax surcharge. The surcharge rate is'

computed as the ratio of additional federal expenditures required by the plan

to the total federal personal income tax revenue. This rate is applied to each

fEaily's federal income tax liability to compute the family'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 families live,

rather than based on where the taxes are paid. The two allocation schemes may

be different 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 APDC 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 aministrative coats

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 floes and fiscal

relief, it was first necessary to estimate the impact of the plan on various

welfare programs. Tables 5 through B present these data on the current law and

reform plan for aggregate expenditures in the AF7C, 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 the introduction 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 tfie 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'

taxpayers; and (3) the change in post-tax, post-transfer income as 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, Cast North Central, West North Central, South Atlantic, last

South Central, Mountain Pacific) in all the tables in this section. As rill be

seen below, the fiscal flows and fiscal relief of the states within the same

region are often quite similar. Table 3 presents the net additional federal

payments accruing to the 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 personal income tax surcharge levied against the residents of

each state, which is 0.772 of presurcharge tax liability. The third column

presents the absolute difference between the additional federal benefits 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 behavior of state governments and welfare recipients.

The estimate for a particular state, therefore, 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 adequate for determining

precise estimates of these errors, but the sampling error is probably on the

order of + 102 to + 202 around the reported estimates. I/ While the estimates

for a particular state may be somewhat imprecise, the regional patterns of fis-

cal flows and fiscal relief which are evident in the tables are estimated with

significantly more precision, principally because of the larger staple sizes.

Thus the following interpretation of the results focused on patterns among

I/ The sample structure of the SIC was designed to result in a constant
coeffTcient of variation of the estimate of the number of children in poverty
in each state.



TABLES 3

PROJECTIONS O VISCAL Lrlb DE TV) TIT I UIV N 4-#41 IN rT 19ut4
(dollar am1unj ' i. Ielone)

Massachusetts 43.7
Ahode Island 3.3

New land Conecticut 10.6
MaIne 17.7
New Mampshare 3.6
Vezo&tt - 1.0

Total

New York
New Jersey
Penylvania

ZIlinoisOihia

Wieconsin
Total

Mlineeota
Iowa I
Missouri
North Dakota
South Dakota
umbra"
Kansa

otal

Marlandx

District of Columbia
Virginia
Weat Virginia
Noth CAroLAZA
South Carolina
Georgia
Florida
TOta

75.3
10.6
47.2

9.4
9.0
4.3

155.877.9

25.1
51.6
50.5

127.2

103.0
50.5
59.9

107.7
43.5

364.6

17.0
13.0
6.2
6.6
7.3

17.9
5.1

73.1

4.9
43.7

1.8
44.6
34.1

123.6
102.4
189.4
167.8
712.3

258.5
1OS.3
136.1
499.9

134.0
64.4

156.5
120.8
55.4

533.1

46.8
32.5
53.8
6.0
5.3

17.7
26.8

188.9

8.1
68.9
12.6
68.3
16.2
51.4
24.9
50.9
91.6

392.9

- 31.6
- 7.3
- 36.5

8.3
- 5.6
- 5.4

- 78.0

-233.4
- 53.7
- 85.6
-372.7

ftd-AtlantiC

Nst North Central

Meet North Central

South Atlantic

0.59
0.31
0.23
1.84
0.40

-0.24

0.50

0.10
0.49
0.37
0.25

- 31.1
- 13.9
- go.5
- 13.1
- 11.9
-166.5

- 29.8
- 19.5

47.6
0.6
2.0
0.1

- 21.7
115.9

- 3.2
25.2

- 10.8
- 23.6

17.9
72.2
77.4

136.4
76.1

319.2

0.77
0. 78
0.38
0.89
0.79
0.68

0.36
0.40
0.12
1.09
1.37
1.01
0.19
0.39

0.61
0.63
0.14
0.65
2.10
2.41
4.11
3.72
1.03
1.81

(continued)
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TANA6 3 (oaued)

PFoJUTZOKZ Or FILSCAL fnAM Dil TO TITLE I Or Nh 4904 =* V 19W
(dollar iuits In slions)

Additional Federal Mipam- porzoni oos. Tax , Difference becos.
dLturea for AUiDC. AFAC-UP Surobohg to tlnane AddLt'al IpeadL- 3ato of ACdto"al
rood stlmip. i IY Additlonaal LUC" a gad £ motwms to Tan

C-aftub DlvaLon state and Mold Malmlesa xxpeskturs TAXn iurchal" suroharis

IltKuoy 95.6 31.0 . 14.6 3.00
eat South Cent aL Tnese 156.7 39.7 117.0 ).95

Alabama 115.1 32.3 S2.7 3.56
KLaLaiEppA LS.4 17.4 101.0 6,80
Total 4858. 120.4 65.3 4.03

a1.3 16.7 34.6 3.07
West South Cent"aL 1[ulJaia 123.4 35.6 87.4 3.46

Olh 24.5 29.6 - 5.0 0.63
TeMas 309.3 141.2 140.1 2..9
Total 50.5 233.1 265.S 2.26

Noatana 7.3 7.7 - 0.3 0.95
Idao 7.6 . - 0.7 0.92
VYORL" 2.6 4.7 - 2.2 0.54

MNtaAM Colorado 11.9 35.5- .3.6 0.33
sw Nexico 23.4 11.9 11.4 1.9b
A*Im" 25.5 26.7 4.8 1.3
Utah 6.3 13.0 6.7 0.49
Nevwad 6.3 9.3 - 3.0 0.67
Totl 100.9 117.1 - 14.3 0,48

Washing. 27.9 40.2 - 20.3 0.56
Ougols 13.4 27.7 - 14.3 0.4"

Pvaok¢l CalforAlt 144.1 .321.2 -177.1 0.4S
AALh 2.5 9,.9 - 7.3 0.26
NWa 12.1 12.0 0.1 1 01
Total 200.0 419.0 219.1 0.48

U.S. Total 250. 250.2 0.0 1.00

SOun1m NMett-tita PoL y Itseatch, EM.. ,Md 0S1.1 S aid SciAthLAc Syst4Ms, Zn., sAmuacln dated January 20. 180.
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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 4964

results in a fiscal flow from the states on the North East, North Central, and

far West to states i the South. The residents of New York, California, and

Illinois are projected collectively to pay $509 million more as a surchage than

they receive in the form of additional federal benefits. Residents of North

Carolina, South Carolina, Georgia, Florida, Kentucky, Tennessee, Alabama, Mis-

sissippi, Arkansas, Louisiana, and Texas collectively are projected to receive

approximately $1.01 billion sore in additional federal benefits than they pay

as a surcharge. Many states in the Midwest and Mountain regions have an approx-

imate balance between additional federal benefits and the tax surcharge.

- Net paying states appear to be those with higher current welfare need

standards, a current AFDC-UP program, and a large population of high-income

taxpayers. A high needs standard in current welfare programs and a current

AFDC-UP program implies that the reform would result 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 federal benefits plus a relatively large surcharge payment

implies a fiscal flow out of the state. On the other hand, the combination of

low current welfare benefit levels, the absence of a current AFDC-UP program,

and a relatively small population of high-income taxpayers implies a fiscal

flow into the state.

Fiscal Relief

Estimates of fiscal relief are presented in table 4. The first column con- "

tains the estiatas of state expenditures on current AFDC, AFDC-UP, and GA pro-

grams in FY 1982. The second column contains projected state expenditures for

-22-
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the same programs under HR 4904; and the final column presents tht absolute

decrease of state expenditures resulting from the reform.

The estimated amount of fiscal relief varies directly with the amount of

state expenditures on current programs. The budgets of the states of California,

New York, and Illinois are projected to experience $483 million in fiscal relief.

The budgets of the twenty-five states in the South Atlantic, East South Central,

West South Central, and Mountain Census Divisions are collectively projected to

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 approximately 52 for the states in the South.

Program Impacts

Tables 5 through 8 present Lestimates of the cost and caseload of HR 4904

by state. The cost of AFDC and AFDC-UP is projected to increase by 32 or $410

million and 2792 or $1419 million respectively for a total increase of $1.8

billion. Federal expenditures in FY 1982 are projected to increase from $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 (millions)

current law HR 4904

State •State
expenditures on expenditures on

Census Division State AIDC. AFDC-UP and GA AFDC. AFDC-UP and GA Fiscal Relief

Masachusetts 293.7 253.3 40.4
Rhode Island 39.7 34.5 5.2

Nev England Connecticut 163.8 145.9, 17.9
Maine 24.1 20.0 4.1
New Hampshire 14.0 12.8 1.2
Vermont 11.4 9.1 2.3

Total 546.7 475.6 71.1

New 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 41.4
Indiana 52.9 50.4 2.5

East North Central Illinois 582.2 502.2 80.0
Mi4chigan 597.1 548.4 48.6
Wisconsin 154.5 140.7 13.8

Total 1746.5 1560.1 16.3

Minnesota 117.7 101.9 15.8

lawa 66.2 59.0 7.2

Missouri 103.3 88.1" 15.2

West North Central North Dakota 9.0 . 8.7 0.4

South Dakota 8.7 8.0 0.7

Nebraska 16.8 15.9 0.9

Kano" 58.0 50.4 7.6

Total 379.7 332.0 47.8

(continued)
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TABLE 4 (couttnuwd)

STATE FISCAL RELIEF (il1ions)

current law RR 4904

State State
expenditures on expendituras onCensus Division state AFDC. AFDC-UP and CA AFDC. AFDC-UP and CA Fiscal Relef

Delaware 19.4 17.3 2.1Maryland 81.6 77.8 4.0District of Columbia 39.4 33.2 6.1Vlrslnia 79.2 75.5 3.7South Atlantic West Virginia 18.8 17.9 0.9North Carolina 51.6 49.4 2.2South Carolina 13.8 13.1 0.6Ceorgia 35.2 33.S 1.7Florida 86.2 82.2 4.0
Total 425.4 399.9 25.3
Kentucky 27.1 25.9 1.2Eas South Central Tennessee 24.1 23.0 1.1
Alabama 28.1 26.7 1.4
Mississippi, 15.1 14.4 0.7
Total 94.4 90.0 4.4

Arkanas 20.5 19.6 0.9West South Central Louisiana 41.2 39.4 1.8Oklahoma 32.4 31.2 1.2
Texas 38.4 36.6 1.8

Total 132.5 126.8 5.7
Montana 9.3 7.9 1.4
Idaho 7.8 7.4 0.4
Wyoming 3.9 3.7 0.2Mountain Colorado 42.7 40.4 2.3
New Mexico 12.1 11.5 0.6Arizona 19.8 19.0 0.8
Utah 22.2 20.2 2.0
Nevada 4.0 3.8 0.2

Total 121.8 113.9 7.9

(continued)



TABLE 4 (continued)

STATE FISCAL RELIEF millionn)

current law H 4904

State State
pnditure on expenditures on

Ceaue Division State AFDC, AFDC-UP and CA AFDC, AFDC-UP ad GA Fiscal Relief

Washington 141.7 133.0 8.8
Oregon 76.6 67.2 9.4

Pacific California 1181.9 -, 1035.9 146.0
Alska 8.5 8.1 0.4
Havalil 98.2 89.1 9.1

Total 1506.9 1333.3 173.7

U.S. Total 7554.3 6632.2 922.0

SOURCE: athletics Policy Researtch, Inc. and Social and Scieatific ,Syst-m-. Inc. simulation dated
January 20, 1980.
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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 expenditures in states which have relatively-

low needs standards and no AFDC-UP program are increased. Expenditures for

AFDC in New York and California are projected to decrease by 131 and 11% respec-

tively. Expenditures in southern states increase by between 362 and 2132. The

decline in expenditures in the high needs standard states results from a com-

bination of factors. First, the needs standards in those states are not raised

by the reform, whereas those in the lov need standard states are raised to the

federal minimum need standard. Second, the effective benefit reduction rate of

AFDC is likely to be increased by the reform. The effective benefit reduction

rate for AFDC is made different from the nominal iate of 67% by child care and

other work-related expenses and their positive correlation with earnings. For

every additional dollar earned (for which the nominal rate wauld reduce the

benefit by 67), work-related-expenses increase by approximately 251 on aver-

age. I/ The result is that under the current payment formula the final benefit

declines by only 424 rather than by 670, 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 47J for every additional dollar earned for those claiming the maximum

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

ment formula.

/ Myles Maxfield, "Determinants of AFDC Work Related Expenses," (Wash-
ington, D.C.: Mathematics Policy Research, Inc., 1975).
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TABLZ 5
TOTAL EXPAND ITUS FOR AFDC AID AlDC-UP IN FY 1982

(dollar amounts in millions)

Arm AiM C- P

csrrtt lwpercent Currant JR percent

Comsus Division cutatn Is MR 4904 change law KR4904 Chan"e

A- 24 63 16.2

New aglad

MLd-tlatLc

Est North Central

Vast North Central

Faod Zsland
Connecticut
VAsins
Now wanpshire
Vexpont

Total
New York
New Jersey
Pennsylvania,

Total

Ohi6
Indiana
Illinois
Michigan
Visconsin

Minnesota
Iowa
Miesouri
north Dkots
South Dkota,

Nebraka

Toalaa

61
243

51
26
31

874

. 55
235

53
25
27

821

2137 1858
502 484
777 695

-10
-3

4
-4

-13
-6

-13
-4
-10

2
5

3
34

43
7

42

4
7

12
3
3

92
121

38
92

100
40

0
171

181
443
119

3416 3037 -11 92 251 173

485
123
813
861
299

494
139
765
850
286

213
-6
-1
-4

51

45
52
11

11227
71

113
53

120

58
117
381

2581 2534 -% 2 15g 376 136
188 170 -10 5 22 340
133 117 -12 5 22 340
225 205 - 9 - 3 -

17 15 -12 - 7 -

19 18 - 5 - 6
36 47 30 - 3 -

81 69 -16' 2 9 350

699 641 - 8 12 72 400

(continued)I
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TABLE 5 (continued)
TOTAL EXPENDITURES FOR AFDC AND AFDC-UP IN FY 1982

(dollar amounts in millions)

AFDC ADCe-UP

. current percent Current percentCensus Divsion Stat law MR 4904 change law KR 4904 change

Delaware 29 30 3 2 3 50Maryland 152 176 16 5 19 280District of Columbia 70 64 8 - 1 -Virginia 179 181 1 - 42 -South Atlantic West Virginia 52 80 54 3 11 267North Carolina 141 209 48 - 60 -
South Carolina 48 128 167 - 27 -Geo ia 94 248 153 - 44 -Florida 195 292 50 - 69 -

East South Central

West South Central

Mountain

Total
Kentucky

Tennessee
Alabama
Mississippi
Total

Arkansas
Louisiana
Oklahoma
Texas
Total

Montane
Idaho
Vyoming
Colorado
Now Mexico
Arizona
Utah
Nevada

960
83
73
92
64

312

66
124

85
110

385

18
20
7

84
36
32
52
a

8 257 299 16

1408
137
193

196
167
693

90
200

71
344

705

19
20
7

89
52
52
48
12

47
65

164
113
161

122

36
61

-16
213

83

6
0
0
6

44
62
-8
50

10

S

3

Total

276
44
49
18
26

137

27
55
37
84

203

7

71
7

15

11

a 56 600

2660

40

267

(continued)



TABLE 5 (continued)
TOTAL EXPENDIT IRES FOR AFDC AND AFDC-UP IN FT 1982

- (dollar amounte in millions)

AFDC AFDC-UP

current percent current percent
Ceneus Division state law uMR 40 change law MR 4904 jchanpe

Washington 209 209 0 11 34 2o9
Or'egon 157 138 -12 14. 33 138

Pacific California 1926 1705 -11 163 373 129
Alaska 17 17 0 - 2 -
Hawaii 107 100 - 6 5 10 260
Total 24160 2169 -10 193 460 138

U.S. Total 11903 12313 3 508 1927 279

SORCM: athematica Policy search, Inc. and Social and Scientific Systms, Inc. simlation
dated January 20, 1990.
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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 expenditure

on AFDC. The first effect reduces payments to participating families and the

second effect 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 142. The caseloads of states in the South are projected to increase

by approximately 202 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 total expenditures on AFDC, AFDC-UP. Food Stamps, GA, EN,

and EITC are presented in table 7. The additional federal monies for the EN

program and the more generous EITC under the reform result in many more states

receiving an overall 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 by state.- In

the nation as a whole, the EITC payments plus tax reductions are projected to

increase by 36% from $1.05 billion to $1.43 billion. The percentage increases

by state are fairly uniform, ranging from 25% in Alaska to 452 in South Carolina

and Nevada with an average of approximately 352.
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?ARIZ 6

PROJECTI0N OF AC AND AFDC-UP CASLOAD IN FY 1962
(thousands of units participating during year)

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 *
Now Hmpshire 9 9 0 0 3 *
Vezont 7 6 -14 1 1 0

id-Atlantic

East North Central

West North Central

Total

New York
New Jersey
Pennsylvania

Total

Ohio
Indiana
Illinois
Michigan
Wisconsin

Total

Minnesota
Iowa
Missouri
North Dakota
South Dakota
Nebraska
Kansas

Total

238

439
156
238

833

173
60

256
207

64

760

52
37
83
6
7

15
29

229

222 - 7 17

367
150
213

-16
-4
-11

46 171

17
7

19

57
23
45

730 -12 43 125 191

179
65

233
208

67

752

47
32
78
5
7

15
26

3
8

-9
0
5

-1
-10

-14
-6
-17

0
0

-10

28
0

18
27

5

78

4
4
0
0
0
0
2

59
19
36
54
23

191 145
12
11
4
5
3
3
5

210 - 6 10 43

(continued)

t~aI
235
229
137

111

100
100
360

200
175

150

330



TAULL 6 (continued),

PROJECTIONS Or AMOC AND A=C-UP CASELOAD "N FY 1982
(thousands of units participating during year)

AF)C J AI-UP

S t.Current jPercent Curent Percent
Cnu txonSaeLaw MR 4909 Change La MR 4904 Chan"e

Delaware 12 11 - 8 0 2
Maryland 68 77 13 3 10 233
District of Columbia 26 23 -12 0 0 0
Virginia 71 67 - 6 0 25 aSouth Atlantic West Virginia 25 30 20 2 7 250
North Carolina 92 101 10 0 44 a
South Carolina 52 59 13 0 22
Georgia 83 109 31 0 31 *
florida 119 128 8 0 58
Total 548 605 10 5 199 3880
Kentucky 50 60 20 0 29East South Central Tennessee 66 82 24 0 43 a
Alabama 67 88 31 0 10
Mississippi 66 66 0 0 20
Total 249 296 19 - 102 -

Arkansas 37 37 0 0 18West South Central Louisiana 75 81 8 0 38 *
Oklahoma 34 33 -3 0 23
Texas 118 158 34 0 70 A
Total 264 309 17 - 149 -

(continued)



UDZX 6 (continued)

P0JECTZ5 Or ArDC AND AFDC-UP CASELOAD IN FY 1962
(thousands of units participating during year)

FCurrant
Law

AF4

KR~ 49
Percent

current
Law

7
7
3

36
20
20
15
4

7
8
3

39
23
22
14

6

112 122

51
48

532
5

18

53
42

456
5

17

0
14
0
a

15
10

-7
so

1
0
0
2
0
0
3
o

3
4
1
4
4
9
7
2

200

100

133

9 6 34 467

4
-13
-14

0
-6

6
S

65

0
1

,14
16

148
1
4

133
100
12S

300

654 573 -12 so 163 129

3883 3824 - 2 238 1072 350

SOUNCE. Mathematics Policy
January 20. 1960.

Research, Inc. and Social and Scientific Systems, Inc. simulation dated

Cemus Division State

Mountain

AD-U

Hi 4904
Percent

Montana
Idaho
wyoming
Colorado
New Mexico
Arizona
Utah
Nevada
Total

Washington
Oregon
California
Alaska
Hawaii

Total

Pacific

U.S. Total

i,
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PRDJ TI04 OF FMDPRAL AND TOTAL IEDXzWu17lW ME ArC. ArDC-UP. 0 STAIWS. M AND CA 10 " 1942
(dollar amount in millions)

:vm,,t , .. , •Cohane ,, in a , tw,,e

L -1t= 1 LAW M 4904 ONxPadftumos L" zwjdit
CGEVA OLolaion "&to ToTAL I ma" I- TeTAL [ rwwa. 7TAL I001 TOTAl, I P041

Mameachaaaetts
YA* Island
Cammcicwt

Vermnt

Total

York

Pennaylvania

Total
Ohio
Indkana
Illinois
puchlqan
Wisconsin

Total

ftnata

ALSOUKI
North Dakota
0o"Ak Dakota
mebraeka
Kana

Total

Maryland
Olatuict Of Columbia
Virginaa
West Virqcaia
North Carolina
South Carolina
Goorgia
florid.

676 302 673 419
101 62 14 44
335 171 324 170
09 65 100 s0
48 34 49 36
5 39 47 37

1299 7S3 1291 014

3170 1525
772 444

1384 765

5334 2734

979 619
251 194

1403 821
1272 675

417 263
4322 25?6

322 204
194 120
410 307

33 24
43 35
77 60

152 '4

1231 852

s1 32
267 13S
114 74
333 254
134 116
394 34
178 164
360 325
536 449

Total 2371 1945

-3 37

-3 2
11 711 1s

1 2
-3 -2

- @ 41

2921 15S2 -2S7 0
770 446 - 2 42

1322 801 - 62 36
5013 20132 -321 70

1025 707
291 241

1349 067
1320 772
440 300

4445 2WM7

46 07
40 143- 34 46
40 97
23 37

123 310

0 10

-3 3 1
-1 412 23

2 6
- 6 - $
- t 0

0
- 4
-46

516

s
4
G

0
9

3

14
22
6

14
14
12

317 215 - 5 11 - 2 5
195 136 1 a 1 6
393 305 - 17 -2 - 4 -

30 29 5 s is5 2149 41 6 6 14 17
91 75 14 is 1s 25

144 94 - 0 0 -5 0
1227 a95 - 4 43 0 5

S3 36 2 4 4 13300 222 33 37 12 20
104 75 -6 1 s I
346 291 33. 37 10 is
165 147 31 31 23 27
50S 455 107 109 27 32
272 259 94 95 53 5
534 500 174 175 40 54
G0 940 144 140 27 3)

293 2543 412 62 26 33

(cantitwed)

New England

East north C.ntr&i

W&at WArth Ontfal

X*th Atlantic
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PvauCTZCm or n113rL5 510 TOTAL 12UWNDITUM nm mmPC. ASFD-U. 1o00 8 N . ix AND GA Io pY 19&2
(dollar mwunts in mIllIons)

I L PaOft r mage
Ctongut law 'U 4904 ~ e4tug" in Zopostes

TOTAL FE L OmL r~L TomA I A mu w L I r=WAL

259 232 344 318 as 96 3 37
259 235 404 301 145 14 56 2
284 255 396 360 102 L0 36. 41
239 224 350 335 111 111 46 50

1041 946 1464 1394 443 446 43 47

194 174 229 219
342 300 454 415
197 IG5 214 143
653 615 929 093

L396 1254 1836 1410

5o 42
s0 4318O 1

154 114
122] 112

136 117
9o 70
36 23

647 536

345 212
216 149

2752 1716
20 22

176 s

45 45
112 1s
17 16

270 275

450 456

s 6
5 4
2 2
6 a

i9 20
29 0

2 4
4 5

72 a1

KentuaCky
Terems"m

Rississimppi7raw

OklahomaTotal

"onto"NYC"

eol 1o

Afleona
Utah

Total

Cal"onia

AL~aA
ANo-L

23

9
42

32

26
26
11
45

12 cm-a11 17
11 16
13 15
4 a

to 22
27 34

2 6
18 20

13 18

12
7

10
14

Total 3545 2040 3521 218 - 24 148 - 1 7

U.S. Toa 21109 13554 22451 15119 1342 2263 6 17

V. h Netaatlca POliCy Aerch, nW., Mind Socal and ScintifIc lD t.E, InC., elmalaI dated JanMAry 20. 10.

4

Cemes IevLslon

I~t lofA Cenftal

I

11 ot Comeal

# I . .ai

Pacific

Ktate

14 22 4
1 10 0-43 103 - 2
2 2 7
2 11 1

45 34
45 37
16 13

148 106
104 92
107 67

22 16

575 4S5

331 1"0
215 I3

2795 1613
28 20.

176 78
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TABLE 8

PP3WECTIONS OF TOTAL EXPDD!1URES FOR SITC PAYMNTS IN FY 1982
(dollar amounts in millions)

SPercent
Census Division State Current Law HR 4904 Chane

New England

Mid-Atlantic

East North Central

West North Central

South Atlantic

Massachusetts
Rhode Island
Connecticut
Maine
New Hamsphire
Vermont

Total

New York
New Jersey
Pennsylvania

Total

Ohio
Indiana
Illinois
Michigan
Wisconsin

Total

Minnesota
Iova
Missouri
North Dakota
South Dakota
Nebraska
Kansas

Total

Delaware
Maryland
District of Columbia
Virginia
West Virginia
North Carolina
South Carolina
Georgia
Florida

Total

20.5
4.3

10.4
6.8
4.0
2.9

26.9
5.7

14.0
9.3
5.3
4.0

31
33
35
37
33
38

48.9 65.2 33

68.1
26.7
37.4

132.2

43.9
21.2
39.8
35.4
18.9

159.2

15.8
11.9
25.9

3.8
4.9
7.8
9.0

92.7 36
35.6 33
53.1 42

181.4 37

58.0 32
29.5 39
54.0 36
47.2 33
25.6 35

214.3 35

21.5
16.9
35.1

5.3
7.0

10.6
12.8

36
42
36
39
43
36
42

79.1 109.2 38

2.1
16.2

3.6
17.8
9.3

42.4
15.5
37.1
50.7

194.7

3.0
22.0

4.8
25.6
13.0
57.8
22.5
51.7
69.1

269.5

(continued)

43
36
33
44
40
36
45
39
36

38

-37-
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TAXLB 8 (continued)
PORTIONS or TIL (PXNDTURBS PON RITC PAYMENTS 11 py 1982

(dollar amounts in millions)

Census Division State Current Law R 0 ct

Kentucky 26.2 35.6 36
est South Central Tennessee 30.1 40.6 35

Alabama 25.1 34.4 37
Mississippi 21.2 28.6 35

Total 102.6 139.2 36

Arkansas 16.8 23.9 42
West South Central LouIsand 22.2 30.4 3?

Oklahoma 17.1 23.8 39
Texas 62.9 115.5 39

Total 139.0 193.7 39

Montana 4.5 6.0 33
Idaho 4.9 6.7 37
Wyoming 1.7 2.3 35

Mountain Colorado 11.5 15.3 33
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 37

Pacific California 111.6 151.8 36
Alaska 1.2 1.5 25
Hawaii 3.3 4.4 33
Total 139.0 190.4 36

U.S. Total 1047.4 1432.9 37

S0UK , 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

The results of the study are summarized in table 9. The first column con-

tains estimates of the total change in expenditures, both federal and state, on

the AFDC, AFDC-UP, Food Stamps, EN, CA, and EITC programs resulting from the

reform. The figures indicate that program recipients In states with the highest

AFDC and AFDC-UP need standards experience a decline in total payments: down

$232 million in Ne York, $46 million in Pennsylvania, $20 million in Illinois,

ad $3 million in California. The program recipients in states with a low AFDC

standard of need experience a relatively large increase in total payments: for

example, 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 Nebraska, and $10 million for Colorado.

The change in expenditures of the state by AFDC, AFDC-UP, and GA are pre-

sented in the second column. The change in state expenditures is fiscal relief

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

-ennsylvania, $80 million for Illinois, and $146 million 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 a reduction in program expenditures (i.e.,

receiving 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 is that the fiscal relief from Hi 4904 to a state would result

-J9-
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change in Post-
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New tork -232 257 2S9 2 -233 24
Mid.-Atlntle w Jemy 7 44 101 41 - 54 -10

lunosylvasa - 44 99 136 37 96 1.3
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Ohio 60 41 134 93 . 31 10
India" 48 6 4 41 - 14 -11

East orth Cntra& Illinois - 20 0 15 70 - 99 -19
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in some increase In state public goods and services, some reduction of state

taxes or some foregone increase in state taxes, and some increase in state bud-

get balances. The proportions of the fiscal relief allocated to the three uses

is likely to vary from state to state. I/ 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 total

change in tax liabilities 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 (column 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 surcharge, and the figures of column 4 are equal to the sur-

charie less fiscal relief, reported in column 2.

The aggregate tax liability of taxpayers in each state is higher after the

reform in every state, even if fiscal relief is passed on to taxpayers. The

additional tax liability with no fiscal relif passed on-is distributed across

states in proportion to the prereform federal personal income tax liability,

with taxpayers 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 different 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. New York tax-

payers pay $259 million in surcharge and get $257 million in rtsluced state taxes

from fiscal relief, resulting in a net incremental tax liability of $2 million.

1/ A study of Antirecession Fiscal Assistance grants by the Treasury
Department and Peat, Marwick, Mitchell & Co. found that on average 682 of the
grants resulted in increased public goods and services, 202 in reduced taxes,
and 12% in increased state budget balances. An Analysis of the Antirecession
Fiscal Assistance Program (Washington, D.C.,: Peat, Marwick, Mitchell & Co.,
April, 1978).

-42-



Taxpayers in California, on the other hand, incur net additional taxation of

$175 million after fiscal relieZ 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 taxpayers results i little difference betwea the net and

gross additional tax liability: $49 million net additional tax liability for

Georgia, $39 million for Tennessee, and $139 million for Texas.

The final two columns of table 9 present the total change in post-tax,

post-transfer Income of residents in each state. These figures incorfiarate 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

computed 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 is not 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.

Assuming that fiscal relief is passed on to state taxpayers changes the

distribution of fiscal flows. Passing on fiscal relief alters the impact of

MR 4904 on disposable income of residents of New York by changing the impact

from $-233 million to $24 million. That of California esidents changes from

$-177 million to $-31 million, and that of Illinois changes from $-99 million

to $-19 million. Again In the Southern states, the addition Q.f fiscal relief

has a sall impact on the change in disposable income because fiscal relief

is a relatively small amount. Disposable in~ome in Georgia increases by $138

million without fiscal relief and increases by $140 million with fiscal relief.

The figures are 4117 million and $118 million for Tennessee, and $168 million

and $170 million for Texas.

-43-
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Conclusions

The implementation of HR 4904 is estimated to have the following

impacts:

I) 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) If the fiscal relief to governments were passed on to taxpayers the
state-to-state variation of the impact on disposable income would
be reduced.
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APPENDIX A

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

One of the important by-products of estimating the fiscal flovs and fiscal

relief of HR 4904 is an estimate program expenditures resulting from the reform

in 1982. This represents the third major study providing such estimates, the

first tvo being estimates of the Congressional Budget Office and the Department

of Health, Education, and Welfare. 1/ ALi three studies used similar microsimu-

lation models to determine program expenditures, yet each produced a somewhat,

different estimate. The difference is caused by three factors: 1) the differ-

ences in what is being estimated, 2) differences in the data bases, and 3) dif-

ferences in the models.

What I Being Estimated

The cost estimates of CBO and DREW -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 which are most com-

parable to the $2.7 billion estimated in this study are $2.9 billion for CBO

and $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,

I/ Social Welfare Reform Amendments of 1979, Report of the Committee on
Ways and Means, No. 96-451 (Washington, D.C.: Government 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 estimate reported here smaller in general 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 data bases. Both the -

original survey data and the aging techniques are different. As described in

the main body of the text, this study uses the StE aged to FY 1982 using OKE

projections of income amounts, CEO's projections of current transfer program

costs, Census Bureau projections of population characteristics, and a 5.22 un-

emi'oyment rate. CEO used a 1978 CPS data base aged to 1980 using their own

projections and a 6.82 unemployment rate. DHEW used an unaged SIE to first

estimate the percentage changes in the cost of the reform relative to current

law in 1975. The percentage changes were then applied to cost projections of

FY 1982 current law to determine FY 1982 reform law costs. The DREW projections

assume an unemployment rate of 4.32.

The CBO projections of income amounts and the unemployment rate are some-

what less optimistic than those used in this study, resulting in the CBO program

cost estimate being higher than the estimate reported here. The DREW assump-

tions of a low unemployment rate and that the percentage change in costs due

to the reform are unaffected by changes in population composition result in

the DREW cost estimate being lower than that of CEO.

The Model

The simulation model of HR 4904 used by CBO differs from the model used in

this study in several ways:

1) The CEO model does not allow for a reform-induced labor supply
response by program participants.

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

3) The CEO model includes a procedure for choosing participants
from among eligible families which reproduces historical pat-
terns of participation somewhat more accurately.

The first two model differences cause the CBO cost estimates to be biased down-

ward. The inaccuracies of the participation algorithm used in this study result

in an underestimate of the number of participating two-parent famillies. Without

additional empirical investigation the magnitudes of biases are difficult to

assess.

The DHEW model is similar to that used in this study. It simulates a labor

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.

Summary

The difference between the program expenditure estimates produced in this

study and those of CSO may be attributed primarily to the differences in how

the two models treat labor supply response, female heads of two-parent families,

and participationn among eligible families. The difference between these results

and those of DREW are primarily caused by the more complete and accurate aging

of the date base used in this study.
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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

aged to reflect the anticipated demographic and anticipated economic character-

Isticu 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 aged file are summarized in

table B-I.

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 Mathematics Policy Research, Inc. I/ Payroll tax lia-

bilities were imputed to individual on the data base by the Department of

Health, Education, and Welfare. Table B-2 shows the parameters used in the

simulation. The results from the simulation of prereform and postreform federal

income tax simulations are detailed in table B-3 and table B-4.

Projections 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.

I/ A detailed technical discussion of the model is contained in MATH
Technical Descrigtion, Pat Doyle, ed., (Washington, D.C.: Mathematics7Policy
l'esrc'h,' Inc. 1979).

-49-
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TALE B-1
SUMMARY OF CHARACTERISTICS OF THIE SIS. AGED TO FY 1982

- Noninstitutionalized civilian population

r'MOYMNT

Unemployment Rate (Annual Retrospective)

INCOIO

Source

Wages
Self-Employed Nonfarm
Self-Employed Farm
Social Security (OASDI) and Railroad Retirement
Rental Income
Interest Income
Dividend Income
Government Pension Income
Workers' Compensation
Veterans' Compensation and Pensions
Private Pensions
Unemployment Compensation
Other

222.8 million

5.16 percent

Amount (FT 82 dollars)

$1612.3 billion
95.7
13.3
127.3
9.3
57.1
4.6
28.7
8.2
9.2

20.0
9.7
13.9

SOURCE: Department of Health, Education,
April 27, 1979.
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TABLE 8-2

PAYROLL TAX SIMULATION PARAMETERS AND
RESULTS FOR FISCAL YEAR 1982

simulation Year
FY 1992

Tax Rate@
OASOHI - Employee
OASDHI - Self-Employed
Federal Civil Service

Earnings Ceilinqs
OASDHI ($)
Federal Civil Service

Simulated Amounts (in millions)
OASDHI

Number of Contributors
Total Contributions, (S)

Railroad Retirement
Number of Contributors
Total Contributions, ($)

Federal Civil Service
Number of Contributors
Total Contributions, ($)

Total Number of Contributors
Total Contributions, (s)

.0670

.0935

.0700

32,100

102.82
97,990.34

0.65
-992.95

3.40
5241.37

106.87
104224.66

SOURCE: Department of
May 15, 1979.

Health, Edl cation, and Welfare simulation dated

1
Eployee share.
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TATZ *- 3
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JOINT REVURS
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a
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1111
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0. 96751792.0. 0.,
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15343646.274S41,31.

12275041. 44251111.

6

0.
0.
0.

0.
0.
0.

0.

0.

0.
0.
0.
0.

0.

0.
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FPWTXI FF1

soe5. 21421.
9405. 21421.

2140. 146.
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3531. 270.
11715. 34.

17996345. *660263.
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0. 0.
174 653,. 114419.
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SOW=: Nathmtica Policy ?4seatch, Inc. and Social a&n Scientific Sy teams. Inc. Muialation dated anusy 20,
1100.
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TABLE B-4

FISCAL YEAR 1982 FEDERAL INCOME TAX FILING UNITS AND TAX PAYMENTS INCLUDvING POSTRFOR EITC

OUTINF IOEI

13061 FSIJTKI SECONOART INOIVIOUALS. OTHER ELS*. FILING
JOINT ITUNNS

3073l FSFJTXI SUSPANILY 9 SIC OART FAMILY NIAD UITS
PILING JOINT RETURNS

11003 FSPTxl SUIPAN. & SECCNOAOV PA0.EAO IETS FILING
SINGLE ETURN6S

4 309 f%6TX NON-MEAD IIOUSINCLO FlillltS FILING SINGLE

13103. FPJTXI PMINAT IlIAO UITS FILING JCINT RETURNS

13111 FPSTSII PAINMY HEAD UNITS PILING SUtVIVIN0G SPOUSE
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4 3121 FPw'Ng PRIA V 140 UNITS PILIk IIAO OF MOUSE-
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13141 FPllJII PRIMARY FAMILY OM-NIoAO 0166SI3S FILING
JOlINT REURNS
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0433

0423

0451
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0(18

4443
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020. 2455.
420. 2455.

2021. 0.
1. 0.

el. 0.
174. 0.

5

1T7600.
114"52.

0.
24116.
69971.

9529M. 27711. 954910. 313506C&61Z22692.

48140.

0.
0.
0.
0.

299844.

20229.

141240.
445275.
332794.
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5517.

302019.

1040511.

100977.

290114.
Z90174.
46622.

23.
26017.
54)73.

416301.

ZOO2 2.

IAC67co. 4743740 .
101090. 94614%216

0. 54T1792.
0. 0.
0. 9402621.
0. 316144.
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FPSSTXI

0.
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0.
0.

0.

0.
0.

0.
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0.
0.
0.

0.

0.

I
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1406.
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SOUNCE: Nathematica Policy Research, Inc. and Social and Scientific Sysatom, Inc. simalation dated January 1S,
1900.
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Program eligibles were families which set categorical requirements and

which received benefits on the basis of income levels as observed on the data

base. Eligible were identified by the KATH model using prereform and post-

reform categorical criteria and the payment needs standards described in tabLe

1-5 and table 1-6.

Participating families were chosen from the population of eligibles in

such a manner that estimates of prereform participation approximated control

projections. The participation rates used for prereform laws were the basis

for the postreform rates. The relatively simple participation algorithm used

here insures technical consistency between prereform and postreform estimates.

The algorith, 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 probabilities, which vary by state and filing unit type (single-

parent AFDC, two-parent AFDC-U, and GA) are merely the ratio of controls to

means-eligibles and do not vary by welfare income reporting status or benefit

amount. Only means-eligible families are selected as participants.

The ratio of family income to family guarantee used to screen out higher

income families is determined by practical rather than theoretical considera-

tions. The ratio is that which provides a set of probabilities which result

in the most reasonable number of participants and benefits when compared to

national controls.

The participation rates applied for prereform and postreform law are listed

in table 3-7. The eligible population used to derive these rates passed income

screens of three times the guarantee for AFDC-UF and GA families. No income -
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TABLE 5-5

STATE AFC MAXINWI PAYMENTS AND FAMILY SIZE AJUSTMENT FACTORS
(based on faily of four)

Current law reform law'

oivain Sat NAY7 ADJAR MAXPAY7 AD3ARCensus Division state 5

Massachusetts 5110 15 5112 15

Rhode Island 5194 15 5196 14
Naw Enqland Connecticut 7419 5l5 7421 15

Malin 4900 21 4901 21
New Uamsphire 4565 12 4566 12
Vermont 7064 14 7086 14

Kid-Atlantic New York 7221 15 7223 15
Kid-Atlantic New Jersey 4883 17 4864 16

Pennsylvania 4955 15 4956 15

Ohio 4385 17 4386 17
Indiana 3934 19 3936 16

East North Central Illinois 4498 16 4500 16
l'Ichigan 6130 16 6132 16
wisconsin 7095 14 7098 14

Minnesota 5806 15 5808 15
Iowa 5998 15 6000 15

West North Central Masouri 4594 16 4596 16
North Dakota 5020 18 5022 18
South Dakota 4456 12 4457 12
UebsaskA 5495 16 5497 16
Kansas 4607 12 4608 12

Delare 4306 '18 4.iu8 18

South Atlantic aryland 3712 16 3714 14

District of Coluia 4361 18 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
Florida 2759 17 3496 12

(continued)
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TA3LE 5-5 (continued)

STATE AFDC MAXIMA PAYNIEITS AND FAMILY SIZE AD3USTMENT rAC70RS
(based on family of four)

Current law reform law-

Census Division state AAY A $Y A

Kentucky 3125 21 3496 12
East South Central Tennessee 1901 17 3496 12

Alabama 2303 20 3496 12
is isasippi 1679 20 3496 12

Arkansas 3137 15 3496 12
West South Central Louisiana 2754 21 3496 12

Oxlah*ma 4781 18 4782 18
Texas 679 19 3496 12

MOntana 5182 25 5184 24
Idaho 5153 is 5154 15
Wyoming 4097 10 4098 10

Mountain Colorado 4247 17 4248 17
Now Mexico 3149 16 3496 12
Arisona 2759 18 3496 JL2
Utah 5960 17 5902 18
Nevaa 4193 16 4194 16

Washington 6737 15 6739 15
Or-mon 6166 16 6168 16

Pacific California 6508 16 6510 16
Alaska 5896 11 5898 11
Hawaii 8895 14 8090 14

S01UN3 Pat Doyle, "Creation of a 1980 Data Base for Purposes of Determining the Relative
Impact of the Social Welfare Refom Amenents of 1979" (Washington, D.C. MathmaticA, Policy
Imsearoh. nc., 1979, p. 22), 190 parameters inflated to 1982 dollars.

I
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TABLE B-6

DISREGARDS AND UNIT SIZE ADJUSTMENT FACTORS
(based on family of four)

Census Division State LOD ADW

New England

Massachusetts
Rhode Island
Connecticut
Maine
New Hampshire
Vermont

Mid-Atlantic

East North Central

West North Central

South Atlantic

East South Central

West South Central

New YOrk
New Jersey
Pennsylvania

Ohio
Indian
Illinois
Michigan
Wisconsin

Minnesota
Iowa
Missouri
North Dakota
South Dakota
Nebraska
Kansas

Delaware
Maryland
District of Columbia
Virginia
West Virginia
North Carolina
South Carolina
Georgia
Florda

Kentucky
Tennessee
Alabama
Mississippi

Arkansas
Louisiana
Oklahoma
Texas

(continued)
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60-58 0 - 80 - 6

0
0
0
1

158
0

0
0
1

338
787
233

0
0

0
0

127
1
1
0

116

415
1227

362
62

1227
1227
1227
1227
1227

1227
1227
1227
1227

1227
1227-

1
1227

0
0
0

- 265
.44

0

0
0

- 13.5

- .38
- .02
- .44

0
0

0
0

- .85
-128.5
- 39.5

0
.42

- .43
.16

- .41
- .68

.16

.16

.16

.16

.16

.16

.15

.16

.16

.16

.16
-183.5

.16
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TABLE B-6 continuee)

STkTE LOW BENEFIT DISREGAIDS AND UNIT SIZE ADJUSTMENT FACTORS

Census Division State LBD ADO

Montana 1 - 359.5
Idaho 0 0
Wyoming 625 .34

Mountain Colorado 425 - .24
New Mexico 1227 .16
Arizona 1227 .16
Utah 0 0
Nevada 530 - .14

Washington 0 0
Oregon 0 0

Pacific California 0 0
Alaska 0 0
Hawaii 0 0

SOURCE: Pat Doyle "Creation of a
the Relative Impact of the Social Welfare
D.C.s atheatica Policy Research, Inc.,
to 1982 dollars.

1980 Data Base for Purpose of Determining
Reform Amendments of 1979" (Washington,
1979, p. 17), 1980 parameters inflated
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18-MON ADm P08- o rn AND M 0 PARTICzPmU p80 .M2Tx11
(gurosst)

current 4 reorm ouu a eform maMmt only. reform *ly .. t & r.f
C406mo Olviso t" 145 AlC---plermmt ANDC-2-permt *0-A APDC-i CA

pssacgiuse.trs 42.4 100.0 41.9 100.0 5S.0
Sho Islads 2N2 00.0 22.0 2. 59.

NOW rmIand Comnoltaicut 16.0 80.2 16.8 2,.l 41.
Nale G 9.4 100.0 0.0 635 30.
sa MEM6hire 46.4 71.1 0.0 45.2 25..
V5ont S3.0 63.3 14.8 24.5 0.0

559 To0m s0.2 89.4 34.5 44.9 95.5
mud -AtIaric nw rsay 45.8 200.0 57.4 74.9 100.0

twiaIylvRAn1 46.2 100.0 100.0 100.0 100.0

Oio 51.2 100.0 100.0 100.0 72.1
Indian& 29.2 100.0 0.0 57.5 0.0

Iest nrth central Il.Lnos 35.0 100.0 72.7 94.S 100.0
NACi"l9n 32.6 100.0 66.6 4.6 61.6
Wisconsin 30.5 100.0 21.8 41.4 10.4

nnesota 25.4 100.0 33.2 43.2 2,.4
z4w 62.9 100.0 29.9 38.9 0.0
Missouri 44.4 100.0 00.1 1.2 100.0

Vast North Cetr&a North Dakota 56.9 100.0 0.0 57.S 80.0
south CDlOt& 30.2 100.0 0.0 57.5 6.2
Nubraska, 9.1 86.3 16.3 21.2 0.0
KNtais 47.9 100.0 ,4.1 57.3 27.9

Dolmawre 39.7 100.0 100.0 300.0 73.9
Maryland 06.9 100.0 83.4 100.0 100.0
District of Columbia 100.0 100.0 100.0 100.0 300.0
Virginia 40.0 91.7 0.0 91.9 300.0

South Atlantic West vlzijWa 100.0 100.0 41.5 1 80.0 100.0
North CarolLna 60.9 70.8 0.0 88.4 100.0
south C&Mlia 30.2 100.0 0.0 100.0 6.3
Georgia 42.4 100.0 0.0 100.0 100.0
Plorld. 40.7 91.9 0.0 91.9 0.0

rintuciy 61.9 100.0 0.0 100.0 0.0
eeat South Central TMIi a 4,.0 100.0 0.0 100.0 0.0

Alabam5.4 100.0 0.0 100.0 0.0
5LLasi88 pp 94.8 100.0 0.0 10.0 100.0

Jrkaom" 43.2 100.0 0.0 A00.0 0.0
v3oth Central la" 34.1 100.0 0.0 100.0 300.0

SI.9 68.6 0.0 77.2 100.0
N 15.) 67.5 0.0 75.9 0.0

(Cotnud

-4<D



14-? W-7 tntmnmed)

i- uIM AM POU1-MPOm ArDc *1o GA PA~rzC]PA[ou PmoUamILTmi

(percent)

Cus olvial* stat A1D--at WG-2p"Vt AFDC-W APDC-W CA
Nont[4mi is.9 ii5o5 21 .? 29.2 11o.
Idaho 10.7 86.3 0.0 36.0 0.0

46.4 54.6 0.0 31.3 6.7
N*Mtajft 56.4 100.0 31.4 40.9 1.0

view IaWo 3,.3 02.0 0.0 52.7 62.4
A'laam" 62.4 56.9 0.0 32.6 100.0
Ucak 15.5 04.9 45.9 59.7 12.1
Nova" 0.0 45.0 0.0 35.6 0.0

3ashkagtaf 31. 60.2 42.0 54.8 23.1
off"On 45.2 100.0 49.2 "4.0 1.0Pacitto Caaltornm 36.1 100.0 63.2 82.1 14.4
A] a a 18.5 94.0 0.0 42.9 0.0
Mmmfal 48.0 100.0 33.0 53.9 4.4

SUlo 0| Mhinoa PolICy lbs@aach. I=. W4 SocLal Amd SCLOntifi c lyutAi b d an silomiLon dated 0 er 21. 197, 99
3. 1960.
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screen was applied to the AFDC population. Sensitivity testing shoved that

lowering the income screen reduced caseload to unacceptable levels. Raising

the screen increased the eligible population but allowed more lov-benefit units

to be selected for participation, resulting in an unacceptably low total benefit

amount.

Note that for programs in many states, the participation probability for

means eligibles is equal to I. This is because for 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 9-8. These percentages are applied against simulated

benefit amounts to determine federal ani state fiscal liabilities.

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 and 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 8-9. The administratative cost of the Food Stamp program are

not estimated.

HR 4904 insures state fiscal relief 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 liabilities. States also

receive fiscal aid through Emergency Needs block grants. Maximum grant amounts

to the states are listed in table 8-1l.
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fRCEN 0 TOTAL AFDC

TA=L 9-8

DENEFZTS TAT ARE FEERALLV FINANCED

Current RefoMCensus Division state AFDC and AFDU AFDC Am'D

New England

Mid-Atlantic

East North Central

West North Central

South Atlantic

Massachusetts
Rhode Island
Connecticut
Maine
New Hampshire
Vermont

New York
New Jersey

'ennsylvania

Ohio
Indiana
Illinois
Michigan
Wisconsin

Minnesota
IOwa

Missouri
North Dakota
South Dakota
Nebraska
Kansas

Delaware
Maryland
District of Columbia
Virginia
West Virginia
North Carolina
South Carolina
Georgia
Florida

51.62
57.00
50.00
69.74
62.85
68.02

50.00
50.00
55.11

55.46
57.86
50.00
50.00
58.53

55.26
51.96
60.66
50.71
63.80
53.46
52.35

50.00
50.00
50.00
57.01
70.16
67.81
75.43
65.82
56.55

56.46
61.30
55.00
72.77
66.57
71.22

55.00
55.00
59.60

59.91
62.07
55.00
55.00
62.68

59.73
56.76
64.59
55.64
67.42
58.11
57.12

55.00
55.00
55.00
61.31
73.14
71.03
77.89
69.24
60.90

66.13
69.90
65.00
78.82
74.00
77.61

65.00
65.00
68.58

68.82
70.50
65.00
65.00
70.97

68.68
66.37
72.46
65.50
74.66
67.42
66.65

65.00
65.00
65.00
69.91
79.11
77.47
82.80
76.07
69.59

(cositinued)
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TABLE B S (continued)

PZAr OF TOTAL AFDC BIWITS THAT An FEDERALLY FINANCED

current Reform Reform
Census Division state AFDC: and ATMX AFC

Kentucky 69.71 72.74 78.80
Tennessee 68.68 71.99 78.22

East South Central Alabama 72.58 75.32 80.81
Mississippi 80.61 82.55 86.43

Arkansas 72.06 74.85 80.44
West South Central Louisiana 70.45 73.41 79.32

Oklahoma 65.42 68.88 75.79
Texas 6.42 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 53.71 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
Oregon 57.29 61.56 70.10

Pacific California 50.00 55.00 65.00
Alaska 50.00 5S.00 65.00
Hawaii 50.00 55.00 65.00

SOURCE: Social and Rehabilitation Service, Characteristics of State Plans for Aid to Families
with Dependent Children Undert the Social Security Act Tit!e IV-A (Washington. D.C.: U.S. Deartent
of-Health, Education, and Welfare, 1978, p. 238). The matching percentages for FY 1980 and
FY 1981 which have been published in the Federal Register, Vol. 44, No. 36, February 21, 1979,
pp. 10553, were not yet implemented in the model at the time the study was undertakn..

Js,
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TABLB 9-9

AFDC ADMINISTRATIVE COSTS

Prereform

Total dMainistrative Cost ($Sillion) 1480
Simulated Benefit Payments ($million) 10931
Ratio of Adinistrative Cost to Benefits .13539
Federal Share (percent) 50

Postreform
Benefit Payment Related Costs

Total Administrative Costs ($million) 1476
Simulated Benefit Payments ($million) 12682
Ratio of Administrative Costs to Benefits .11638
Federal Share (percent) 50

Data Processing Related Costs
Total Mainistrative Costs ($million) 15
Simulated Benefit Payments ($million) 12682
Ratio of Administrative Costs to Benefits .00118
Federal Share (percent) 75

Administrative Impcovement Costs
Total Aministrative Costs ($million) 67
Simulated Benefit Payments ($Sillion) 12682
Ratio of Administrative Costs to Benefits .00528
Federal Share (percent) 7S

SOURC3 Current Lay--Congressional Budget Office, An Analysis of the
Administration's Social Welfare Reform Amendments of 1979, (Staff Draft
Analysis, Washington, D.C.: October 1979)

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

-65-
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TAILE B-10

STATE EXPENDITURE MAXIM MS FOR AFDC AND AFDC-UP UNDER REFOR14 LAW

Census Division - State

New England

Mid-Atlantic

East North Central

West North Central

South Atlantic

East South Central

West South Central

Massachusetts
Rhode Island
Connecticut
Maine
New Hampshire
Vermont

New York
New Jersey
Pennsylvania

Ohio
Indiana
Illinois
Michigan
Wisconsin

Minnesota
Iowa
Missouri
North Dakota
South Dakota
Nebraska
Kansas

Delaware
Maryland
District of Columbia
Virginia
West Virginia
North Carolina
South Carolina
Georgia
Florida

Kentucky
Tennessee
Alabama
Mississippi

Arkansas
Louisiana
Oklahoma
Texas

(continued)
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Amount

196.6
22.5

103.6
12.9
8.1
8.9

912.0
212.6
307.9

199.7
43.3

359.2
382.0
107.7

72.3
55.1
73.9

7.1
6.0

13.9
33.2

13.2
65.2
29.4
64.4
13.9
38.0
9.8

27.0
70.9

21.0
18.8
21.4
10.4

15.7
30.8
24.7
30.3
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TABLE B-10 (continued)

STATE EXPENDITURE MAXIMUM1S FOR AFDC AND AFDC-UP UNDER REFORM LAW

Census Division _ State Amount

Montana 6.2
Idaho 6.2
Wyoming 2.4

Mountain Colorado 34.3
New Mexico 8.7
Arizona 14.6
Utah 14.6
Nevada 3..3

Washington 88.6
Oregon 61.0

Pacific California 874.6
Alaska 7.1
Hawaii 47.0

TOTAL 4812.3

SOORCEt Computed by Mathematica Policy Research, Inc.# and Social

and Scientific Systems, Inc. based on simulation dated January 8, 1980.

-67-
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TABLE B-li

EMERGENCY NEEDS POGRA CK GRAMTS FOR FY1982
(million of dollars)

Census Division State

New England

Kid-Atlantic

East North Central

West North Central

South Atlantic

East South Central

West South Central

Massachusetts
Rhode Island
Connecticut
Maine
New Hampshire
Vermont

New York
New Jersey
Pennsylvania

Ohio
Indiana
Illinois
Michigan
Wisconsin

Minnesota
Iowa
Missouri
North Dakota
South Dakota
Nebraska
Kansas

Delaware-
Maryland
District of Columbia
Virginia
West Virginia
North Carolina
South Carolina
Georgia
Florida

Kentucky
Tennessee
Alabama
Mississippi

Arkansas
Lousiana
Oklahoma
Texas

(continued)

-68-

Amount

1.0
2.9

- 1.1

0.4
0.4

26.9
9.1

12.8

8.8
2.6

13.2
13.5
4.3

2.8
1.9
3.3
0.3
0.4
0.7
1.4

0.6
3.5
1.8
2.8
1.1
3.2
1.8
3.0
3.6

2.7
2.2
2.4
1.9

1.3
2.9
1.6
3.9



88
TABLE B-11 continuedd)

EMERGENCY NEEDS PROGRAM BLOCK GRANTS FOR rY1982
(million of dollars) '

Census Division State Amount

Montana 0.3
Idaho , 0.4
Wyoming 0.1

Mountain Colorado 1.14
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

SOURCEi Social Welfare Reform Admindments of 1979, Report
from the Committee on Ways and Means No. 96-451 (Washington, D.C.s
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 programs 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 by 26 of them.

This kind of pattern has recurred; measures come along, and are
made optional. They gradually are adopted, and then reach the
point where most States have adopted them. The question then
becomes, should this program be required of all States? These
constitute, in-many ways, the continuing agenda; it is an agenda
replete with ideas that were implicit in the legislation when it was
first adopted in 1985.

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-po-ma

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 having given among the highest
levels of benefits, and the most extensive coverage, we appear to
have reached a point where there are no longer the resources in
the . InN economy to maintain lloanc otnw of common pof"lo. In New York, the bsk a81an of welfare reciplents, o(
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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, and 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 pursuit 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 once made by Friedrich Nietzsche that "many are stubborn in

pursuit of the path they have chosen, few in pursuit of the goal." 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

abi-tt getting there from here. I think it is particularly appropriate to

hold hearings on "How to Think Abouf Welfare Reform for the 1980s" and, as

you suggest, to take another look at the "assumptions, objectives and

analytic modes that have characterized most deliberations about welfare

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 welfare reform, based on my recent book, Welfare, to a volume which attempts

to deal with a number of policy questions facing this country in the 19806.1

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

main findings and conclusions. Like all findings and conclusions, 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 private economy, combined with an explo-

sive increase in 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 inefficiencies 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 our vast

array of welfare programs by only two basic criteria:

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

-- the &dequacy of the amount of help they do receive

the picture changes dramatically. Judged by these two standards alone our

welfare system has been a brilliant success.

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

loover Institution Press, 1980, 868 pp., $20.00.

-2-
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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 those programs that are not needed, to reexamine

oncf 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 majority--

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 ff.

.-They 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 problem,

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 insistent clamor for radical welfac reform. It is important

to note and remember that this clamor for radical welfare reform coes

-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 build 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 reform

depends, to a large degree, on what the American people want. And right now

they want reform that ensures adequate help to those who need it, eliminates

fraud, minimizes cost to the taxpayers, and requires people to support
-4-
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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;

(1) Reaffirm the needy-only philosophical approach to welfare and

state it as explicit national policy.

(2) Increase efforts to eliminate fraud and abuse.

(3) Establish and enforce a fair, clear work requirement.

(4) Remove inappropriate beneficiaries from the welfare rolls,.

e.g., strikers and college students.

(5) Step up efforts to enforce support of dependents by those who

have the responsibility and are shirking it.

(6) Improve the efficiency and effectiveness of welfare administration.

(7) 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 INSTIUTION

The Hoover Institution at Stanford University consists of a specialized library
and archival depository as well as a center devoted to advanced interdisci-
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 social 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-
des, 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 198s, Peter Duignan and Alvin Rabuhka, editors
0 190 by the Board of Trustees of the Leland Stanford Junior University
All rights reserved
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VI

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 povP,:ty 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 welfarie._Tlask 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 United Stales (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 classes to the
low-income class. Millions ofgovernment 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 being 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.2

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 underreporting and nonreporting" should be taken into
account when using its statistics.

Bick 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 thle
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.' 3 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.",4

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), decidr'd
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 determining 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 stxdy decline in the poverty level since 1968, and (2) the degree of
poverty had s'irunk 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
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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 in its true dimensions." 9

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." 10 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 welfare 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
economi-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 private
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 (SS1), 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 are, 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."' 2

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 ke, 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 ovef $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 brilliant 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
itre "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 segrhent of the society, and often
little or no fought 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. 13

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.

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 disincentive 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 earnings 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 a 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 c6st. 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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rates of taxation than the nonpoor.
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 asa result
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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and for Wage Earners

100

90-
MARGINAL TAX RATES80 FOR WELFARE RECIPIENTS

70
W

j 40-

Z 30 MARGINAL TAX RATES
S .FOR WAGE EARNERS

70

ANNUAL INCOME (thousands of dollars)



109

Martin Anderson / 151

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 family 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. Is

As Aaron points out,

The rr~arginal 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 as 80 percent, and brings it to 73 percent over the
income range from $4,000 to $8,300. When earnings 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 earnings. 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-
stantially higher 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.

60-SB2 0 - $0 - 8
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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 ServiceThe 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 $4,900 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 tern-s of
work incentives. For many people it is.Jwe 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, with 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 wap
transferred from the taxpayers to those without incomes, the more the
criticism grew.

Books were written about welfare reform. President Johnson made
the war on poverty his major domestic concern. President Nixon pro-
posed a "Family Assistance Plan" as his domestic policy-centerpiece.
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George McGovern tried to get his campaign roving 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 imArtant 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, 'nd that even mild incentives will encourage them to leave
the welfare rolls and improve their standard of living.

At the heart of the guaranteed incomeIapproach 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 a-nd 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 n'Eimber 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 programs, 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 wili'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." 19

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." 29

THE EFFECT OF WELFARE ON WORK

One of the most important questions that should be asked 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 if a_
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 compunction 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 (he 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 nature, 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 it 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 advocate 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 is people would not overeat on sweets
after a couple of weeks, assuming they would not have to pay for
them." 21

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. 22

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 cleat-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 plans 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 increasingly high marginal
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 imposed 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 inconte 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 income, 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
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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."23

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 t~at bowling, fishing, wolkng 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 (19), 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 dealing 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 would 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 newwelfare 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 modem 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 question 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 additional 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. Eve6 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 wouldbe 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
finance ial incentive to work was almost nonexistent.

A third major consideration affecting the political feasibility 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
typical family of four cannot fall much below $6,000 a year; 2) the total
effective 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.



124

1(6 / 'W'LFARE REFORM

The three basic elements involved in any radical welfare reform
plan-the level of benefits, the riarginal 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 ot 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.

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-shoukLnot 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 millions 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."' 25

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 an 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 wh6 will
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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 levels7 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
up.

Politically, 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."'26

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,27 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 I shows, the vast majority of those who
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TABLE I

Distribution of Welfare Recipients by Pro-Welfare
Family Income Clas under Current Welfare Policy

and under President Carter's Welfare Reform Plan (PSJI)

Number of Number of
People People Number of

Receiving Receiving People
Benefits under Benefits under Added by

Current Carter's Carter's Percent
Family Income Class Welfare Policya Reform Plan Reform Plan Increase

Less than $6,000 2 5.6 00.00 0 b - 26,900000 1,300,000 5
$6.000 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
$15.000 to $24,999 2,600,000 6,600,000 4,000.000 164
More than $25,000 r 600.000 1,000.00 400,000 67-

TOTAL 44,400,000 66.000.000 21,600,000 49

Source: Robet . Reschauer. Assistant Proctor W Human Rsources and Community Devopnent,

tion's welfae Reform Prpsl coe 3 97 e13, abe ,(a. elminar estmats a of
October 12. 1977. Based on earuier CBO studies, an average family size ol 2.824 was used to convert

numbers ofamilies to people.
81priEdes Aid to Families with Dependent Childrn, Supplemental Security Inomne, state general esuls-
wrev*. food starnps, and the earned come tax redit.
bNumbo of people rounded to nearest 100.000.

would have received welfare checks for the first time were in the
middle-income group; and a few were in the upper-income 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 ahd
$10,000 a year would have increased by 36 percent.

But the greatest impact was to be in the income brackets between
$10,000 and $25,000. Carter's planwould have given welfare benefits,
including earned income tax credits, to 11.6 million mote Americans
whocome from families earning between $10,000and $15,000 a year, an
increase of 322 percent.-in the number dflamilies. And 4.3 million
Americans who now receive no- welfare and,-coe from families with
incomes between $15,000 and $25,000 a year.w0uld also.have bene-
fited-a 154 percent increase (see Table 1). "

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 P11Jl %ould
have come from America's middle-income class. There was to have
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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 received so0me form of
welfare. Effective marginal tax rates would have remained very high and
acted as a serious disincentive to work. The administrative 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 thrusteof Carter's plan was to further the idea of a guaranteed
income, expanding welfare into the heartbf 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
surprised that President Carter's plan failed like the rest. From past
experience, however, one can-with some confidence predict that new
plans will soon spring, phoenix-like, from the intellectual ashes of the
old ones.,

WHATCAN BE-DONE

There are two ingredients necessary to a successful program of
- welfare reform. First, it nwst be built on a clear and acurate perception
of thp current naturg.of 'the welfare system in .the United States;,and,
second, it'must be giddedby a deep appreciation for the attitudes of
Americans toward carinig for people who cannot care for themselves. A
plan for Tradical welfare reform that assumes the curtent system js
virtually a total failure and does-not take into account the public's
hostility toward any form of a guaranteed income will ultimately fail, if_
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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 reorientin& 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. 1f(
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: Reaffirm 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 accompanied by
massive changes in deeply held public beliefs. A major change in either
direction is possible, but until such change! 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
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criteria for judging specific changes in welfare programs are ,muiky,
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 national welfare
policy would not eliminate this, but the presence of clear principles
against which specific actions -could 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' thf re 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 costsavings and would greatly help
restore confidence in and respect f6r the system. And it would wipe
away the stigma of cheating from those who validly receive welfare.
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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 effective 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 unworkable. 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 that we reexamine
our commitment to using financial incentives to encourage people to rq-
move themselves voluntarily from the welfare rolls and find work. The
idea of using financial incentives to nduce people to get off the welfare
rolls is faulty in principle. It attempts to persuade people to do something
they should be required to do. 4f 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 people 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 frormi the welfare rolls.

Point Four: Remove inappropriate'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 regulations
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
are on welfare. In many cases the answer is simple: a father deserts his

. family 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 enfo-cement 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 thdt 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. If 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
inspe ftor, 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."2 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 improved 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
recommend to him a set of specific actions. The &nommission worked
intensively for alhnost two years and concluded:

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

#A
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functions it can handle... [andi reserve National action for residual
participation where State and local governments are not fully adequate,
and for the continuing responsibilities that only the National Government
can undertake."

Public opinion Folls now indicate strong support for such a shift. A
1976 nationwide Ha rris survey posed a number of propositions and asked
whether the statement applied more to the federal government or to state
government. Tht results revealed that the majority of the American
people felt that state government was "closer to the people" (65% to
12%); state governments 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 "gives the taxpayer less value for
the tax dollar" (44% to 23%).30

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-stite, local, or federal-should make
key policy decisions in regard to welfare, the American public favored
state and local governments over the federal government by a margin of
56 percent to 39 percent. Five percent were undecided.31

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, perhaps with some linpit as
to ihe 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 eilcourage the growth of private charity? In addition, the
current lihit on the amount'of charitable contributions that is deductible
in computing taxable income should be raised significantly. If pursued

JV
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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 reform plan that hewed to these seven
basic principles could go far toward restoring equity 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
requires 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 requires people to support themselves if they can do
SO.
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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
WindfalloProfits Tax in the Longworth Building. He has asked that
I include in thexecord, 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:]

OpNiNo STATEMENT OF SENATOR DoLE
Once again the distinguished Chairman of the Public Assistance Subcommittee 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 project to test
the effects of a guaranteed income. The results of that project, the Seattle-Denver
Income Maintenance- Experiment, are still being studied, but the preliminary find.
ings indicate that individuals work les 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.

Regardless of what final determinations are made from a study of the results of
the Seattle-Denver experiment, I believe we have learned four important lessons.
First, there is a lot we do not know about the effects of welfare policy changes on
individuals and families covered by public assistance programs. Second, even rela-
tively minor changes in welfare programs may have % significant impact on the
behavior of program participants. Third, thicre are real dangers in moving in the
direction of greater federalhzation 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 tru4y 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 Long, 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/decentralzation/
demonstration approach to welfare reform because it offers the greatest advantages
for decreasing dependency, controlling costs and improving the quality 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 aspects 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 these hearings.

Senator MOYNIHAN. With that, we go directly to our second
witness scheduled to appear, Mr. Anthony Morelli, who is vice
president of the Economic Development Council of the city of NewYork.
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Mr. Morelli, good afternoon, and we welcome you to the commit-
tee.

STATEMENT OF ANTHONY MORELLI, VICE PRESIDENT, ECO-
NOMIC DEVELOPMENT COUNCIL OF NEW YORK CITY, INC.,
ACCOMPANIED BY WILBUR K. AMONETTE
Mr. MOREL. 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 MomINiHA. Mr. Amonette, good afternoon, and we wel-
come you.

I wonder if I could interrupt youjust a moment to say that as
you all observed, my good friend and colleague, Senator. Heinz has
been able to appear.

I wonder if you would like to say something?
Senator Hinrz. Mr. Chairman, I will -put a statement in the

record. I just want to commend yo i 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 HEINZ. The junior Senator from Pennsylvania appreci-
ates that recognition, and I do not wish to take any more time.

[The prepared statement of Senator Heinz follows:]

PmARED STATEmENT 1Y SENATOR JOHN HiuNz
Mr. Chairman, first, I would like to compliment the junior Senator from New

York for his initiative and hard work in arranging 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 thought upon the principles and priorities relating to ourwelfare system. I might add that it is only fitting that Senator Moynihan, rocog-
nized as a national expert on welfare issues, should be leading these hearings.
Unlike some hearings, 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 appropriate rhetorical flourish, which, I listen 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 to-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?

What 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
assurance that all those truly in need will be reached?

What specific steps can we take to reduce the incidence of unqualified individuals
taking advantage of the welfare system, and thereby ripping off the hard-workingairyer?
ta&t is the beet way to-break the cycle of welfare dependency, and assist

individuals on-welfare to become productive members of our society?
Finally, should we'be thinking about fundamental and far-reaching reforms of our -

welfare system, or are modest, incremental changes the only realistic approach?
Mr. Chairman, it is my conviction that our present welfare system needs to be,

can be, and must be improved. Far too many individuals are not getting the help
they need; far too many individuals are getting help they neither deserve nor need;
and far too many individuals are caught in a Kafkaesque web of welfare depend-
ency from which there appears no escape.

I, therefore, again, commend you for your initiative in commencing these hearings
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, aind where we
want to go in the area of welfare reform.

Thank you, Mr. Chairman.'-
Senator MOYNIHAN. Gentlemen, will you proceed?
Mr. MoRaU.i. Thank you, Senator.
I have presented testimony for entering' into the record, and

what I would like to do is' to Ju4t very briefly read a summary of
that testimony.

Senator MOYNIHAN. You may do just as you wish-
Mr. MoRzw. The Economic Development Council is an inde-

pendent nonprofit organization established in 1965 to help bring
the capabilties.of the business community to bear on vital urban
problems, 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
taNew 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 prog am.

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, Row 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 legislation.

We are, of course, aware that any system that deals with the
problems of the or in a city as irge as New York will, of
necessity, be complex and expensive to administer. In summ
these problems, it is almost impossible to portray-acCurately the
administr(tive 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
State for both Federal and State mandated programs. It must
operate in a political environment in which its clients wield consid-
erable political power and regard welfare as a right. ",

In addition, the, Civil Service regulations and extensive labor
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 liability that has the poten-
tial to disrupt the citys precarious-financial plans for future sol-
vency..

I would like to briefly summarize the ma)or problems involving
the Federal level that inhibit New York City's ability to manage
welfare programs effectively:

First, the complexity and frequency of change of the eligibility
and grant level determination criteria imposed on the city, which

-force its high error rates, creates excessive administrative costs,
c0nfuses'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 Cit which is there on Mr. Aiionette's Hght. I will
also leave a cop1 of the decision tabled pro ect, which is a pilot test
in New York State that attempts to codify the rules anra -
tions into a more 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 fragmenting the responsibility for monitoring,
control, and decision king.

Third, the third problem is the fra mention of the organiza-
tional structure at the local level, which reflects the fragmentation
at the Federal level. Funding policies seem to encourage Luilding
organization components for each new program that is mandated.

Fourth, Federal program requirements, especially those involv-
ing quality control, ofteil fail to consider the unique problems of
administration facing large cities. /

Fifth, requirements for due process protection of individual
rights, and encouragement of maximu participation in programs,
and the mandating of community participation in policymaking
have created administrative and financial problems m New YorkCit.ith, the time requirements for implementation of new mandat-

ed programs or major changes in existing programs are often unre-
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alistic and do not reflect delaysn promulgation of rules and regu-
lations IY Federal and State agenoaes, nor do they reflect the

t 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-
tioris:

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. Thepolicy
should replace the present patchwork programs which have devel-
oped over many years through numerous 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 by 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 Yoik City. Any formula f~r
calculating the Federal financial share for mandated programs
should reflect the relative cost of living as well as tho overall
impact on the local taxpayers.

Third, 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 ofAgriculture and
the Department of Labor. We believe that a properly structured
single Federal agency should have responsibility for all programs
relating to assisting the poor, and reducing 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
population 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

, f
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which can be compared in light of any unique situation as illus-
trated abcve.

Fifth, future Federal legislation should be less concerned with
detail 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 effective methods of operation. It should also
reduce the burden of obtaining detailed approvals for manYf 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 include 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 F deral 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.

In spite of such progress, we believe it is important that Congress
and the Department of Health, Education, and Welfare consider
the unique problems of New' York and other major cities when
enacting 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 in our country contain the majority of citizens
who must be provisied 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.

Good, sound administration makes more effective use of limited
resources and provides the maximum benefit to the poor 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 Vou did so like an administrator
and a manager.

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

rojectifns of fiscal- flows resulting from H.R. 4904, (the bill passed
Sthe House) in fiscal year 1982, they made an estimate of the

addtional Federal expenditures.
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Then, they took the hypothetica-,case that there would have to
be a surcharge on the Federal personal income tax to pa for thisprogram-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.

New York State under this proposal, would receive 10 cents of
benefits for every dollar of tax under the new program. The happy
Commonwealth of Pennsylvania would receive 37 cents for-every
dollar.

When was the last time that you were able to say with complete
candor, Senator Heinz, that Pennsylvania has gotten back 37 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. Neighbors 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.
Senator MOYNIHAN. I will ask two questions that I know are

" rtant to what we are going to have to consider.
Senator Dole indicated in his opening statement that he and

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.

I suppose that this is the maximum of local flexibility, and you
have been urging that there be such flexibility. How would you feel
about the bloc grant approach which, whatever else, is the most
radical proposal in administrative terms, and in terms of the basic
structure of the SocialiSecurity 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. 6

Mr. MORELL. Basically, we would be in favor of it. The only
problem .that we would anticipate is that even though the funds
would be made available under a bloc grant, the whole effort could
be undermined if the Federal regulatory agencies then bean 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 ke going in that direction, and that the
Federal Govermnent should operate almost like a contractor and
pay for certain services. The local units of government, if they can
operate it effectively, will realize tho difference, and if they cannot,
then they will have to make it up.
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Senator -MoyInIAN. There are those who agree with you,, and
those who verY much don't. That is why you have gotten into this
business only 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 so. There 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 presses 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? i a I

Mr. MoRmzu. 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 1to 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 MoyNTA. 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. MQax. But there are financial incentives being considered
for localities or States that have error rates below certain percent-
ages. That is where it does not recognize the uniqueness of New
York City.

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 something cities such as Philadel-
phia and New York could realistically attain?

Mr. Moustw My personal opinion is that 4 percent would be
impossible in New York.

Senator MoymiHA. In effect, It is a penalty imposed on New
York City.:You' know in advance that you'are n6t 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, Oecause you don't assess the enor-
mity'of the mistake. A 4-percent rate is just a penalty on urban

W=do0oyu do in Pennylvaninon error rates?
Senator Hmziz. Lately, we have been living in fear that it would

be discovered that the previous administration, which was under
another Governor I hitfn 6o2 add, as being the fourth or fifth
worst im the United States: Happily since tLen the error rate has
improved dramatically. 2.i

SWtnator MoYutiAN. But there is an irreducible minimum rate of
error in any large and complex enterprise. Insurance companies
have error rates. TMfy know ,wh4t 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 Suppose. 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. MOREJL. ff 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 system 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 HRINZ. 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.

The first question is whether you believe that a decentralized
approach to welfare reform, which gives greater control to the
State and, local governments, 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
Pnoment ago.

Mr. MORSLL. It is a very difficult question'to answer because 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 ina position to decentralize to the point where they
would fund programs without really having any control over them.
You have to have some control.

Really, the definition of "decentralization" is the question.
Senator HriNz. -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 ghd standards that are. built
into that. There is flexibility in that, as1 understand it.

Mr. MOREL. Basically, It. dogs follow what we are recommend-
ing. We are recommending the same thing. So, I guess, in Ahat
context decentralization would ) something .that we would.14up-
port.

Mr. HmNz. New York State, and New York City, More specifical-
ly both the Stat6 and the city, are interested in fiscal relief., Would
a blocgrant bei as effective a fWbal relief mechanism as the Alterna-
tive of a higher Federal match for welfare programs? i " *

Mr. Mouw. I really could not anwer that at this pint. I don't
know what the bloc grant fina1ty will involve.'Senator MOYNIHAN. I suppose t is a question oa, the numbers

-used.
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Senator H=mz. Senator Moynihan_ has proposed a variety of
programs.

Senator MovwiAN. 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 MorNm.". Thank you, Mr. Morelli, and thank you, Mr.
Amonette.

[The prepared statement of Mr. Morelli follows. Oral testimony
continues on p. 170.]
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EAE1C.1 VIE_ S L MNS Rv

The Ecz,-.: . " 't Council of New York City.

Inc. has had o%-- s e-e bears' experience in helping the

Human Resources Adrinistration of New York City improve

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 criteria

imposed on New York City inhibits its ability to achieve

lower error rates, creates excessive administrative costs,

confuses clients and encourages attempts at fraud.

(2) In New York City, the welfare system is under a

tripartite administrative control system Involving Federal,

State and City levels. The funding participation formula

discriminates against the city. The three-level structure

also creates problems by fragmentating thd responsibility

for monitoring, control, and decision-making.

(3) Organizational fragmentation of programs at the

Federal level is reflected in fragmentation of the organiza-

tion at the local level.

(4) Program requirements often fail to consider the

unique problems of administration facing large cities.
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(5) Requireme' I - d, process. ;: ecti:, cf

individual ri;ht. : - _, i t of maxi,-tr :artici:ation

in programs. and t - c cr of community partici -ti:!.

have created ao::4istrative and financial problems in New

York City-

(6) The time requirements for implementation of rew

mandated programs 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) All 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 providing support and remediation

services to the poor.

(4) All 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) ederal le- ~ ~ r~ac

maximum local ' e' - : e rated s .

(6) '- ' - s and nilot testing should be

reojired for a!! : eo programs to identify and corrict

problems before they are Imolemented nation-wide.
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STATEMENT OF

, MCRELLI

BEFORE THE U. S. SENATE

PUBLIC ASSISTANCE- SUBCOMMITTEE

OF THE

- COMMITTEE ON FINANCE

1-am ANTHONY M. MORELLI, 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

improve 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 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 no cost.

0 -
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The Economic Develor --rt Council had such a task

force working 0t0'n the \ 'ork City Human Resources

Admintstrat'-: - -: . 1974, and again fro,. 1976

through the % , I as a member of the staff of the

first task forfe and served as Chairman--of the second task

force from 1976 through 1979. During our task force

assistance, we have completed over 90 projects utilizing

about 50 person-years of on-loan executive time. It is

in-ortant to note that our task force work has not extended

to direct involvement in the policy-making activities of

tre Administration. Rather, we have concentrated our

assistance in translating policy into effective management

operations.

Our seven years experience in helping the Human

Resources Administration has provided ample opportunity to

observe the extremely complicated 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 it does

Federal, State and City levels of government, including 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 community in the country, but also because New York

is one of the few municipalities in the country that directly

administers welfare programs. New York's Human Resources

<P



Administration manages a proorar. which involves exoenditires

of over $3.2 billion annually, has a staff of over 20,000,

and numbers its to:ta " ts in the millions.

This testi.-ony will point out some of those problems

affecting New York City which shou-d be considered in pre-

paring future Federal legislation. 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. However, those

citizens who ultimately bear the cost'of such programs are

entitled to assurance that the programs are being provided

in the most efficient, effective, and economical manner

possible..

The success of any administrative structure i's its

ability to produce its output at the lowest cost and highest

level of quality. The ability of New York City to achieve

this objective irv the administration of welfare programs is

largely dependent upon policies and practices mandatedby

Congresswas interpreted by Fedtral agencies.- In.addition,

. New York City's administration of welfare Is also affected

by'requirements'Amposed by-the New York State Legislature

as'1n~erpreted by vartous,'agencies'of the State. In the

.,follow ng remarks, I will conf 4ne myself to those Federal

actions. and requirements that bear upon the'co.sthand quality

.4f deilVering~welfete and social services in New York City.
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I will cover six basic Problem areas and there offer sOrle

suggestions.

The first -a-or problem, which affects both the cost

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

Social Services delivery is the complexity of th6 present

program process for determining eligibility. The present

criteria for eligibility and budget are so complex as to

defy verification, objective evaluation. androutine deter-

mination. The initial eligibility determination for each of

)e major program areas calls for separate applications

involving so many rules and regulations promulgated by both

the Federal and State governments, that it is difficult

for $9,600-per-year clerical employees engaged in the

eligibility process to be able to arrive at higher quality

levels. For example, we found in 1974,and again in 1979,

that the welfare eligibility and budget process calls for

the application of over 750 different rules in determining

eligibility and grant-.level for clients of the'New York City

welfare programs, including, Aid for Dependent Children (AFOC),

Home Relief (HR), and emergency assistance. -The same-

complexities can be found in the Medicaid and'the Food Stamp

application processes.- In the way'ofcoparison, it takes.

a New York State quality control reviewer four days'to

evaluate each case, utilizing a variety of data files the . .

are, not accessible"to the New.York City Income Maintenance

clerk, who interviews and processes paperwork for an average .

of 2.5 new clients per day.

'., * J
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In addition, ea. a*or orograr has var*tions in the

.treatment of cliErt and income that create adrin-

istrative pr,' . . car:-l, in sore cases, an eligible

client is perritted to own a car. In other cases, he or

she may not. Under the Food Stairp and Medicaid Programs,

a client may own a home. But under Public Assistance, the

reciplent must assign his or her interest in the home to

qualify -or aid. Income allowances vary according to age,

program, and family configuration. The entire situation is

made 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

in reducing its public Assistance ineligibility rate from

18 per cent in 1973 to 7 per cent in 1979, there is serious

doubt about its ability to make further substantial improve-

ment under present conditions.
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A second major problem for New York City ar'ses fro, '

the tripartite adninist.'-icr and *undin; o' mandated and

voluntary rro ra::s. .'t- tr4Dartite responsibility,

effective rarage"ent of finance and administration by the

City has become almost impossible. The financial problems

include the formulas that set ceilings on the Federal

share of AFDC and Medicaid costs. New York City pays 25

per cent of the costs of these programs, based upon the per

capita income of New York State. This formula discriminates

against New York City. It also requires the City to provide

,nd in its budget for expenditures over which it has no

control. We are aware of, and support, pending legislation

designated to rectify the formula and provide an equitable

share of-Federal funding for New York City. Even with

the proposed legislation, the threatening aspect of both

AFDC and Medicaid from the City's standpoint is the potential

inherent in both programs for major increases in caseloads

with only limited control over benefit levels or the criteria

for eligibility. These Federally mandated programs do not

consider the City's ability to pay. Over recent years,

New York City has been fortunate to have a declining AFDC

enrollment, butif economic situations were to change

adversely, the additional financial burden could seriously

disrupt the City's hopes for financial recovery and could

compromise the State's credit standing.
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In addition to te obvious financial inec2 :ec in the

present tricart~te ter, a number of administrative proble-

at the local le~e' also effectt this division of respon-

sibility. T.i City is required to adhere to regulations

issued by the Federal and State authorities and must respond

to their requirements with respect to monitoring and inforra-

tion. The major administrative-problem arising-from the

three levels of participation reflects the fact that only

the City is involved with the delivery function, whereas

the Federal and State authorities function as regulatory,

control, and monitoring agencies. The control and monitor-

ing bureaucracy at both Federal and State levels has created

difficult 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, EDC has been involved in such problem areas

as the Child Support Collection and Enforcement Program,

the Food Stamp Program,_and the Welfare Payment Systems.

Enhancement of these programs involved the development of

major computer systems that required decisions and approvals

by Federal and State authorities at various stages of develop-

ment. The inability to receive these approvals on a timely

basis led to serious delays in implementation and incurred

substantial additional costs.

0o-s2 o - ao - 11
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A third major obstacle to increased loca7 efcien€c

is the fractionaliz t,'c t .-- occurs at the -est eed-

levels. ThreE er! . separate Federal departments exer:

jurisdiction over tile Human Resources Administration. The

Food Stamp Progra.: is adninistered by the Department 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 several 'coordination problems

at the local administrative level. Programs developed by

eacn of these Federal entities tend to have their own

eligibility 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 control.

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

Social Services. The departmental structures of these

organizations each have their own areas of responsibilities

and tend to foster the same configurations at the local

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

government. The willingness to reimburse administrative

costs without appropriate attention to cost-effectiveness
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tends to encourage o9er-sptcialization cf organization

missions and tthe res Itart duplication of support and

administrative S'c. !, Ir addition, Federal and State

organizations frequently take a tunnel-visicr approach te

dealing with programs. Each department or agency concerned

with a particular facet of the problems faced by the p6or

tends to develop programs to remedy those particular

symptoms. Again, this encourages fractionalization in

the allocation of resources and the establishment of 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 cities.

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 illegal

aliens, high volume of cases, excessive political pressure,

and a large unionized administrative structure. Nor do

these mandates reflect the extraordinary number of State

rules and regulations and the stringency of quality control

analysis that separates New York City from other cities.
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Fifth, the legitimate concern for due process, guarantee

of individual rights, ard full community participation,when

carried to extretres, hs led to situations that preclude

administrative efficiency. Administrative problems are

created by requirements for notifications, fair hearings for

all terminations of benefits, encouragement of maximum

individual participation, and the dissemination of informa-

tion about programs. These are then further compounded by

the threat of financial disallowances for non-conformance.

TyDical of the constraints under which the programs must

operate 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 Administration mechanically match their wage

records with the City's welfare payment files to detect

fraud and ineligibility errors.

A sixth problem concerns the insufficient time allowed

in the requirements 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 illustrated by the 1977

legislation for Food Stamps, which was implemented in 1979.
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Although it might seer that sufficient tire was allowed,

the regulations were not issued until six rorths before the

required date c" e3tion. New York C tj has rade

great strides in -ox,-terizing its operations to handle

its large volume of cases and the detailed record-keeping

that is required. However, this success carries with it the

difficulty of re-programming computers to accomodate

frequent changes in rules and regulations while insuring the

integrity of the computer systems. These changes in major

computerized systems generally take much more time and

effort 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. In adLditlon to the Federally-related

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

labor union power create situations that increase the

difficulty of effective administration. And finally, they

are caught up in the financial crisis, which makes their

contribution to Federal. and State-mandated programs an

open-ended financial liability that has the potential to

disrupt the City's precarious financial plans for future

solvency.
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In order to reduce sorse of the administeative,

organizational, and !arsz ent problems that should be

addressed by lec lative changes, we offer the follo-inS

sug^3stions:

First, Congress should provide a clear, basic policy

directive for future welfare legislation that will reduce

the need for the adoption of piece-meal, and sometimes

conflicting, legislation. The policy should replace the

present patch--work programswhich have developed over many

years through numerous legislative changes and amendments,

with a cohesive plan that could function effectively in the

long-range future. The policy 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 In the policy. ,The policy

should require only limited 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 to avoid exacerbating financial crisis situations and

the incurrence of discriminatory tax liabilitiesas occurred

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 tax program.
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Third, in deveiop,7 - Dt~re olicy, Con;ress shc'lId

consider the reor~arw Zatior. o; those Fedeeb- agencies that

are now res:-,s'. e . ,arts of the total spectrum of

support for the addition to a review of the

appropriatenessof the oresent organization configuration oF--

the Department of Health, Education and Welfare, consideration

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

progras relating to assisting the poor and reducing their

dependency upon governmIent.

Fourth, the mandated levels of quality for major

urban areas should take into consideration the unique

situations such as: problems caused by a large illegal

alien population, the adequacy of the State quality control

review, and the volume and turnover in the population of

clients. These factors tend to preclude major urban areas

from achieving 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 penalties on the basis of a national

targeted error rate. At the least, there should be uniform

and standard quality control criteria established to insure



184

accurate measurement of error rates for all states usinc

the same criteria. This Will establish reliable measures

of relative ve.alt " , r;ch can be compared in light

of any unique sitL, .'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

efective methods of operations. It should also reduce

the burden of obtaining detailed 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 participation in programs.

Sixth, impact statements for proposed programs should

be required which will identify potential problems In

implementing and operating major Pew programs. It is essen-

tial that such impact statements take into account the

financial and administrative 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.

I



In conclusion, we snold point out that the City of

New York has trade p al progress in meeting Federal

standards of o-r'o, aze and quality in the face of very

difficult conditions. I.e at the Economic Development Council

are continuing to work with the Human Resources Administra-

tion to help improve its administration even further. In

spite of much progress, we believe it is important that

Congress and the Department of Health, Education and Welfare

consider the unique problems of New York and other major

cities when enacting 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 in 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 them 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.

f #l###I P#I#II
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"M.aAtmUM TM, Cu or MW Tea.

ye r. Stale bwlm f
£d ncratoa/~r/nasz.

paom, Rub %xk~omlni, Deputy Afinistrator
for om Maintmnance Prr m A

OUBcJCTS Cbpllanoe with Yood taUp glations.

I would l1W to brtmg to your attenti thee situations wich demostrteth3 difficulties Uat ve mlu-I omplying with pd stap reulatias. .Thom difficulties are not caused go och by the renltions thmmews a ,with the eve3 changig interPrtations of the regulations by LWA ai1 bySMstaff and by the iaderaate advance notice pridd vfeevor the Inte -reta-
tio) don".

1. Situation I - 0siLdcareMtj

Som p:a. recipients receive payment for dhilmar. exwmas they-luour es part of their regular p.M. check. Recipients wI Aebildbi sre enrolled In AD-fWded day care centers, botmvr,do not. In those cam, we cut a separate tveparty cheek rodeout to the day care cter. TIs Mrs. jewo, o child usto an ACO-fu*d day care center, mit t a reglar p.a. pant
of470 a n a mperate check de out to the day carse center fo$70. Mrs. Smith, who has the m sim faumly, p" the smerent, and has the ms childcare xpasms but did not sand herchild to an AU)-funded center would got a p.a. gr nt of $840 outof *hich she Would pay $70 to the day care p-ovider.

Our Ocautr calulate the Ibod 8tmW bmefit dOfferently fortheme two CaMS; although in the erple given they would receivethe m mount of Rlod Stomps. • In calculating Mre. Jon.benefit, in would use an unmed nome (the p.a. nat) of$470 and give no cbhldoar dodctim (since the chick for child-CAre U mde out to the day ca center iratead of Mrs. &ces).In calculating Mrs. tths benefit, m would use an wsearred'noos o-&10ow-ma-th allow a $70 childcare deduction. "0ereIlt is the som as long as Mrs. Wmth's cildcare enans63 not exceed the $90 mxnm det In tho Food Btaup regulatios.

In Jamourn -ebmuar I97, USD aW NY&JS ourwiwprOceure A cocsPter Prognmu related to the-h eing ofehildcar Te nes. Theme procedure tok effect on
"broh 1, 1979.
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in Febnary 179. NM m to USDA to obtain an
Interpretation of as.eiua in the regulations related
to relabursement of childear awmms of ploMd
AC reciptents %No receive an increased p.a. ghat to
cove the coeto of childcare (Ike. Smith's situation).

Mich oor o tw USDA and S emed.
Finally. in Septnc. WIg, USDA wrote to NY S ad-
vising that in this one sltuatiol, childcare is to be
treated as exuipt Ino'e. In otm r= , they unted
us to ca late Mrs. Smth's benefit using a pa. grant

Af $470 ($&U047)- with no thildeare dedt ion.

NYMS lsemed a letter tW OcdaIsalors on (O'tbor 1, 178
advising of tho apl icy and requiring that local
districts chvgs over to the; ne rule. The letter also
stated that the Lotapretation was retroactive to
March 1. 1079. and that all affected p.a. mmes, Whether
currently active or cloeed, be idetified and Issued
retract ive benefIts.

We informd NYMN that the chgsp required modlfications
to our outer program and precedues for staff ad a
staff training program. We stated that v wvld nlappeimt
the chvaee vfeotlve January 1, 10 at the arv turw
would be Inpleonting other chw a s in regulation.

We alsowinfornsed NYSOS that we are urblo to easily
identify the affected cases, that sass maili ng are
difficult to adinister and that it is not proper to
change a rtpaatioo retroactively. his ise has not
been resolved.

In Ortber and Hvurt a, we shared with NMW and !.F
staff by letter and In usetinp, our specifications for
modifications to the oputer prv4rma and our procecnes
for staff. liv child&Ae imm us dismseed in geat
detail, and UD and NYM awmvd the caputer plan
and procedures.

We have ornpleted the mpter system modifications,
have ismuWe proodvz.s and have trained the staff In
the IM Oenters and FV Sites.
0 Decua er 7. 1979. MS lnfonmnd us tha t y reoeied
a r a o 6 M f rom USDA that reoinjrrts

/9o to the Wvit terrted .i
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2. fituatium 2 P-o BUMS.

Iood81s, rgultio roi that omts be round
down to the next loaset whole dollar nmount.at gtmy
step of the td Sump benefit caiculattin. -

In January mad FebtAma 19M9, both USA and hTU
mppovd cur proooedurs and ouivuter pr ra for
rounding ounts, and the prooedwm and conuter
11 took of fect oa I .1 979.

In 8epteiber 1979, NYM Infomod us that the was
$a eat t ur procedues became we did hot rumd
dwn.wekly amomts prior to conversion to senl-
mthly mmounts. - b la P P EW that it ws
not possible to do tbis as. the actual omi-emthly
*dollars and owte are used by the coapater sste-
fpr calculating p.i. grunts, and that if we rounded
wekly mmunts, p.a.- granta would be Issued in the
incorrect aunt.

In October 1979, UWA issued a prooeed regulation on
rounding desIgned to change the current reMulatioe.
In the prowMilI to the reoplations, UD indicated that
lt wuld like to allow States to decide which of three
r dn methods wuld be used In the State. he reason
given m that imy States that usod the ocaster
systes for p.a. aid Pod S s ow unable to Ipltmmt
correctly the prior repilatloe. The premble also stated
that USDA plumed to iams the final regulation in time

• for the January 1960 calculation chu.

In October and Novtrbor 17, we sw t guidsoco fra .
NY&W end UA reerding of the proposed regulatica.
We wer inform d that the. regulat Ion soulca be issued
and that we should plan to impment the new regulation
effective January 1, 980. We sred computer qpeoifica-
tines and prvoe&urs for staff with UD and NGS, and
those were approved. The oapiter preo wet modified.
procedures 'smed, and staff trained and the Food Stmp
Offices have already started to use the new Vrocoduree.
The 11 (Oeters and M staff will begin to follow the new
pmoodree co Jamutry .; 190.

Om Cb ater 7, IM79 NYM3 infqrusd us that USDA Will
not 'ssuo the firia. regulation ih time for a January 1900
iqeeote.tion date, and in fact, may Isae a regulation
that is substantially diffhett than the coe ry.posed.
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S. Situation - Dowut

Phed ~ 6 .t ~ult~ require that w use the aettal aot
of the grat Iased to the reciplat " isomis in mma Wme
we am ooun. iba,. it xr. Jonme' p.a. pnt ws $430,
and TO are reomif $4 per mnth. v sod bar $M0 per mnth,
and a bas er Yod Stop beefits on, $M W pe tb incme.

In %mary ad Fbruary I , nd NTU MA S m proved our
Precedes ad acptW propin related to the hadlW g of
reomwents.

In otober 19. Bos advsed ( iatm ers by letter that
USDA I reinterpretod the regulation, ad. that certain type
.f reoomnants will ocntime to be excluded, but other t.pos
of reoipu mnt mist be included in the Food 8tap calculation.
This chnge is to be effected m lately. Ofr CAUtUW system,
"boemr, is unable to disttnoish different t)yes of recoqapmt
and w a, therefore, able to ocuply with this directive.

If ao.n re advised of this interpktation earlier, such as In
1978 h the regulations ware promulgated, an could have put
together a plan to ideetify the differout typue of eomummnt.
We now find ourselves cut-of-coipliance *in thmiwAa of tast,
end there will be a Ioeg lead time necessary to Gevelop and
lxplamwt plans to brir us Into oamliance.

Tbese" three e ale srve to-illustrate the ocitiumin prblem
that ae fac* in trying to cu()mly with Food Starp epulatiorm.
mid reduce the error rate. We bent over baclards to be on*e
that what wn wo doing ws in conpliance with the regulation.

• We vndom that w hd a slp-of tW NU and UAcnour
tproed S bofre anS Idified our computer progr ad trIned

the staf f. Then, ovem ight, either NYM aid/or USDA changed
their midW, ada we Instantly out-of-capliance. No only
do wo hve to rochge tW oarmter s3mtsa and retrain the staff,
but an are also auJect to law suits from adocate groups
dsmonding retroattve bmefits.

Im me awre of the immomee effort an are mkig to iqymm
tho operatic of the Food Stop Program. Staff In the Inooe
Maintenance Craters and the Office of Data Prooeessing haw been
vorkiag Icag hours n dery tight doadlince for the pasz- yer
to ixplumat the new regulations. Although the constant tension
has taken its toll, w am dedicated to netia the conaitmats
an have de to reduce errors and vulnorbillity to fraud. Wo
cannot afford, however, to have our enrgies sapped amy and our
effort obliterated by this m ceseay apd unreasonable
vacillation by NYDS and UtMi staff.
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I belie" that ym hmmd br tis Iws u With

* 'mIacor Mum vi ym wot with bar amt. &m
tht W sou lWdW Jit am U to get asmmaoes
that ve will not be held to be out-ot-omplitmo In
the three arus mmtlned above.. In Mitc s, soriid
p pret t UMd HSX 8 to rok a1 chug"e in the
reglatlUs (Ad their nteiprwtatims) of the reguatilxi
Offeo-il'o with either ttr JamAaOV JMy Al's 'Am
chugooiiU the stndard dedictlon, the nwxian laumco
levels, te o f lt tablo. and the mxzua childoar. and
selte oost deductioms are o footed.

co: X. ka-dick
M. vie
J. Xrsuskopf
B. solowits

Senator MOYNtHAN. 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
Bank. -

Mr. Toja 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 so bold as to go
down and be deputy mayor 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 HmNz. 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 believe of money to work with. But that is not
the case i 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 MOYmHAN. Mr. Toia, will you proceed, sir. -

STATEMENT OF PHILIP TOIA, VICE PRESIDENT, MUNICIPAL
FINANCE, CHASE MANHATTAN BANK

Mr. ToIA. 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

i'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. ToA. I am speaking to a narrow issue this afternoon, and

that is the cost of the program 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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generated in New York State and New York City, and what It costs
to pay for public assistance In our State.

In order to set the stage I would like to refrfsh 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. f those 18.2
million 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 rson involved in
the fiscal costof public assistance, we have to include those persons
as people receiving public astce, which runs the number up to
1.4 milon ople, or about 8 percent of the total population'of
New York State, with the heavy concentration in ihree burroughs
of the city of New York.

The city of New York itself has 7 million people. As the mayor of
the city has said on more than one occasion, you name the prob-
lem, you nanme the issue, you name the group, and we have a
million of them. In this case, it is true, again, in that of that 7million over 1 million peoplein the ci receive public assistance.
Over 86,000 of those are in the Federal category. The rest are in
our general category of Home Relief.

So for New York City, given a population 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 population is
receiving public assistance of one type oranother, 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
recognition that error may occur more frequently in urban areassimilar to New York City.

If I may tag to that, Mr. Chairman, I would ape. 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 peent.

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 our support 5 years ago to try to get a profile and
screen.in each of those agencies so that the applicant indicators
are flashed on the screen, so the income maintenance workers
makes no mistakes. The arithmetic errors are caught immediately
on line.

It does take time. It will take several years before that system 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 stagger-
ing in our State. I am not speaking to the supportive services that
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go along with it. l'-am not speaking to the medical assistance
programs, the educational assistance programs, the employment

M the public access programs, housing assistance, and so
I aony speaking to e cash ben 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 smali
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 pay for its welfare costs.

In the sales tax alone, we collect $2.5 billion in New York State.
In order to pay 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,
real 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 past, 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 respect 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 AFDC costs.

To raise that $360 million, the city has available to it sevenmajor revenues.
R estate tax, which is our largest, over $3 billion comes in,

that has been a flat tax for the past several years. It has not been
pawing, as previous testimony fore your other committees has
indicated.

Our personal income tax, our sales taxes, and the variety of
corporation stock transfer and commercial taxes represent a much
smaler amount of money as far as total revenue of the city.

When one looks at the total pile available, and the amount
necessary to 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
would not pay the total bill. A large portion of our personal income
tax is required.

One could, again given some relief to the local community and
New York State, surmise that this relief would give the city
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
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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-
kets.

The infrastructure of New York City, as has been amply demon-
strated time and time again, is crumbling and needs repair. This
money 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 $3860 million of relief, and
generate a potential income and rennaissance in the city that could
spread throughout Manhattan from the Battery up beyond Central

I am trying to make only one point during the course of thistestimony, that the cost to the city and to the State is, indeed,
staggering; that the revenue sources available to both the State
and the city are limited, are not growing, and are under presure
from tremendous groups and needs in other areas, in addition to
welfare.

In looking at what this $1 billion of State money, and $3860
million of city money buys, one has to shrug the shoulder and ask:
Why since 1974 the welfare grant has in fact been frozen. Themaximum 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
than $100 a month in food stamp value if you are at a maximum
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 today's standards, and the effect of that is that we are
paying a tremendous amount of money for a welfare benefit that is
no longer, in the eyes of the people who are involved in the
program, adequate to meet today's needs.

Mr. Chairman, that concludes my testimony.
Senator Moyxm". I do very much thank you for that state-

ment.
May I just say that you heard my report of the mathematical

analysis of the legislation we have before us. Evidently it would
not provide any-substantial resources to the State or the city. It
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-
sion 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
to think up new provisions, but only ways of maintaining those
that it has.

60-S2O-JO.12



174

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
any comment about it?

The alternative is to do nothing, or to do what the President said
he would do, to assume the low cost.. As you recall, the Democrat-
ic platform 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 of
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 MoYKiHAN. You are entitled to all the mental aberra-
tions that are known, after the job that you have done.

Mr. ToJA. From the perspective of the public side, and from the
perspective as once having been spokesman for the Governor and
the mayor on this issue, there is no question that if there were an
order of priority, fiscal relief must come first to the State and to
the city.

Within the broader Aetwork, and I am going to address myself
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 testify before, fual 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 participation. I am not familiar, Mr. Chair-
man, with the criteria.

Senator MoYNIWa. Right, and that is a specific, and that is
what you look for when you read the bill.

You would agree 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. TOA. Senator, the combined public assistance, medicaid; and
city subsidy for the medically indigent using our metropolitan ho-
pitals, Is over $1 billion.-- As you know, $1 billion a year to New
York City would enable us to retire our deficit, meet a balanced
budget this year and, as has been quoted, we could lend Chrysler
money. [Laughter.]

Senator MoYNHAn. 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.

Mr. TOA. I believe that he was the first proponent of welfare
reform.

Senator MoNmN. 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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property taxpayers, is also now needed for in the care of children
and their mothers.. I have been frankly interested to observe that now that timeshare
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 apparently
expect children on welfare to eat half as much as they did 6 years
ago. -

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 redeimed 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 ":id legislators, assumed
the city's costs, as say Illinois has done? or California now has
done. There is no answer to this question.

Mr. TotA. 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 MoYNAN. No, I did not know that.
Mr. ToiA. It is in t.e 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 MoywmAN. I see. It sounds awful, when you confess that
you did not know something, as if it were a surprising thing to
earn of something I did not know.

Mr. TOlA. 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 at
the time, and that was the issue that came prominent.

Senator MoyNm. I believe the proposed 1967 constitution had
a change in this respect. But the constitution was not adopted.

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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right." A half century has passed now, and it is time that this
formula changed. •

This ought to be the elemental change. Welfare is clearly not a
burden evenly distributed. If program are to be federally mandat-
ed, then they to be substantially funded by the Federal Govern-
ment, don't you think?

Mr. ToL. Yes, sir. That was the argument that we have brought
here several times.

Senator MOYNIWN. 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-
ninq to fid 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.

We should 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 nothing was too expensive. When medicaid was passed,
we opted for every known provision.

- Then, of course, the city of New York has had its share of
responsibility because when you no longer pay for a program, you
also give up administermg it, and there is a certain sense of los
control. Therb are different unions involved. We have created
enough of our own problems, but the Federal Government has not
helped us witl them in this decade.

Have you followed the bill that passed the House of Representa-
tives at all, so that you would want to comment on it?

Mr. TOA. Senator, I have not.
Senator MoYN N. You have had enough such sorrow in your

time. It would not, I think, be reassuring to you. It just provides no
fiscal relief. It hicreases benefits in 18 States, and you know where
they are. It mandates AFDCU 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 yourself with the greatest honor.

We thank you for coming to this committee.
Mr. TorA. Thank you, Mr. Chairman.
[The prepared statement of Mr. Toia follows:J
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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 for 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 remarks

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 order to pay for the public assistance.

New York State receives approximately 5o Federal

reimbursement toward the costs of public assistance. The remain-

ing share is spl t evenly between the state government and local

governments. Thus, each county, with few exceptions, pays 251-

of the costs of public assistance. The City of New York is

treated as one county for purposes of reimbursement.

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

....... 1
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reimbursed public assistance benefits. An additional 166,000

persons receive locally funded general assistance payments; this

program is called Home Relief in New York State. A total of

over 1,400,000 persons are therefore receiving Opublic" assistance

statewide and, thusoalmost 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 total of 1,003,000 persons who are receiving publico

assistance. Over 14t of the estimated population of the City i&

on welfaree. One out of seven persons receives cash benefits,

with a heavy 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

assistance, 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.

........ 2
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To raise $1,000,000,000, the-State must look to its traditional

revenue sources, in this case, taxes. Most of these taxes flow

into the general 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 million
Sales Tax $2,582
Personal Income Tax 4,930
Business Taxes 1,911

- Corporation Franchise 991
- Corporate Utility 489
- Insurance 195
- Banking 179
- Unincorporate Business 57

Estate 4 Gift Taxes 155
Pari-Mutual Taxes 120
Real etate Taxes 10
Miscellaneous Receipts 519

The following table shows the approximate percentages of

the tax revenues needed to pay the State's share of welfare payments.

Sales Tax 39%
Personal Income Tax 20%
Business Taxes 52t
Estate & Gift Taxes
Pari-Mutual Taxes
Real Estate Taxes 1251
Miscellaneous Receipts

I do not mean to imply 'nor should one conclude hat 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 201 reduction in personal income taxes or a 39t reduction

ih 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-struoture rehabilitation and incentives to co nercial and
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industrial growth.

it, however, the State Legislature chose to apply any

type of relief directly to tax revenues, New York state taxpayers

would immediately lose their premier position as the most heavily

taxed group of people in the continental U.S. I doubt seriously

if that lose of this reputation would engender any real opposition.

In addition to the $1,000,000,000 raised by the State

for public assistance, the City of New York raises from locally

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 the $360,000,000 needed

the City has available to it the following

Real Estate Tax
Personal Income Tax
Sales Tax
General Corporation Tax
Stock Transfer
Coanercial Rent & Occupancy
Other Business
Water & Sewer Charges

for public assistance,

revenues

(in millions)
$3,130

719
1,005

484
274
-205
337
239

Most of these taxes, as in the case of State revenues,

and are not earmarked for welfare. For illustrative purposes,

the following table shgws the approximate percentages of these

revenues needed to pay the City's share of welfare payments.

.................... ......4
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Real Estate Tax li
Personal Income 50M
Sales Tax 35%-
General Corporation Tax 7S%
Stock Transfer 1300
Co0nercial Rent & Occupancy 100%
Other Business 108%
Water_ & Sewer-Charges 150%

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 followings

o reduce taxes

o reduce debt, both short and long term

o rebuild infrastructure

o restore some vital services cut during

the City's fiscal crisis

o provide incentives to economic development

o restore the waterfront

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 alreadyJ imposed on the tax-

payer is the highest in the land.

..............................
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One might conclude that all of that money pitched

by another large amount of Federal funds results in a rather

generous, perhaps even luxurious, grant level. The facts are

theses Since 1974, Nw York State has had, in effect, a frozen

grant level. The maximum grant for a family of four consists

of a basic payment of $258 per month plus rent as actually paid

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 Cityl the other counties have lower shelter allowances.

For six years, this basic grant has been unchanged. What might

have been 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

longer adequate in the eyes of those professionals closest to

the problem.

........6
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Senator Moymmn . 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 good
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

Mr. HAuSMAN. 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 ought to inform welfare reform deliberations in the coming
years. You pointed this out with respect to your State, but unfortu-
nately the retreat in real welfare benefits is far more extensive
than New York.

Between the years 1978 and 1978, the years for which we have
data, real welfare benefits declined-

Senator MoYNuN. May I ask as an old professor, who is "We"?
Is that an editorial "we or is it a 'proEct you are working on?

Mr. HAuSwm. My colleague, Barry Friedman, and I have done
this work.

Senator MoYmHAN. It is you and Professor Friedman?
Mr. HAuSbA. Yes. We also had- assistance from others, and I

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.

I think the big picture, as most people have drawn It in recent
years, is that enormous explosion in social welfare expenditures
between fiscal 1969 and the current period. In effect social welfare
x.enditures have gone up in current dollar terms from about $05

biluon to $305 billion by fisc 1981.
So the big picture that everybody sees is that Federal expendi-

tures on social welfare programs have increased enormously, have
gone from about 85 to 53 percent of the budget for fiscal 1981, and
that is certainly a very important ito 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-

-grams, the only ones on which I concentrated today, principally
because those are the ones from which the nondla , nonage
Poor draw their support, if they don't have-their own sources of'ncome.

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 marked by a fall
in real terms of between 24 and 88 percent in AFDC bet n 1974
and 1978.
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Unfortunately, we did not have the time to investigate trends inparticipation. So I think that if you are interested in investigating
this question, you must call on someone not only to look at the
benefits available to-particular household units, but also how many
of them are participating now as a proportion of the eligible popu-
lation.

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 1978
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 MomiHAN, 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 a point, and I
will ask that question of HHS-HHS is what HEW 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 es food stamps increase as a
proportion of the income available to the poor family, you have a
distoring effect 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 is -probably ufaduly-high.

I think that if we keep accelerating benefits in the food stamp
program through the indexing process, and don't do that through
the other programs, you are going to see black markets developing
in food stamps because they are not going to be valued at their
value bypeople receIv benefits from those two programs.

Senator MorN. If I could just interject. Bear in mind that
food stamps are 100 percent federally funded. Thus, the 'higher
proportion of food stamps in your total welfare benefits, the l&ver
the proportion the State has to pay.

Mr. HAusMAN. That is right.
I don't know what goes on in the minds of the decisionmakeris.

across our country. It certainly seems like a plausible explanation
of what has been materializing, or is likely to materialize. I think,
though, that they will see some untoward effects, and I really think
that this might bring into question the viability of these progms
as people et to wonder about flourishing black market in food
stamps.I Ion't think that that necessary is far off, but it Is only
speculation.More drastic in percentage terms than the retreat in AFDC, and
the lgkage of AFDC and food stamps, Is that observed in medic-
aid. o numbers, Just to put It before you simply, Senator Moyni-
han.

One Is that poor children recelving medicaid, benefits per child,
aidjusted for fllation, declined in 16 of the"20 States represented
oh the Senate Vinance Committee. For adults on AF1, and

o1
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4VDC-UF between 1973 and 1976-data are only available to us
through tiat year-medicaid benefits per adult declined in real
terms in 19 of the 20 'States. Some of the declines are really
-ubstantial. Let's start at the top of the list. _ b

Senator MoYNHmN. Look at Wisconsin, atthe bottom of the list,
46 percent.

Mr. HAuBMAN. There are several there in the forties. You see
k Pennsylvania there and you see Georgia there, so you see three. On
the child side, the left-hand side of the table, you see several there
t the thirties and forties.

Senator MoYmHAN. Again, Wisconsin, a State which would think
:of itself as being prosperous and progressive.

Mr. HAusmAN. I think what Wisconsin is doing, if you want me
to interject a speculative explanation, the are holding up AFDC
benefits over time, and they are letting the declines and retreats
take place through the medicaid program.

I dh' i'ow. 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 nonage,
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, retet-
ate because we don't have the information, any effects on participa-
tion coming through administrative changes in recent years.

The thrust of what I want to say is really in that area, but I will
make a few other remarks, and I will keep them brief, along a
secondary line.

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.

So Pennsylvania's expenditures on welfare have increased stead-
fly from 1969 to 1973, through 1978. So overall, they are spending
more and more on welfare, including medicaid. But their benefits
per capita are declining, and rather substantially. -

I think that the declines that we have observed are just the
b g We wrote several years ago about the first signs of
we"are retreat, and now it is more widespread. I think that as
economic and resulting fiscal pressures come to bear across North-
east and North Central States, you will see more and more retreat.

It s interesting, though, that the retreat so far observed is not
confined to those States You have States like Louisiana, Georgia,
and Texas in which per capita income is growing more rapidly
than it Is in States like New York, Pennsylvania, and Rhode
Island.

Yet, in States like Texas and Georgia, there also has been a
fairly serious retreat. So that now in Txs they are spending les
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 so-called 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 the big declines, though, in
the future will be in the Froestbelt States.

The second secondary point has to do with the types of families
in which growth will be more pronounced in the years to come, awd
that has tq do with the growth of the one-pprent families. This is
not something on which I am expert, and it is again not news to
too many people, but tho growth of one-parpt families through the
channels of teenage pregnancy, retention o ,,children, nmabo tion,
nonadoption, and through separation and through divorce is sub-
stantial. We are proliferating one-parent families much more rap-
idly than we are two-parent families, and such families have a high
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 programs 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 program would- not be very substantial, perhaps approach-
ing200,000 families

The 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.

I think you need a variety of programs to achieve a variety of
sometimes conflicting objectives. Just to do away with programs
cuts down your flexibility. 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 $800 billion of programs.

Senator MoYNUAN. That is very powerful testimony, Professor
Hausman. Let me thank Professor Friedman for his work, too. Is
he here?

Mr. HAusmwm. No, he is not. He is teaching. Jome of us still tend
to our other responsibilities.

Senator MoYNIJAN. That is very extraordinarily powerful testi-
mony, and it will make a real impact on this committee.

What do you think is going on? For the female-headed families,
that is a striking figure; the number of female-headed families is
growing at a rate of 8 to 10 times that observed for two-parent

Years agO when I could do these things, I did some work on thiq
and saw this comig. But I thought that it would long since have
leveled off, and it has not. It keeps growing, and it is well past the
point where I thought that'it woud b by. 980. Indeed, ulbhouget
this problem WOuld be over, but itdeed, I
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Mr. HAusMA. No, I think a serious welfare problem is this
growing pool of need peo le 'that is just not attended to. I think
teenage pregnancy, first of all, is 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 ii right or wrong, that is not nty business. Then, the
childin 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
they almost invariably end up in poverty.

Senator MoYwmAN. Yes.
Mr. HAusUAN. That is serious.
Senator MoYNAm. No one knows what to do about that. Since

no one knows what to do about it, the preferred strategy is to deny
that it exists. The avoidance of this fact has been a huge official
industry in Washington for 15 years. .

One of the reasons there is so much emphasis on work in welfare
Js because It id avoiding the fact of those who are on welfare. On all
shes there is"a massive avoidance. It is much in evidence in
academe, 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 is nonexistent as far as I can tell.

Mr. HAuSMAN. Of welfare rights?
Senator MoYNaiAN. Yes.
Mr. HAusmAw. I guess 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.

Senator MOYNmAN. He left that activity before he died.
Mr. HAtUnMw. 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 progr ams of special needs.
What Wiley knew how to use was that provision in State programs
which allowed people to establish extra benefits on the basis of a
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 really
took out of welfare, or the AFDC component of it, the NWRO
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 1960's when he used
to talk aout reforming welfare. Even when he talked about having
programs with very generous benefit levels, one thi that he
never wanted to surrender was the provision for special needs.

Senator Mornmm. He was a friend of mine. After his mar-
riage-he was on the faculty at Syracuse when I was-he and his
wife came to our house for champagne. He certainly was an ex-
traordinary man.
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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 quality of
one person, such that absent that one person there woud be no
such activity. Indeed, he had been effectively divorced from this
activity at the timehe unhappily had a boating accident.

I wondering about the retreat from ware issues, and te
vanishing of we are militancyy. You would think that the. people
who are becoming worse off would get upset, but it is just the
opposite.

Doyou know enough about Texas to have any sense of why there
was a reduction in welfare?

Mr. HAusMAN. I did not have time in preparing the testimony to
investigate the explanations for these retreat by State. I don't
know.

Senator Moymnm. You could spend your life trying to figp
out something like that, and not ever have a satisfactory answer.

Mr. HAusMAN. If anything, if I may add this, .I would suggest
that given the time that we had, and the serious re ults that we
were able to come up with, at least what I would call serious
results, I think that what we have done suggests the need for more
work in this area.

I think that some people may think that; the, problem may be
confined to one particular location or another, and that really is
not the case.

Senator MoYimn. I will take the opportunity of being in te
Chair and having the last word in these things. I have omitted to
observe that one of my predictions came true. On July 3, 1970' I
was speaking at the Urban Coalition here in Washington, and I
said that if we did not get a guaranteed income bill passed that
year, we would not get it in this decade. was not proved wrong.

The absolutely mindless notion of the future direction of social
policy resulted in a squandered opportunity, and here we see the
reut of it.

Let me ask you, Danzinger and Plotnik were working on the
effects of the distribution of income in the United States, and the'
growth in one-parent families and their growing impoverishment.
There is a study of that, isn't there?

Mr. I{Ausium. Yes. They tried to look at how Government pro-
grams have affected the distribution of income. One would expect
that as Federal expenditures alone went from 35 to 52 percent of
the budget, there would be a big impact.

There has been a substantial inmact, but a lot of it is beg offset
by these demographic developments. What they'have tril; to do is-
to analyze these demographic developments. One thing to which
they point with some emphasis is the growth of one-paent fami,
ies.

Senator MoYNIAN. It is the dirty secret of social policy, and it is
behind an awM lot of(data which are represented as other things
because we cannot allow what in fact is.

Mr. HAuBmA. I think their data are rather 'intresting. If you
will permit me a personal word, Senator Moynihan. I thought that
your ptoposal for the family asstace program should have been
enacted, and I tried very hard to ersuide George of thit. In the
end, I think that he was inteiest d in a compromise. He used to
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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 miAtake, aid I think

that it would have headed off a lot of what we have today. " e
Senator MomMr. It might have. It-certainly was designed to.

Certainly it was *ell intended, but you never know what th6
results would bhve been. There was a profoundly mistaen -calcula-tion at that time that politics was becoming niore radical rather
than more conservative.

Thank you. very much for remarkable testimony which will be
shown to my colleagues I can assure you.

Mr. HAusAw. Thank you for yo ur invitation, and also on belkalf
of my teacher colleague.

[The prepared statement of Mr. Hausman follows. Oral testimo-
ny continues on p. 204.]
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SUlMMAY

Real 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 1973-have

taken a devastating toll on income transfers available to the poor.

Although nominal benefits have actually risen in some cases in AFDC,

Food Stamps, and Medicaid, the principal programs from which the

non-aged non-disabled poor derive income support, benefits adjusted-

for price increases--"real benefits"--declined significantly between

1973 and 1978.

In the large majority of the 20 states' represented on the Senate

Finance Committee, AFDC, AFDC plus Food Stamps, and Medicaid benefits

adjusted for inflation all declined between 1973 and 1978. Real AFDC

benefits declined in 12 of the 20 states. Medicaid benefits for poor

children fell in 15 of the 20 states. Medicaid benefits for adults on

AFDC/AFDC-UF declined in 19 of the 20 states. These results do not even

account for the impact of inflation in 1979.

Thedecline in benefits In these three major welfare programs has

n*t bqen 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

* I
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serious declines. In Iledicaid, real-benefits have gone down as much

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 raintain or increase benefits in

AFOC and Medicaid since 1973. Such states in the Northeast 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 universally until now in these states,

it is not unreasonable to speculate that they will as inflation continues

during the Impending recession and further into the eighties.

A. Welfare in Retreat

In analyses of developments in the social welfare system, emphasis

in recent years has been on the unusual expansion of social welfare

programs. To be sure, between fiscal 1969 and 1981, federal expenditures

on social welfare pnrgrams falling into four budget categories--education

and employment, health, income security, and veterans benefits--will have

risen from $65 billion to $305 billion. This expansion means that such

programs will account for 53 percent of total federal expenditures in-

fiscal 1981 as opposed to 35 percent in 1969. Much of this expansion

materialized in the "social insurance" programs. Payments from OASOI,

for example, rose by more than $80 billion during the period. In the
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AFDC, Food Stamp, and Medicaid programs, the explosion in costs resulted

largely from increases in participation 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 benefits--first selective, now rore widespread--in the

AFDC/AFOC-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 AFDC 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 living among the respective largest metropolitan areas
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in each of the 20 states. Where data were not available on the relative

cost of living in a state's largest metropolitan area, data for the geo-

graphicallyclosestsuch area were used. AFDC benefits available in

each state in 1978 were adjusted first for differences in the cost of

living across the 20 states and then for changes in the national cost of

living between 1973 and 1978. All adjustments were based on data on the

"Lower Budget" for a four-person 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 pcrceit in Ceirgia.

The declines in real AFDC 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, respeCtfively, 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 of 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 I

AFDC Benefits For Families of Four in Selected States a)

In 1973 and 1978

(In Constant 1973 Dollars)b)

State

Alaska

Connecticut

Delaware

Georgia

Hawaii

Kansas

Louisiana

Minnesota

Missouri

Montana

New J-rsey

New York

Oklahoma

Oregon

Pennsylvania

Rhode Island

Texas

Virginia

Wisconsin

Wyoming

1973

3061
3424
1754

2043
2489
4067
1467
4028

1935
2759
3775
4008

2504

3821
3833
2869
!826
3041
3624
2808

1978

2318
4016
2281
1377
3620
3098
1600
3609
2242
2739
3095

3886
2831
3161
3220
2816
1282

2772

3843
2559

Percent Change
Between '173 '78

-24

17

30

-33

45

-24

9
-10

16
1

-18
-3

13
-17

-16
-2

-30
-9

6

-9

a) Benefits in current dollars are Nlargest-Amunts paid" In the respective states. The
data are drawn from an annual publication of the USOHEW, National Center for Social
Statistics, .Aid to Families With Dependent Children, OHEW Publication f (SRS)76-03200,
NCSS Report D-.

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 8LS Lower Standard of Living budget for that year; as well
as for changes over time in the cost of that living standard that result from Inflation.
The data used to adjust for differences in costs of living 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. [Apyil 29, 1979) Tables I and 4.

1.

2.
3.

4.

6.
7.
8.

9.

10.
11.
12.

13.

14.
15.
16.

17.
18.

20.

I



195

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

incomplete 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 Stomps

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 is Interesting, however, to consider changes in the value of the

package of AFDC and Food Stamp benefits, since most beneficiaries of

AFDC/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 in AFDC/AFOC-UF
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TABLE 2

Combination of AFDC-Plus-Food Stamps Benefits for Families

In Selected States in 1973 and 1978

(In Constant 1973 D)ollars~b)

of Foura)

State 1973 1978 Percent ChangeState19731978Between '73 and '18

Alaska
Connecticut

Delaware

Georgia

Hawaii

Kansas

Loutsiara

Mi resltA
Missouri

Montana

New Jersey

New York

Oklahoma

Oregon

Pennsylvania

Rhode Island

Texas

Virginia

Wisconsin

Wyoming

3391
3658
2567
2868
3202
4280

2459
4179

2711
3308
3967
4094
3282
4004
4074
3266
2819
3496
3923
3376

2977
4258
3042
2539
4031
3676

2646
4C36
3025

3377
3595
4153
3607

3627
3767
3375
2518
3466
4196
3260

-12

16
19
-11

26
-14

8
-3

12
2

.9

1
10

-9

-8
3

-11
-1

7
-3

a) Data on AFDC 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 tamp bonus that a family would receive if its only income was AFDC
benefits and if it had no special deductions.

b) Net Food Stamp benefits are adjusted and deflated by data on food prices for food
consumed at home as priced in the BLS Lower Level budget. Data are obtained from
the same source as that cited in Table 1, footnote b,

1.

2.

3.
4.
5.

6.
7.

9.

10.
]1.
12.
13.
14.
15.
16.
17.
18.

19.

20.
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benefits observed for several states in Table 1. In spite of the moderating

effects of the Food Stamp program, declines in welfare benefits are observed

in 11 of the 20 states--with eight of the 11 showing drops over the period

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. For the combined benefit the

ratio in real benefits between the highest and-lowest states was 1.74 to

one in 1973 and it actually declined to 1.69 to one in 1978. The Food

Stamp program thus serves to even out differences between states, but

only partially.

It is also important to note that the smaller declines in AFDC/plus

Food Stamp benefits mask a growing problem: expenditures of the welfare

poor increasingly will be restricted by their increasing reliance on Food

Stamps. Such stamps require that purchases with them be exclusively of food.

At some point, poor families with no other source of income could be forced

to substitute purchases of food for preferred purchases of clothing or

shelter. In Georgia, for example, Food Stamp benefits constituted in 1978

46 percent of combined AFDC and Food Stamp benefits. It is even conceivable

that the rise in Food Stamp benefits as a proportion of total income could

stimulate black markets in Food Stamps in Georgia and elsewhere. (It

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
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Table 3

Medicaid Benefits Per Recipient In Selected Statesa)

In 1973 and 1976b)

(In Constant 1973 Dollars)

Dependent Children Adults on AFOC/AFDC-UF
percent Percent

State 1973 1976 Change 1973 1976 Change

1. Alaska 73 83 14 166 195 17
2. Connecticut 176 183 4 504 426 -11
3. Delaware 94 75 -20 257 237 -8
4. Georgia 120 90 -25 408 226 -45
5. Hawaii 141 109 -23 348 266 -24
6. Kansas 149 200 34 445 384 -14
7. Loilsiana 115 73 -37 265 219 -17
8. Minnesota 203 210 3 473 446 -6
9. Missouri 95 92 -3 249- 222 -11
10. Montana 170 132 -22 416 322 -23
11. New Jersey 180 155 -14 395 318 -19
12. New York 306 253 -17 454 377 -17
13. Oklahoma 188 165 -12 292 283 -3
14. Oregon 74 66 -11 197 183 -7
15. Pennsylvania 139 73 -47 246 147 -40
16. Rhode Island 183 138 -25 326 247 -24
17. Texas 123 109 -11 343 307 -10
18. Virginia 119 121 2 339 - 274 -19
19. Wisconsin 262 140 -47 503 274 -46
20. Wyoming 107 89 -17 265 254 -4

a)' Benefits in current dollars are average benefits per recipients. The data are drawn
from an annual publication of the USOHEW, The Health Care Financing Administration,
Data On The Medicaid Program, Eligibility/Service/Expenditures: 1966-78 (revised
edition) and 1979 revised edition).

b) Benefits in each state are adjusted for differences in the cost of medical care across
states in a particular year as well as for changes over time in the cost of medical care.
Data on the cost of medical care are drawn from: USDOL, Bureau of LaLor Statistics,
Handbook of Libor Statistics 1975-Reference Edition, Tables 141 and 144; Bureau of
Labor Statistics ews (April 29, 1979 ),Tables 1 and 4.



to 1976. More recent data unfortunately 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 excess of 45 percent in

states like Pennsylvania, Wisconsin, 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 importantly--from reductions

In fees paid to providers. Cuts in fees either are outright or come about

froT' 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

debates:

1. Retreat and Fiscal Pressures

Welfare retreat is likely to coRtinue in those states whose

commitments to welfare are relatively high and whose economic growth

rates are particularly sluggish. Pennsylvania, for example, spends

a total on public welfare programs that exceeds the average for all

states by 41 percent.I Given Pennsylvania's relatively high commit-

ment to welfare and the fact that its economic growth rate is much

lower than that in states like Louisiana and Texas--by between one

and two percentage points per year--the former state probably will

continue to show falling real AFDC and Medicaid benefits in the years

ahead. Th voting public in Pennsylvania undoubtedly is experiencing

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 black 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 number 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. All the studies that the Labor

Department and HEW have financed suggest that the effecton male heads

of households in the low income population of changes in benefits on

the-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-parehWPlFilativily

limited 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. This is because two-parent households to a

great degree are just beyond the reach of benefits of that program.2

Currently, roughly 116,000 families receive AFDC-UF. If the Congress

mandates for all states that current AFDC benefit levels be paid in

an AFDC-UF program, there will be an expansion in that program by only

34,060 families. If the Congress mandates a nationwide 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 nationwide AFDC-UF program offering benefits at

100 percent of the poverty level, there will be only a 75,000 family

expansion at a point ii time in the AFDC-UF program. The cited

analysis of the AFDC-UF program notes that you cannot 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 AFOC-UF

program. Moreover, ff one spouse loses a Job, unemployment insurance

frequently is the preferred source of income support.

2. S. Danziger, R. Haveman, and R. Plotntck,_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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It also is desirable to keep work avoidance induced by AFDC/

AFDC-UF in perspective. A recent study estimated that the Old Age

Insurance (OAI) program had an effect on work effort perhaps eight

times as large as that which the AFOC program has.3 Somewhere

between a one-half and a one percent reduction in total hours worked

in the economy results from the existence and design of OAI. The

Unemployment Insurance (UI) program has an effect somewhat less

dramatic than OAI. The best recent estimate Is that the adverse

effect on work of U! is about three times the adverse effect of

AFDC and AFOC-UF. The estimate suggests that UI 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 byAFDC/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 hasyoung

children, reluctance to surrender a Medicaid card can pose the major

barrier to work. Lastly, AFDC/AFDC-UF must be managed in a manner

that does not erect barriers to re-employment: If a client knows that

when she loses a part-time job her benefit will not be adjusted upwards

3.James R. Hosek, The AFDC-UnemploXed Fathers Program and Welfare Reform,
paper prepared for USOHEW, 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 Old 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 wose primary function is such monitoring. Will

a housing agency ever monitor well akhousehold's liquid 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. This is 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. CHAMBERS. 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. N

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 study 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-
gram can be expected to produce even higher rates of returns. Why
is that so? The reason it is so 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 a very much higher portion of their
welfare costs through collections than others.

Michigan offsets about 9 percent of its total costs through pay-
ments from absent parents. 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 high rate has nothing to do with its
fathers being richer, and certainly nothing to do with their being
more loving 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 1921?

Mr. CHAMBEPRS. 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 unnecessarily
cruel. Let me compare for a moment two different ways in which
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 projection of their tax liability. We take the same
approach with oial 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. They 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
is 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
we jail thousands and thousands of men a year-about 5,000 or so
in 1978.

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.

My own suggestion is that serious consideration ought to be
given to a national system of wage deductions for child support
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 information 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
State welfare 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.

There 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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Senator MOYNIHAN. We don't have to have a computer. We have
the FBI.

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.
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
behavior that we don't want. He will not be paying while he is
there.

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. CHAMBERS. 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
jailing a 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. CHAMBERS. "Poor encourageri".
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 parent, 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 high 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 costa 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 bringing assistance to the intact family while it is intact,
and before it is broken up, seems to me a hopeful strategy. -

I am not at all certain of the relationship between income sup-
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 day 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 children is a
deterrent to family breakup. May I say that it is an honeo" 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 I
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 piety, and successions of White
House staff members and Secretaries of HEW saying that it is good
for business if the President thinks that, and the poor Presidentsigns it.

Mr. 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 support for that, either.

Senator MOYNIHAN. That is what I was saying. I waij referring to
your evidence. That is not the way people behave. I don't know
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how 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 9 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. CHAMBERS. 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
plausible, it does not follow that it is incorrect. Every so often you
find 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
others who are more knowledgeable than I about systems, the
IRS--

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 bureaucrac

Senator MOYNIHAN. ou 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 you as well.

Mr. CHAMBERS. Thahk you very much.
[The prepared statement of Mr. Chambers follows:]

PREPARED TESTiMONY OF DAVID L. CHAMBERS, PROFESSOR oF LAW, UNIVERSITY Or
MICHIGAN

THE PLACE OF PROGRAMS FOR COLLECING CHILD SUPPORT IN WELFARE PLANNING
FOR THE 1980'S

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 compelling contributions
from absent parents under plans 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 study 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 charged
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
rayments of support. The results have been published in book form, "Making

fathers 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 programs in the
1980'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 program: The potential for higher collections
from absent parent&-The level of child support collections through the Title IV-D
program grows annually. Our study in chigan suggests that those collections
could grow significantly 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 wag deductions. -Despite the prospects for
continued growth, the current systems for support collection in our 50 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 achiev%, 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 pgam, however designed, to recoup nMore than a small portion of the
total costs of an adequate aid program for low-income families. Many 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 costs of maintaining their children in a different residence.

4. Serving other goals than reducing government spending.--In designing any
program for the future, we must avoid measuring its success solely by the net
decrease In government costs. Our 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 absent 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
prediction seems safe from an examination of the experience of Michigan. In fiscal
1979, Michigan, an industrialized state with one of- the nation's highest rates of
unemployment, collected $80 million from absent parents of children receiving
AFDC benefits. The $80 million represented about 9 percent of Michigan's AFDC
cost, nearly twice the national average. The 9 percent figure should appear even
more impressive on recognizing that Michigan's grant levels are among the nation's
highest. Equally impressive is Michigan's cost n 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. Severalother states-including, for example, Cali-
fornia, Utah, Washington and Oregon-have developed similar high rates of return.

By 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

'These and other Title IV-D figures are derived from the Fourth Annual Report to Cong
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
support (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, Illinois 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 returkus of Michigan or California. Some of the Southerw 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
45 to 87 percent of all amounts due, despite the fact that all counties had the samelocal 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 agency'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 4rdor 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 greater 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 contrary, 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 large American cities. A quick comparison of collections of
Detroit and New York Cityr in AFDC cases can convey how much potential still lies
for further efforts under Title IV-D:

TABLE 1.-1979 CHILD SUPPORT COLLECTIONS IN PUBLIC ASSISTANCE CASES (AFOC) IN WAYNE
COUNTY, MICH. (DETROIT) AND NEW YORK CITY

pM'cd

W ayne County, Mic ..................................................................................................... 3 000 $23,200,000 $280
New York ty ............................................................................................................... 1300000 17,200,000 57

' The kew You Otyu acyrps a Wiii d 350,000 t bem tha that mber id some ctosed cm W om em ut tce
hav amt"tarl retcd to 3000

Why 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 findings, including the regression analyses that lie behind them, are included in chapter
6, "Making Fathers Pay.

'In 1971, the year we studied most closely, Wayne County collected an average of 45 percent
of all that was due from all fathers under orders of support. Two small rural counties collected
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 program employs substantially more employees than Wayne County
in relation to the size of its caseload. In a conversation within the last week withIrwin Brooks, Assistant Commissioner, Department 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 ofwarning to delinquents, the absence until very recently of enough officers available
to serve warrants, and finally the momentum Detroit enjoys from its long history of
efforts.
11. 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 'righten them into paying their support. While Michigan does about aswell 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 nonpaying parents were working for at least a substantial portion of the year
in which they did not pay. These working 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 child-support system is unnecessarily cruel for a reason that is
related to its antiquated form: Michigan's system collects as much as it does only
because it cas~ its highly organized collection system with a heavy reliance on jail.4
That's what it takes to induce many fathers to make the payments "voluntarily."
Around four to five thousand parents are sentenced to jail in Michigan each year
for contempt of court for failing to pay. In several Michigan counties, at least one in
seven of all divorced fathers with children spends time in jail under sentence of
contempt 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 ofthousands 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 be 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
moot, of the men who are actually jailed in Michigan are alcoholics and others withlong histories of sporadic employment. In a painful way they turn out, among the
much larger number of nonpayers, to be the ones least likely to have been able to
afford to pay in the first place. More significantly, the enormous rate of jailing and
the misery it brings 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.

The alternative-obviously at least in the simplicity of the concept-would be anational system of deductions from the paychecks of wage 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 assignments against the employer of a parent under an order of support. The
federal IV-D legislation permits such assignments for federal employees. When such
assignments are in effect, they operate in many ways like tax withholding, but,
though universally applauded by enforcement officials for their effectiveness, they
are today limited in thelr uses and effects. In most states, including Michigan, the
relevant statutes permit courts to impose a wage assignment only oni 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 carefully understood. We found that the use
of jail made a difference in a county's overall collection& only if the county also had an effective
system of warnings to nonpayers. Courts in other parts of the country should not be misled into
believing that they can boost collections greatly simply by beginning to jall nonpayert. Not atall. To exert any significant effect on collections, the Jailing must be the capstone of a well-
organized system of bookkeepin p and reminders that cannot be put together overnight. See"Making Fathers Pay," pp. 90-9.
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oaency has to find the man and his new employer and repeat the legal process for
gaining a new assignment. It is thus perhaps not surprising that today, in most
states, assignments are imposed in only a small portion of cases. In New York City,
for example, 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 disappear. 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 purposes 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 outstanding. 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, support payments would be
nearly perfect except by the unemployed, the self-employed, and those able to evade
the floating wage 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
earnings, 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
protection can be achieved in part through the shift suggected above from orders
fixed 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 wage
deduction, before applying the wage-deduction percentage to the remainder. (The
percenftage 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 by 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 many parts of Michigan 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 et-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 employees.
Worse, unlike income taxes, if the system were made available to families not
receiving public assistance (as I would hope), support payments would have to be
funneled to a third party, the custodial parent, a process likely 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 speed
the process of passing payments through to the custodial parent and to state welfare
departments by starting payments to recipients upon receiving notice that withhold-
ing had begun but without waiting until it actually received them. Similarly.,
withholding from the noncustodial parent could continue beyond the children s
majority, if that were necessary to recoup the money advanced.$

Some other troubling aspects of a compulsory wage-assignment system would notbe so fully remediable. Many Americans feel strongly about their right to decide for
themselves what to do with their earnings. They would resent Involuntary wage
assignments for child support as much as they would resent involuntary deductions
for their Master Charge bill, even though 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 weekly act of writing a support check
viewing it as an occasion to demonstrate their love for their children. They 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 interference 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 system 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 they 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 blue-collar 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 Intrusions 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 arreara.qe 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 support. All, I believe, favored
wage assignments for men substantially in arrears, for these men had lost their just
claim to control-the 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 automatic deductions would be worse than the sin-based system that we
have now-the system in which we dangle before parents the opp rtunity 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 support 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 my preference only in part because it
would almost 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-ased system and aout the atmophere that system creates.' Thechoice may seem easier because 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 higher 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 federal government would be left out-of-pocket for moneys advanced but
never recouped from elusive men. The scope of the risk for the government is impossible for me
to forecast.

I Those doubts are amplified in three chapters of "Making Fathers Pay" (pp. 165-263) that
discuss what sorts of men end up in jail, as well as the peremptory judicial process that precedes
a sentencing and the possible impacts of Jailing and its threat on the relations of fathers and
children.
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a starting point, I have praised the effectiveness 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 A tem were created, considerably more payments would be
obtained from employed parents all over the country, including Iich , 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 so? 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 agrees or
is ordered to pay. In cases of children born-outside of marriage, problems of
Identifying and locating the father will remain. The problems of obtaining orders
have been among the most vexing of all under Title IV-D and nothing in r wage
deduction system will make them any easier.

The second problem is equally self-evident: even after obtaining an order of
support, the government 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 receive g welfare. A principal reason for these lower pay-
ments seemed to be that "welfare" fathers simply were less able to pay-younger,
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 clearly unable to
pay-out of-work disabled, in prison or for some other reason of such low income
hat collection efforts would be futile. (Interview 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
parents who are working fulltime with deductions regularly taken from their wages.
Even a man is paying 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
plan will in itself produce an increase in a working parent's earnings. The impor-
tant 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 fairly typical case. A
divorced parent who grosses $5.40 an hour and works fulltime all year will have
aftertax earnings of around $9 000. If he has three children and lives In Michigan,
his child support obligations will total about $8,600 for the year (about forty percent
of his take-home pay).I If he pays the $8,600, 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 Poverty Line income, even if they receive his payments directly. If
they are receiving AFDC, his $3 600 will offset only about half of the combined
AFDC and Food tamp 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 oi^ the hopes of the proponents 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. As a rough indication of the small portion of fathers
whose child support payments are sufficient to offset in full their children's grant
(including cases in which the mother is employed), consider Michigan once again.
During 1979, Michigan actually collected support from over 70,000 absent parents of

S'For a discussion of the reasons why father and children rceiving AFDC benefits pay less
than other fathers, see "Making Fathers Pay," pp. 132-137. We expected but did not find a
decline in men's payments after their children began receiving AFDC. We expected the decline
because, when the children receive AFDC, the father s payments go directly to the government
and 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 suprt Is vigorously enforced, we found no such decline in
payments in cases in which the mother began receiving AFDC after a support order hid been in
effect for some substantial time.

'In theory an alternative way to recover more money from parents would be to raise the
e.n...ge of their earnings that the government will deduct. Judges and Friends of the Court
m Hitchigai(and their counterparts elsewhere) have generally believed however that absent

parents cannot be justly asked to contribute any higher portion of their wages 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 Michigan 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 pram ar reporting higher rates of closings, but
Michigan provides an example ofwhat can be expected after a state's Title IV-D
Program reaches maturity.I Over the next decade, the gap between what even regularly paying parents will
be ordered to pay and what Congress 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 proceeds over time to raise the floor-both of which are stepe 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 supportpayments) of absent parents.It 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
r ere 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 support 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. Cynical 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, I see little reason to believe that better enforcement
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
marriage might then have the courage to separate knowing that it was highly
pr obable that the father could be compelled to make payments.
IV. Serving other goal. 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 savings 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 goal, in my own view, should be the assurance of a minimum decent
standard of liviing to all Americans, through jobs or throu h programs 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 young 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, it 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 support
that push them below the BS Lbwer Standard Budget for a single individual. The
absent parent should be left with enough to live in minimum decency. In Section II
above, I suggest a couple of ways that orders could be fixed to provide such
protection.

Limit, on penal sanction8.-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.

Michigan reported collections in no fewer than 63,000 cases in each quarter of 1979. Somemen paid[i. only one quarter so that the total for the year paying in at least one quarter must
have been significantly higher than 63,000.



217

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 study did 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 penalty 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 assisantee 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 privacy.

I suggest that Congress direct the Office of Child Support Enforcement to study
the compelled cooperation program now after several years of operation in an effort
to determine the way it is enforced and the effects on families.

Considering reducing support payment levels many year after separation.-With-
out doubt, Congress and the states have a principled basis for insisting that absent
parents provide support for their children throughout their minority. It Is nonethe-
les also clear that even in divorced families, as the years pass after separation, the
parents are each highly likely to involve themselves in new families with new
financial 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
several years after a support order is entered, by reducing or terminating the
order.' Parents would then be free, indeed encouraged, 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 years after the family broke up. On the other
hand, a valuable effect of such a change would be to direct thinkng even more
clearly toward creating or insuring job opportunities at decent wages for single
parents several years after marital breakup (or the birth of a child outside of
marriage).

Programs 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 point is simply that once we recognize the inherent
limits on the potential 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 Tieeking 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 surprising. I did not know that the
Socia Security Administration had an Office of International
Policy, but I am glad it does.

Will you please proceed, sir.

1' See "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. HORLICK. 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 I
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
internationally 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 prepration for this meeting, I was reading
again some debates about how far can social insurance go to cover
public assistance, and eliminate the need for public assistance. This
debate took place in 1894, and it is not unreminiscent of some of
the debates one hears today.

Senator MOYNIHAN. It took place where?
Mr. HORLICK. 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. HORLJCx. 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-
panded very greatly to absorb a lot of the functions that once were
dependent upon public assistance. To give a few details:

The old age survivor programs in some of the leading foreign
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.

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 they call exhausted. They really cannot continue after 50
years in the labor force or 55, and they just give them a retirement
benefit 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 just get
up one day, and you say: "The arduous conditions of my life leave
me depleted," an& there be retired.

Mr. HORUCK. 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 andreceive 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 payments for partial disability. There are payments
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--

Senator MOYNIHAN. Mr. Horlick, you are talking about Western
Europe.

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 injury, let's forget about unemployment. If somebody
loses 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.



220

They may have unemployment insurance for housewives who are
returning to 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 programs family allowances. These family
allowances, which I wil 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 anybody is interested in going to details. The price is
that the payroll tax which they pay, the payroll contribution by
the worker, the payroll contribution by the employer, and the

- general revenue supplement are staggering in comparison with the
United States, three times as much as we pay.

Senator MOYNIHAN. Three times?
Mr. HORUCK. 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 MOYNIHAN. That is what balances off the relatively low
expenditure on public assistance.

Mr. HORUCK. 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 f.gr
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 MOYNIHAN. 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 employment. 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 full employment, they would cut down the need for
public assistance, which is absolutely true, but how do you do it?

Senator MOYNIHAN. It may or it may not be true; how do you
know?
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Mr. HORUCK. If they have 100 percet employment 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
young women with very young children. They are not supposed to
be working, or at least not normally.

Mr. HORLCK. 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. Our 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
so 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. HORLICK. 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. After we sent the OEO 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. HORUCK. Because they had salable skills.
Senator MOYNIHAN. Yes. You could see them working away in

their machine shops like little elves, and they were worth hiring,
obviously.

Mr. HORLICK. Should I wind up, or keep going a little bit?
Senator MOYNIHAN. Please go on, sir.
Mr. HORUCK. They have very active apprenticeship programs, as

you observed there. They have in many of the countries active
programs requiring the hiring of the handicapped. For employers
of 60 or 60 workers in countries like Japan, or the Unit*ed 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 employers. There are very 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 - S0 - 15



222

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 MoYmiA. 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 pensions.

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 very, 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. HORUCK. 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 explaining why health care cost.
are skyrocketing, 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.

I am mentioning.facts only.
'Anyway, expenditures in Germany 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 22.3 percent in social welfare programs. That is twice
the United States level of 11.9 percent, roughly.

Mr. HoRLCK. Social welfare has different meanings.
Senator MOYNIHAN. Within the broad ILO-deflnition in your

table?
Mr. HORLICK. Yes.
Senator MOYNIHAN. We have high public aid and other social

welfare, but low total expenditure for social welfare programs.
.Mr. HORUCK. 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 MOvNIAN. 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. HOauCK. 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. HORLICK. 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 things, too. We obviously have a rising
trend and in subsets of very high ratios. I think that rates are
going up, too.

The committee would appreciate this, Mr. Horlick, if you would
do this.

(The following was subsequently supplied for the record:]
ILuzomAcy RATzs P 100 BmTHS or SMw.rD COUNTRIM

Canada:
1966 .... ... .. .... ..
1970 ................................
1973 .......................................

United States:
1966 ............... ....
1970 .................................
1974 .......................................

Japan:
1966 .......................................
1970 .......................................
1974 .......................................

Austria:
1966 ................... ....
1970 .......................................
1974 .......................................
1976 .......................................

Belgium:
1966 .... ..............
1971 .......................................
1972 .......................................

Denmark:
1966 ......................
1970 .......................................
1978 .....................................

France:
1966.........................
1970 .......................................
1972 .......................................

West Germany:
1966 ......... .............
1970 .......................................
1973 .......................................

[In percent]

Italy:
7.6 1966 ....................
9.6 1970 ..... ......................

12.1 1973 .......................................
Netherlands:

8.4 1966 .......................................
10.7 1970 .......................................
13.2 1974 .......................................

2.4 1 .....................................
2.0 1970 ....................
0.8 1974 .......................................

Sweden:
11.4 1966 ..... . .........
12.8 1970 ..... .........
13.8 1974 .......................................
13.5 Switzerland:

2.5 1966 .......................................
3.3 1970 ....... ......................
3.0 197 4 .......................................

United Kingdom:
10.2 1966 .......................................
11.0 1970 ....................17.1 1978 .......................................Australia:

6.3 1966 ................................
7.1 1970 .......................................
7.8 1973 .......................................

New Zealand:
4.6 1966 ......................................
4.5 1970 .......................................
6.3 1974 .....................................

Source: United Nations and OECD Demopqphic Yearbook, 1975.
Prpared by. Comarative Studies Staff, Office of International Policy, Office of Policy, Social

Security Adminilstrationl, Ferary 190J.

2.0
2.0
2.8

2.0
2.1
2.0

4.9
6.9
9.3

14.6
18.4
31.4

3.8
8.8
3.7

7.9
8.8
8.6

7.4
8.8
9.8

11.6
18.8
15.8
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Senator MOYNIHAN. I feel that all that haranguing and harass-
ing that I did 15 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 correlate 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 long
epistle against moderation, and maybe that is the note on which
we should end this hearing.

We want to thank you very much, sir, and your colleagues who
have helped ou put together this matter. Please give them our
greeting, and tell them that we did not know that the Social
Security Administration had this resource, and now that we do, we
will be calling on you more frequently.

(The prepaid -statement of Mr. Horlick follows. Oral testimony
continues on p. 301.]
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Statement by Max Horlick

Before the Senate Finance Committee

Subcommittee on Public Assistance

Wednesday, February 6, 1980

Mr. Chairman and Members of the SubcorpmIttee, 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 maintenance

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 also prepare the report on Social Security

Programs Throukhout 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 "social security" programs are older and have become

more comprehensive, and labor market policies and other programs have had the effect

of reducing the need for assistance.

L Foreign Systems of Social Security

In the industrial countries, "social security" has been broadened over the past hundred

years so that the Incomes of many people who once received public assistance have

come to be maintained by social insurance. Some of the old-age and survivors'

programs, for example, have a flexible retirement age, partial retirement 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 attendance allowance for the disabled needing

sial 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 periods of time. The developed countries also provide cash family

allowances to families with children.

However, as the programs have expanded, so have their expenditures. The total payroll

tax for all of these programs may 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)

IL 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)

I. Labor Market Programs

Before the 1974 oil recession, the European countries had full employment for many

yea 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

jobs, active labor exchanges, hiring Incentives for employers, mobility and resettlement

allowances, retraining, and requiring the employment of the handicapped.
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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 Kingdom,,to

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 social security programs In the developed countries there are cash payments to

families with children, to families caring for orphans, for the education of handicapped

children, and to single earner families (means-tested). Under other various programs

there are means-tested housing allowances, school expense payments, cash payments to

working parents for outside care of children, furniture loans, low wage supplements,

etc.

The family has become less stable n Europe as divorce has Increased. The soolal

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 their own

pensions during the years they are caring for dependent children to encourage women to

remain n the home.
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VL Trends

Welfare reform proposals have been discussed repeatedly in many countries. In recent

ydr there 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 local programs. The United Kingdom has debated a series of proposals for a

completely new approach, Including unification of the present "hoteh potch" of local

and national programs, a negative Income tax, a consumption tax and Income tax

revision to eliminate the poverty trap. The Idea of providing a guaranteed income has

also been proposed in Sweden.

I will be glad to answer any questions which the Members of the Subcommittee may

have.

Attachments

Tab A - Tables on national expenditures for "social security"

Tab B - Income maintenance models for selected countries

Tab C - Country charts on "public assistance" /



229

LIST OF ATTACIIMENTS

Tab A. TABLES ON NATIONAL EXPENDITURES FOR "SOCIAL SECURITY"

1. Expenditures for Sgeelfled Social Welfare Programs, Selected Countries, 1974, as a

percentage of GNP

2. National Expenditures on Social Security In Selected Countries, 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. Foreign Income Maintenance Patterns

2. Foreign Income Maintenance Patterns for Dependents and Survivors

3. Foreign Disability Insurance Patterns

Tab C. COUNTRY CHARTS ON "PUBLIC ASSISTANCE"

1. Belgium

2. Canada

3. Federal Republic of Germany

4. Finland

5. France

6. Jarin

7. Sweden

8. United Kingdom
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O'HLV Pub. No. (SSA) 74-11701

Note No. 29-1974 October 18, 1974

NATIONAL EXPENDITIURS ON SOCIAL SECURITY
IN SELECTED COUNtTRIES. 1968 AND 1971'

The use of international-statisticS in the social security field is
complicated by the fact that data often are not comparable. How social
security is defined my differ from country to country, and countries
have dissimilar program. This research note presents the overall expend-
iturs for all social security programs In nine selected countries for
the years 1968 and 1971 and analyzes the three components of these pro-
gram most frequently used in comparisons: old-aqe, survivors, and dis-
ablity insurance; public assistance; and health care. The data presented
were developed in collaboration with the International Labor Office (ILO).

The IL0's definition of social security includes old-a o, survivors, and
disability Insurance (OASDI); health insurance medicall and hospital
Insurance, cash sickness payments for temporary disability *and mternity
cash payments); public health services; family allowances (cash payments
for families i rchildren)I pension and health insurance for public
employees; public assistance; and benefits for war victim. The nine
countries are Belaium, Canada, France, the Federal Republic of Germany,
Japan, the Netherlands, Sweden, the United Kingdom, and the United States.

Table 1 shows the total 1968 and 1971 exmditures of each country for
all social security program. To compare data, the national currency
fi gures have been converted Into percentage of gross national product.
(SP). By this relative standard the figures show that the highest
expenditures In 1971 were made by the tetherlands andoSweden. A primary
reason for the relatively low standing of. the United States Is the
absence, at a national level,-*f such program as children's allowances,
cash sickness benefits for short-term illness for wage and salary workers.
and health insurance. The Japanese figures represent the lowest level
of cash social security benefits. Figures for each of the countries,
If worked out for the past decade,vould indicate a continuous increase
In the percentage of GiP spent for social security in thebroad sense
given above and for Its main c nts such as health insurance and

SOASDI, reflecting the addition of new prorams as well is rising real
* costs and inflation.

• y Max Horlick, International Staff.
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TABLE 1.--Total expenditures for social security program and percentage
of gross national product, selected countries,1968 and 1971

(In millions of national currency units, except for percents)

Expenditures )_ Percent of ilP
country _____ _____ _____

1968 1971 1968 1971

Belgium(francs ) 190,405 270,116 18.22 18.33
Canada (dollars) 9,336 12,719 12.86 18.61
France (francs) ........ 125,000 168,08. 19.84 18.65
Germany, Federal -
Rpublic (marks) ...... 104,719 142,095 19.43 18.73

Japan (yen) ........... 2,881,099 4,685,917 5.57 6.93
Netherlands (florins).: 17,208 27,829 19.0S 21.75
Sweden (krona) ......... 22,711 37,615 16.27 21.75
United Xinqdo. (pounds) 5,929 7,011 13.72 12.45
United States (dollars) 73,234 113,542 8.47 10.81

I . n current itional currency units. One U.S. dollar equaled the
following: 8elgian francs--SO.14 In 1968 and 44.7 In 1971; Canadian
dollars--1.073 in 1968 and 1.00 in 1971; French francs--4.9s in 1968 and
6.22 in 1971; German marks--4.00 In 1968 and 3.268 In 1971; Japanese
yen--357.7 In 1968 and 314.8 in 1971; Netherlands florins--3.61 In 1968
and 3.25 In 1971; Swedish krona 5.18 In 1968 and 4.87 In 1971; and
British pounds--2.38 In 1968 and 2.55 In 1971.

u ;_/The gross national product figures of the International MbnetaryFund-have been used.

Source: Based on unpublished country data provided by the Inter-
national Labor Office.

Table 2 shows expenditures on OASDI. Note that Belgium's program excludes
disability, which is adeministratively Incorporated in its health Insurance
program. The Netherlands' figures exclude disability benefits because
the three Income replacement elents of disability, cash sickness, and
vorlimn's coepensation are luped, -thus cordbinin9 protection for both
Job-connected and non-Job-connected loss of incm. Canada covers dis-
ability by an assistance program. As the table shamd, Germany has the
highest relative expenditures among the nine countries. The Canadian
ad U.S. systems trail the European system.

.
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TABLE 2.--Expemlitures fot old-age, survivors, and disability Insurance
and percentage of gross national product, selected countries, 1968 and
1971

(In millions of national currency units, except for percents)

Expenditures Percent of GNP
Country

1968 1971 1968 1971

Belgium (francs) 49,467 70,.83 4.73 4.97
Canada (dollars).. 1,625 2,205 2.24 2.36
France (francs) ... 26,400 38,139 4.19 4.22
Germfny, Federal
Republic (marks) ...... 43,299 57,599 8.03 7.59

Japan (yen)............ 171,039 247,490 .33 .31
Netherlands (florins).. 6,246 8,082 6.91 6.32
Sweden (krona) ........ 7,133 11,045 5.11 6.03
United Kingdom (pounds) 1,648 2,002 3.81 3.5
United States (dollars) 43,858 35,874 2.76 3.42

Table 3 covers the public aid and other socialwelfare expenditures of
each of the countries. The individual national program contain different
components, depending on national priorities and needs. One country, for
example, may emphasize ald 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 a major part of the total assistance
figure. In general, however, the programs cover the same broad areas,
Including, particularly, assistance to-aged and disabled persons and
needy families as well as persons In need of medical aid. Sweden ranked
first In 1971 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 compensation and under public assistance
programs, veterans' health care, and health coverage for public employees.
Cash sickness benefits, normally included in the total health care figures
of foreign countries, have been removed because they do not actually
represent a part of personal health care. Private expenditures, of course,
are not included.

3
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TABLE 3.-Total expenditures 'for liblc aid and other social welfare and
percentage of gross product, selected countries, 1968 and 1971

(In millions of national currency units, except for percent.)

Country Expenditures Percent of GIP

1968 1971. 1968 1971

eloiu 1 (francs).... 10,340 14,S47 .99 1.03
Canada 1_ (dollars),.... 1,581 1,976 2.18 2.12
France (francs)..... - -....Go~y Federal

= 4(4|€1/ (trks)... S.652 7.621 1.05 .1.0

Jaw 305,822 SOS,157 .59 .64N. rTnds florinss) 41 1,325 .93 1.03
Sweden (krone) ......... 3,091 6,406 2.21 3.50
United kXingdom (pounds) 813 .1,097 1.88 1.95
United States )/
(dollars) ............. 14.377 26,415 1.66 2.52

Incluuoe expenaitures Tor neainA care under public alo.
Public aid expenditures cannot be Identified separately

included In table 1.
but are

TABLE 4.--Total expenditures for public health care programs and per-
ctage of gross national product, selected countries, 1968 and 1971

(In mllions of national currency units, except for percent)

Country Expenditures Percent of GiP

1968 -1971 , 1968 1971

Selaus (francs) .... 36,712 6,141 3.51 3.9&
ada (dollars) 4,126 6,194 5.68 6.63

France (francs)........ 26,082 41,062 4.14 4.64rsaily, FederalRepubic Fmarks) 22,253 35,377 4.13 4.6
Japan (yen......... 1,753,614 2,719,300 3.39 3.44
Netherlands (florins). 3,338 5,969 3.69 4.66
Sweden (krona).. ...... . 7,184 11,789. . S.1S 6.44
United tIngdom (pounds) 1,518 2,087 3.51 3,69
United States (dollars) 19,665 .27,935 2.27 2.66

4
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Tables 2, 3, and 4 are not addable because expenditures for selected
programs sudli as health may be counted under more than one program.
certain individual progrs-, Including thoseteich do not exist on a

national level In the United States, are not separately enumerated: cash
sickness benefits, family allowances, national cash unsployment benefits,
public employee cash benefits, and cash war-connected benefits.

Technical Note aMJ Definitions

The above ILO date which are reproduced with permission, are derived
from answers to questionnaires periodically Issued to countries by the
ILO requesting their expenditure and incme figures for social security.
In answering the questionnaire, the countries total their figures to
meet iLO's sgelfi cations hese e -the most nearly comparable date
available. The ILO publishes these statistics periodically In the coet
o $OaL $0 -, the ltat-edilon of which covers the years 1964-66.
This note brings the figures more closely up to date, pending publication
of the next edition.

A number of special ILO term reflected In the categories of data pre-
sented In this note are defined below: )/

Pubio he..lth waoee.-Curative and preventive medical care provided
by publicly operated services.

MPW apo p e bneifs.-Senefits paid to employees of national, pro-
vincial, and loal authorities, including old-age, Invalidity, and sur-
vivor pensions; sickness and cash %atmjiy.Ji ljts; employment injury
benefits; and family allowances. Some countries Include employees of the
national railroad and other public transportation networks, but not
workers of other nationalized Industries such as automobile manufacturing.

Cah Mot*Mtm befmit.-Payments to insured working mothers before and
after confinement. Typically they are paid for 12 to 14 weeks.

Cah soicnae bewmfte.-Short-tenn payments usually ade by the social
security system for non-job-connected Illness that prevents an injured
worker from working. They are typically paid for up to 26 weeks and
represent about two-thirds of the average wage.

YeilRy alUwmae..Cash payments Wa fa ul"es with a number of children
specified by law (for example, two ir more).

]/ For more detailed definitions, see International Labor Office,
Coet of &va. Seawity (Geneva: ILO, 1972); and Office of Researchand Statistics, Social ftamty Pmomme thmugh" tMe hbrtd, 1975(Vashington: Social Security Adinistretion, 1073).

" S



M.r-vpto'u b.wflt.-Benefits to va victims, Including medical care
and cash benefits such as disability pensions. They are financed from
general revenues and are made to former prisoners of war, refugees, and
concentration- cmp survivors. Programs for disabled veterans may be
administered separately from the social security program either as part
of a war victims' program or together with a public employee program.

6
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Eployse-amployer payroll tax rites (percent), by type of proirm, selected coutries, 1978

vor 1n social security
program

Total Employee Eployer

Tor old-asse; invaLidity, and
survivors Ensuramce

Totl Raploy.e Suployar

Autria
3eigimsJ

Fran"e21
brmay, Federal

Republic
Italy
Japan 4/
Netherl4ads
Norvay I/
Spain (aistinated

4/76 rates)
Sweden
Switzerland*
United kingdom
United States

34.20
37.50
10.60
44.50

33.86
55.53
20.89
44.36
25.2

52.47
32.5
25.47
16.50
15.40

13.40
10.10
4.95
8.43

16.18
7.80
8.85

22.85
8.20

7.60
0.50
7.10
6.50

•6.05

20.80
27.40
5.65

36.07

17.68
47.73
12.04
26.51
17.0

44,87
32.00
18.37
10.00
9.35

19.50 9.25
14.00 6.00
3.60 1.80

11.15 3.45

8.00
23.76
9.10

25.90
16.6

9.00
7.15
4.55

16.80
4.60

NOT AVAILAM" OK A
20.30 -
9.40 4,70

hOT AVAILABLE OR A
10.1 5.05

10.25
8.00
1.80
7.70

9.00
16.61
4.55
9.10

12.00

CMWARABLS BASIS
20.30
4.70

CIARALK lASIS
5.05

_1wAsDI fepres estimated.

/Rates in effect for 1977/78 tax year. See
National Insrance Contributions, -v. 33.

leaflet N115; October 10771 WEployerts gulda to

31 0ASDI excludes financing for certain item covered by separate txes under other programs.

_ OASDIt rates applicable to men; lover rates for woen
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TABBY

FOREIGN tICOME MAINTENANCE'PATrERNS

Attached ari four basic patterns of Income maintenance in foreign countries,
with several variations.

1. Multi-tier structure, as exemplified by Sweden, with a universal layer,
an earnings-related second layer, and private pensions for all organized
orkers. In addition, there are broad programs of social services with

cash benefits, but these are subject to liberal means-tests and do not
qualify as "welfare" programs, strictly speaking.

The Canadian variation differs In providing a universal benefit only for
old age, and in having several means-tested benefits for pensioners. There
the private pension network Is less Important.

2. Earnings-related system, with no needs-teste program, and a relatively
,weak private pension network, as exemplified by Germany.

The Austrian model, while quite similar for OASDZ, has a supplementary
securi.ty-type payment to low beneficiaries.

3. Earnings-related OASDI, extensive means-tested benefits, almost 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, old and extensive private pension
network, no supplementary security income, as exemplified by the Ietherlands.

A discussion of the interrelationship of social security a6d social welfare
depends on the definition of the "welfare component." In Europe social
security and even social insurance are more broadly defined and include more
program than in the United States. Consequently, the "welfare components
my be more narrowly defined there.
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GEBJ I AMODEL

Three pillar theory: 1) social security (earnings-related system with high
replacement" rate intended)

2. Private Pensions

3. Savings

No national program of peans-tested supplements foi beneficiaries, but there
is public assistance for all needy. Germany views protection for old age
as resting on three pillars, social security, private pensions, and private
savings. Additionally, the Germanic countries Mike Germany and Austria
traditionally held the view that "Work makes life sweet.' Jt was long felt
that hard and long work should be rewarded. The social security systems
are built around this philosophy.

in practice, the system looks as follows: 1) there is an earnings-related social
security benefit, basically intended to assure a continuation of the level of
living after retirement (first pillar). The long-range wage replacement goal
that motivated the architects of the present system (in 1957) was 75 percent
of final pay after a lifetime of work. The regular formula is geared to Oroduce
about 45-50 percent. Private pensions (second pillar) and savings were thus
intended to fill the gap between 45-50 percent provided by the statutory system
and the'eventual goal of 75 percent."

2) The private pensic-n system Is believed to cover about 60 percent of workers
in industry. A new law, effective in 1975, for the first time set up standards.

3) *Capital accumulatfon,' basically starting in the early 1960's, isa system
of subsidized saving: intended to.encourage workers to build up "nest eggs"
for the future.

4) Fleans-tested benefits. A general public assistance program provides small
cash payments and social services to the needy. In 1971p the last year for
uhich really comparatle figures are available, the percent of G:IP devoted to
public assistance-type progrcs was 211 times as great In the United States
as in Germany. Structurally, the German system tends to keep people away from
need. Cash sickness benefits are paid to those out of work temporarily, benefits
are paid to the partially disabled, there is a family allowance program, medical
care Is virtually free at the point of delivery, there are generous provisions.
for granting coverage for years not worked. For benefit computation purposes,
the average Incomne of low earners is brought up to 75 percent of the national
average. Because of factors such as these, there is no major means-tested
program.
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* OASDI. Germany pioneered In introducing social insurance. Bismarck inau-
urated sickness insurance In 1883, employment injury insurance in 1885 and

old-age and invalidity insurance In 1889. With the exception of Austria it
was not until 20 or 30 years later that the other major countries of Europe
introduced their pensionn system. In the early period the German model also
stood out as providing for an earnings related component of the old-age pension
while most of the others provided only an Income-tested flat rate benefit of
modest scope.

After World Warl in the mid-fifties when most of the European countries
focused on ways to improve pension benefits, Germnny 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 living which the worker enjoyed before retiremert. This
line of thought was incorporated in the 1957 reform of the social ser urity
system. Although the goal of approximately 75 percent of pre-retirement income
after 45 years of covered employment has not been attained, many critics
maintain that the average retiree does enjoy an income of approximately this
level if 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 incomes of the active work force.

The German system of social security Is funded by employer and employee payroll
contributions which not only finance OASDI benefits, but also sickness insurance
and unemployment insurance. Family-allowances and workmen's compensation are
also considered to be part of the social security system, but the former is
financed entirely by general revenue and the latter solely by employer contri-
butions.

If a worker retires at the usual age of 65 there Is no retirement test applied.
However, in recent years a number of provisions 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
circumstances with a reduced annuity at age 63. Also if a worker is unemployed
for at least one year he my retire at.age 60.

Private Pensions. Private pensions date back to the early 1800's. After
World liar 11 they became popular largely because industry needed capital torebuild and'because social security, at that time, paid very low benefits. then
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social security was completely revised in ,1957; private pensions came to b,
viewed as part of the supplementary "icingO toward mintainin the preretirement
level of living. Because of cost limitations it was not expected that social
security alone-would attain the eventual goal of 75 percent of the last wage.
Also, private pensions were counted on to bring up the benefit. levels of those
earning above the social s-curity ceiling.

Private pensions have been of four types: book reserve (basically promises by
the employer), separate trust funds, provident funds which had no vesting,
and life insurance plans. Until 1975, there was virtually rno regulation.
Major problems ware the absence of vesting, inflation, bankruptcy, and minimum
standards. Plans tended to be effective only in the larger firms. The 1975
reform provided vesting, pension guarantee, and some Indexing, and it forbid the
total offset of private pensions against the social security benefit.

The private pension network, like the social security system, faces two major
problems, the current economic recession and a .long-range demographic
deterioration In the ratio of beneficiaries and contributors.

OAccumulation of Assets'; Since 1952, Germany has promoted what it calls
tcapltal acum'ulation"--a form of savings 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 in the
account., the government adds a bonus of 30 percent (40 percent for familie"
with at least 3 children). The money may be used for construction, to purchase
stock in the firm at favorable rates, to purchase life insurance, 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 in 1973.

Public Assistance. Although guidelines for public assistance in Germany were
not defined and codified until the Social Assistance Act of 1961, the basic
elements were established as early 4s 1924 when it was recognized that, even
under an elaborate and generous social insurance system, a small portion of the
population would fall to obtain income sufficient to keep it above subsistence
lvels. These are minly groups which for some reason or other have not been
able to qualify for adequate benefits under iocial security or, because of some
misfortune such as the onset of disability illness, acquire special needs which
they can not meet frmm their own resources.
Benefits are generally paid on a city or county level but, with minor variations,
are set according to a federally determined minimum. This is considered to be
a level necessary to enable the recipient to lead a life *consistent with the
dignity of man."

Presently the largest category of people obtaining assistance are the disabled;
but expenditures in their case are primarily Involved with payments in kind.
The largest number of those receiving cash benefits below the poverty line are:
the elderly with inadequate pensions, one-parent families, families' with low
income, and more recently many oil the unemployed heve also fallen under the
poverty line.

In 1975 approx(rAtely 2 million persons received some kind of assistance (either
in cash or In kind).
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AUSTRJAN VA~jATION

The Austrian system is much like the German and was Inspired by it. One
variation is Austria's somewhat different approach toward the low earner.
There is no statutory minimum benefit, under DASDI but there is a means-testod
benefit which brings low social security payments up to a national minimum
standard. It is financed from general-revenue. In Austria, whth has one of
the best social security system, 70 percent of the recipients of the means-
tested payments are the disabled and widows. _
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FRENCH MOOEL

1. Earnings-related OASDI, financed by worker-employer contributions
2. Means-tested benefits, financed primarily by worker-employer contributions
3. Mandatory private pensions, pay-as-you-go, financed by worker-employer
contributions

OASnI . The present earnings-related social security system was basically set
u 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 depended 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.
However, inflation, currency devaluation, ,-epression, and wars had repeatedly
wiped out the reserve fund.

The funding difficulty was in part solved by converting to pay-as-you-go.

Means-Tested. For those who had "missed the train," in the words of one
Frenc 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 Pensions. France has a broad system of private pensions covering well
over 80 percent of-wage and salary earners in the private sector. Through a
corbination of collective bargaining and law, they are mandatory. The eventual
goal to be reached by social security and the private pensions was 70 percent.
The 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
min foreseeable problem is Europe's increasing aging population.

OAS.J. About 70 percent of the workers are covered by the general social
security system. The others fall under special funds for workers in agriculture,
mining, transportation, self-employment, government and other fields.

11omal retirement age for men and women is 65, although' it 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 higi;est 10 years of
covered earnings (revalued) if the worker has 37.i years in covered emplo)i.ent.
At age 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 percent a year
thereafter. Certain specified categories of workers are eligible for a full age-
65 pension at age 60. Pensions are automatically adjusted semiannually for
changes in national average wages.
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A minimum pension is payable to all insured persons at age 65 (or earlier in
specified cases) who have at least 15 years of coverage. For less than 15 years'
coverage, proportionately reduced minimum pension is payable. The partial
inilm. pension, however, my be brought up to the level of the full miniUu,l
pension on a means-tested basis.

The program also provides invalidity pensions to ins~red workers who are totally
disabled as well as to those with partijl disabilities. If tota)ly disabled,
the worker receives effectively an Page-6$ pension. A constant attendance
supplement Is also payable. For partial disability a reduced pension is paid.

Disabled surviving spouses of Insured workers can draw a pension equal to So
Percent of the Insured's pension. Supplements for-dependent children are added.

Agdd widows or widowers receive a similar pension, but on a means-tested basis.

The French social security system, like that of other industrial counties, has
been experiencing financial difficulties as a result of not only the 1973-74
world recession and sharp inflation rates of thb 1970's but also long-range
factors such as the growth In the older population. Income to the system,--
derived-in bulk from payroll tax contributions--has declined because of the
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 In a deficit for
1976. To cope with this situation, the payroll tax rate was increased. However,
the French are still looking for other solutions to the financing problems.
kjong those alternatives suggested have included use of the value-added tax as
wall as removal of the social security contribution and benefit ceiling which
would deprive private.pension funds of needed revenues.

Means-tested. In 1941 it was decided that the system was unable to afford
the expense of-mroving the benefit forwula across-the-board. Instead, the ,
system was to move In the direction.of providing additional benefits to those
In need, and a first level of means-tested benefits was introduced to provide
a minimum subsistence level to retired workers and their survivors, supplementing
the earnings-relatd pensions..
OrigInally, it was anticipated that this Intermediate program would be tran-
sitional, only necessary until 1960 when the program matured.

However, In the decade that followed, the inadequacy of the Income of retirees
was still causing concern. To help cope with this situation, a second level
of means-tested benefits was introduced in 1956. The two' in cmbination were
gradually to bring the benefit of retirees up to about half of the guaranteed
minimum wage. Furthermore, the Intention was to increase these two means-
tested benefits to ar amount which would eliminate the need to provide cash
public assistance berefits. The public assistance program was to be used
primarily to provide rent allowances, considered necessary in light of rapidly
rising housing costs, and medical assistance to needy persons.
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There Is now a guaranteed minimum income level for those age 65 and older (60
in special cases) that is composed of f.wo separate components: A minimum pension
and a means-tested supplementary allowAnce.

Minimum pensions are payable without regard to resources to persons with at least
IS years of coverage. Insured workers entitled to only a partial minimum
pension my have their benefit brought up to the level of the full minimum
pension on a means-tested basis.

The second component of the guaranteed minimum income, the means-tested.
supplenentary allowance when combined with the minimum pension bringsi the
guaranteed minmua income level up to about 50 percent of the minimum wge.

As indicated earlier, the original intent of the means-tested benefit program
was to provide transitional benefits until the earnings-related pension program
has matured. however , as additional groups of workers were brought under
social security coverage, the transitional period has been extended. As a
result, means-tested benefits are still being relied upon by many pensioners.

Today Planners are still concerned about the inadequady of pensioners' Income.
Many feel that the guaranteed minimum income should be set at 80 percent -
100 percent of the guaranteed minimum wage. In the foreseeable future, however,
this goal does rot seen possible in light of economic and deographic conditions.

Private*4nsons. Tie French network of private pensions has all of the
haracteristtlcs 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 6f resources. There are
several umbrella organizations which establish procedures, enforce- regulations,
and develop standard financial approaches. Financing is from fixed worker and
employer contributions on amounts above the social security ceiling. The
retirement age is coordinated with sociall security and it is possible to take
early retirement.

When asked why social security could not simply take over, directors of the
private pension funds insisted that there is nlo link at all and that there
should not be. However, two dangers may eventually force some link with the
public program. First, the social security ceiling has gone up rapidly,
reducing the amount which is taxable for private pensions. Secondly, the growing
unfavorable derographic ratio may eventually errode the Income of private pensions
to a serious degree. Otherwise the system has been well run and has aimed at a
20 percent replacement rate after 35 years.
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IIS$ VARIATION"

The Swiss system, reflecting the multi-lingual coqosltion of the country, has
characteristics of the German (three pllar theory), and of te French (earn-
ings-related benefit, -with two mans-tested supplements) system.

There are several differences, however.

On the contributions side of the earnings-related prograir, there is no ceiling
on contributions (unlike France and Germany) and nonworking persons with other
Income must contribute.

On the benefit side, there is'& minlm and a maximum benefit.- Because aiout
20-25 percent of all beneficiaries needed means-tested supplements, 1972"
legislation provided.that a) the minima benefit be increased rap'dly to a
level Witch would guarantee a minimum standard of living, and b) private pension
were to be mndate. # - ,
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SWEDEII- MULTI-DECKER SYSTEM'

1. Universils flat-rate benefit-40 percent employer financed. 60 percent
general' revenue.

2. Earnings-related--Enployer-financed
3. Private pensions--Employer financed, virtually universal
Broad system of public assistance, financed by local and national authorities.
Sw.den is generally regarded as the welfare state. As in the case of otherindustrtal countriot, all residents7 ore eligible for sociall security'. Becausethe social s9curity benefits have been improving, fewer and fewer people are,receiving tocil welfare". There 'is no gneral means-tested allowance forbeneficiaries. Social security includes cash sickness and'maternity payments',virtually free health care,_cash payments to all residents with children, andsizeable work injury and unemployment benefits. Elaborate training andretraining program have kept down unmployment.
The general aim of the society is to provide everyone with a decent standard ofliving. The original approach to achieving this status for retirees, survivors,_and the disabled was to provide a small flat-rate benefit, intended at leastto provide.a minimum standard. This never worked and people without other
sources of income had to be covered by public assistance. Like other countrieswith multiple layers, Sweden, in the 2950's saw itself forced to do something
more. Following a decade of national studies, two iriprovetients were mde: thebase amount was upgr, ded and indexed, and an earnings-related layer was added.
The two layers together were planned to replace about 60-66 2/3 percent offinal pay when full benefits became payable after 30 years. Parallel with this,national labor-managment agreements extended private pensions throughout theorganized sector of "labor. While three layers exist now, many wore receivingOASDI benefits before or shortly after the improvet.,ents. To help remove thisgrup fron needing "assistance", the flat-rate universal benefit is beingincreased specifically for them. If should be pointed out, that the means
test for housing and other allowances for pensioners and families with childrenis relatively liberal. About half of all pensioners receive housing allowances,
for example.

25fSU. The two-tiered Swedish OASDI pension program consists of a universalflatrate pension, payable to all resident Swedish citizens, plus an earnings-
related pension. The insured person does not contribute to the socialsecurity program In Sweden. The employer Is the main contributor, financingthe entire earnings-related pension program and about 40 percent of theuniversal pension. The remaining cost of the universal pension program comes
frn gover ,.ent funds.
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* The first compulsory national pension program was introduced In 1913. It was
a flat-rato benefit, payable at a---7_ In-1946, the flat-rate anoun was raised.

,considerably. However, it was widely criticized as being too modest to meet the
needs of most beneficiaries. RIth the economic expansion in Sweden cam increasing
expectations on th3 part of workers and retirees, and a number of studies were
made during the-following decade to find a more adequate solution to the pension

* problem.

An earnings-related supplemntary pension program eventually became effective
In 1.960, with benefit payments to begMin in 1963. Concurrently,' the flat-rate
benefit was significantly improved (it now equals about ?5 percent of the
average wage in mnufacturing), and both programs were made inflation proof
by a tie-in to the Consuw*r Price Index. The earnings-related prorran was
designed to nature over 30 yars, although transitional modifications make a
fll pension payable after 0 years.

During the recent past, in order to further improve the benefits of previous
non-earners and low earners, the basic pension has been increased gradually
for those who are Ireligible for or-who receive only a small earnings-related
pension. The plan calls for annual increases up to a total of 45 percent over
the old pension level by. 1981 in the old-age and survivor program, and twice
that rate for the permanently disabled.

in 1976, for the average worker in manufacturing, the universal benefit repre-
sented,27 percent of final earnings, and the earnings-related layer was about
3S percent.

For OASDI, the eumplcyer pays about 20 percent of payroll. The government pays
-about 60 percent of the cost of the universal benefit.

In the shorter run, financing has been one of the stronger points of the Swedish
system. Perhaps the largest reserve fund in the world was built up as part of ;he
earnings-related benefit. Full contributions were paid, but only a partial benefit.
So large a fund was created for thtte purposes: to provide a source of invest-,eat,
to prepare for a growing unfavorable demographic picture, and to prepare for
the payment-of full benefits.. However, there is an increasing filing that the."ployer has reached the limit of what e can pay. 0Social costs', that Is,
fringe benefits, social security, and private pensions, now require about 40
percent of payroll. Employers fear that they will be priced out of the world
urket. Ioever, unless contribution rates are increased, the reserve fund till
soon begin to shrink. The percent of GUiP spent on "social wolfaro' is alreaJy
mons the highest In the. world. in a word, the Wiedish system proviJes more,

Ibutit *lso costs mre. z

- J



260

Private pensions. Although private pension plans in Sweden predate the national
pension program of 1913, th2 real developent of private pensions began in 1917
with the establishment of a central staff pension fund by the Federation of
Swedish Industries and the Chambrs of Comerce.. Several life insurance companies
in 1926 established a similar institution. In 1929, the wOv organizations
wtere mered as the Swedish Staff Pension Society, a nmtuAl insurance cr.tiany
controlled by employee and employer organizations and subject to government
supervision by tha fla'tional Private Insurance Inspectorate. 7h2 plan was for
the benefit of white-collar workers only.

The success of the plan led blue-collar trade unions eventually to push for
similar tnefit for their rxmbers, and this in turn led to an areement between
unions and the Swedish Employers' Confederation fn June 1971. The considerable
amount of tine between the introduction of the two plans was caused to a
considerable 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 receives annual benefits
amounting to 10 percent of the average of the final 5 years' salary. The'blue-
collar worker's pension is 8 percent of average wages durird the 3 best years
between wages S5 and 59, inclusive. Added to social security payments, the
average worker receives about 70 percent of final earnings.

Private pension plans have provided for vesting of pension rights fron the start
in 1917, and pension rights are tansferable to hew employers covered under the
aqreesient as well. In practice, the tight labor market of the 1960's and the
early 1970's promoted the expansion of private pensions to firmt and industries
not covered by the initial agreement.

Means-tested prefabs With the rapid growth and generous benefits in the
Swdilsh social secUrity program-- cash benefits covering 90 percent of average
earnings under the health Insurance and wortmen's compensation programs,
unetvloyment payments extended to @a11 would-be .orkers (including recent graduates
and houseWives entering and reentering the labor rarket), generous allow 4ances to
all families with children, and improved benefits to those receiving only the
basic pension -- public assistance based on the assessment of personal need-has.
steadily declined itn importance, Economic assistance provided by mnicipal --
welfare authorities now amounts to less than 1 percent of total expenditure on,
social policy.

?lost assistance program directed toward the welfare of the family are providedby thetiicipality: day-care sefvtices for children, other child care, and. .
hoe-holp services for families with children. Rent subsidies for families wiith
children, financed from federal and municipal funds, are subject to liberal
income tests relatect to the size of the family. Similar rent subsidies for
pensioners are paeyaloe by the municipality, and liberal means test ensure that
about 50 percent of all pensioners receive a subsidy.
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Canadian ariatjgn.

Canada has a multi-tier systm, including a universal flat-rate benefit and an
earnings-r6lated layer, like Swdon.

The private pension and cash assistance programs perform a somewhat different
role, however, the former is loss advanced and the latter is more sigificant.
The private pension system is not nearly as wall developed and is not mandatory.
About 60 percent of the labor force worked in organizations which hive private
pension plans. 4.

Unlike in Swedan, the universal benefit Is for old age only, and does not
cover invalidity and survivorship. In addition, the earnings-related pension
program' is relatively recent (1965) and came too late to benefit older people.
Because of factors such as these, plus concern with poverty In general, there
are several kinds of cash assistance payments. An incom-tested supplement
Is paid to recipients of the universal benefit who have little or no private
Income. This is financed from general revenue. In addition, there is a
Federal-Provincial assistance program for the needy aged, blind, and disabled,
tho are not eligible for regular benefits. The Federal Government assumes 50
percent of the cost.

In 1975, an income-tasted spouses supplement was added for retirees with wives
aged 60-65.

A~
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Netherlands Mlodel

1. Flat-rate benefit -- financed by insured (e loyer also contributes to
disability insurancee.
2. Private Pensions -- worker and ev;)loyer contributions.

Assistance

The Netherlands has been a country strongly devoted to private enterprise.
flational Councils on wave and economic policy contain employer and labor nlhers.
In the post World War 11 period, the old social security system consisted of a
small flat-rate pension, paid for by an employer contribution. There was an
emergency program of means-tested benefits paid for by general revenue. Prirnry
reliance was on private pensions. In the 1950's, following national debates, a
relatively high flat-rate benefit was set up. In 1975, the replacement rate
for single pensioners was 33 percent and for married couples 54 percent of
average earnings In manufacturing, close to that of the United States, by the
saw definition. The worker Is the primry contributor toward OASDO, although
the emloyer also cotributes toward disability. General revenue makes up any
deficit and also pays the contribution of low earners.

There have been continued pressures for inrovemant. The question was how.
The iletherlands shared with Sweden the highest outlays in the world, In terms
of GHP devoted to social elfere programs. The payroll tAx for OASDJ, sickness
and maternity Insurance, unectloynent, and family allowances is close to 50
percent. Like Sweden, the Netherlands Is concerned about being coLtetitive
in international trade, services, and transportation.

The solution decided upon in national debates was to mandate private pensions.
The 1974 recession halted action on a.bill to briid this about. Currently,
about 9E) percent of all workers aged 25 and over are already included in
private plans which have long history In that country.

Netherlands has not spent a great deal (in terms of GIHP) on public assistance-
tyoe program. Ther6 is no si elementary security income. supplement. This
may be becausee of long-tern full eloyujent, advanced proors for rehabilitation,
sickness, health Insurance, labor mrket policies, fanlly allowances, the work
ethic, etc. Looked at from another point of*view, It might he said that the
social security program' took over many of the functions Whtch might be

considered assistance In other countries.

The cual system of public-private benefits worked well. Hmi"ovr, particularly
since the oil recession, there have been Increasing financial pit.lcts. As
a result, recent reforms" carried out by other Curoean countries (for exarmle
earlier retirement) have not been introduced in the Netherlands. On the
contrary there have been sone retrenchments.
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O OIGN DISAflnITy DISURANCE PA MIRS

Hoot countries have three concurrent income maintenance program in the die-
ability field. These three are cash sickness benefit (providing benefits
during short-term disability)t general disability, usually called "invalidity",
insurancel and ork-injury insurance. Table 1 shovs how the cash sickness and
invalidIty progr ms are financed in the fou mado countries (Gerusmn, ance,
Sweden, end the Netherlands). the contributions for workmen's compnsation
are not shown in this table because the payroll contribution rates vary widely
according to the degree of rink associated with different industries.

Noes of benefits
these programs pay the following kind of benefits:

Cash s ckn9es--for temporary, "non-vork-coneoted ileos or injury, usually
paid for up to six months or a yewr. Typically, when a worker become ill, he
Is paid cash sickness benefits for a fixed period of time or until it is deter-
mined that there Is little chance for Improvement. Subsequently, If there is
no improvement, he is transferred to the invalidity pension program, provided
other requirement are met.

General invalidity-for permanent, non-work-connected illness or Injury, may
be paid for varying degrees of work incapacity (for example, anywhere from 15
percent to 100 percent). There may be a distinction between incapacity to •
work In, the disaciecos r#eVar occupation (partial invalidity) or the incpa-
city to do any work at all (total invalidity). Constant-attendance allowances
my also be payable to the disabled requiring the help of another person to
carry out his daily chores. At the statutory retirment age, he receives an
old-age pension in place of an invalidity pension.

ork-injury-temporary and permanent earnings-related cash benefits payable
.for disabillties resulting from vork-conneoted accidents or diseases. Under
most countries' social security provisions, a person who has been injured at
vork may be entitled only under the work-injury benefit program. This differs
from the American practice whereby an insured worker my be simultaneously
entitled under a State or Federaly-operated vork-injuzy benefit program sid
the Social Security 0ABI program.

60-5$2 0 - 80 - 17



Table 1.-Flncing of Foreign Cash Sickness enfit and XInalidity Insance rogr , Selected Countries, 197S. .

€0UWRYMC O F RUMS"

uployer-eplyw payroll tax contribwtio.o rates (percent) Government contribution
invalidity Old-age and survivors (0ASI) Health /.

France Total Included
Employer under
Employee health

Germ Total Included
ErloYr under

aploysee GASI

Netherlands Total 9.20
playerr 6.15
Employee 3.05

Sweden Total Included
bEployer under*
Employee OASI

l0.25
7.25
3.00.

18.00
9.00
9.00

11.90.
NOne
11.90

14.95
14.95
Pone

15.95 ?/
12.45
3.50..

Health: 31 surcharge on
automobile insurance'Prods.

. 10.00-13.00 4f OASX: 16% of total cost.
5.00-6.50 Health: subsidies for
5.00-6.50 special categories. Y

20.00
14.15
3.85

7.00,
7.00

None

OAST: Any deficit. _
Health: Subsidies for
special categories. 7/

OASI: 551 of universal
pensions.
Health: 25% of cost.

M I udng cash sickness and mternity benefits.
Survivors' benefits financed onder health insurance program.

i E oyers contribute 10.45 percent of earnings below ceiling and 2.00 percent of totAl earnings.Elployees
contribute 2.50 percent of earnings below specified ceiling and 1.00 percent of total earnings.

4 Eaployrs and employes contribute equl amounts. but rates vary according to fund.
Cost of mternity grants; benefits for unemployed and for persons In authorized training and retraining;
also subsidy for miners, retired farmers', and students' benefits.

/ Govetmmi also Pays contributions for eempted low-income persons.
Subsidies toward voluntary covered of low-incom persons and pensioners; wole cost for persons disabled
frou birth.
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fleu lcement rtes

In Table 2, examples are- given of the eamings-replacement rate of an average
wo r r in manufacturing ubo, in 1975, became entitled to a partial invalidity
pension (for this purpose, partial invalidity has been asmed to be to-thirds
loss of earning capacity), total invalidity pension, or total invalidity pension
plus a eonstant-attendance splement (for those ho emd, the help of another
person). SIal4z rates for regular and early retirement old-age pensioa have
been Included for comparison.

7ive eomtries ae Included In the tables france, Gem , Netherlands, Sweden,
end the United States. the hlest invalidity replacement rates ae found in
the Netheflind-- gi ve rm 65 percent for a partially disabled worker to 100
percent (or a totally disabled vorker requiring another person's assistance.
So remaining countries are uke as follows vlto respect to total InvaldItyl
Sweden, Frnce, Goz , and the United States. Partial invalidity and constant-
attendan e program e not available In the United States.

Relationship of iuvaliait Vensions to old-afe enslons

In most ocutiles, an Invalidity pension rains payable up until the disabled
orker reaches the normal retirement age, usually age 5. France stands out as a
otle exception In that Invalidity pension* are 6oneortod to old-&ge pension*at age 60.

Although ill health leading to a disability Is usually ovetd separately under
invalldity Insurance, aary older workers suffer from il health suficieat to
Impede their voA perform m ce but not enough to qualify them for a regular inva-

idity benefit. As a result, a number of-ocuntries pay Mspe old-age or Inva-
lidity pensions to older disabled workers.

Of the four Mo pean countries examined here, fance end Sweden pay benefits
based n a liberal intorprotation ofisability. Among the options avallable
under the Crean flerible retirement program 0 the possibility of a disabled
Person claiming a fun pension up to 3 Year early. Because the Mutch inva idit
progm provides for vaTing degrees of vozk Incapacity (as little at 15 percent),
older workers with a partial loss of eainge capacity may continue to wor end
receive partial benefits to help make up for the earnings loss up until retire-
ment age,

Of the four Drpean model countries analyzed, two ar experience, sa r
Increases in the nber of invalidity pensioners (Netherlands and Swe"e), one a
moderate Increaae (GerW), and the other has beaL fairly stable (France). As
mted, the first two countries have liberal interpretations of disability, especially
for alder o k ers and thea who are partially incapable of working, and they
also provide rather high benefits. In the other two countries, there are



Taue m.. wt rate of goa security old-age nd invaidity peniots for A e mn withwag i ,,rWs In m actm-W,. selected comtrte (ntitNeUt as of J4nuaiy, 2975). ./

Pension as peent of earnings in year before entitemnt
Prt.a Total Eay RegulAr Total I nvalidity pensioninwsliditv invalidity old-age old-age plus
w3ioE pesin 3onYE/~o cmtnt-attndn supplement k

Fnx 26 43 23/ 4.6 7
OernazW' 29 4da -l~/ 5D notavailable

sthberlands 65 so 38 7/ 38 .0a
Sweden 39 5911 965
United States not 392/ 31 0J '38 not availableav- laboe

Ufa ar for systems at mtrty. For Steden, data reflect lstAm r enl-aed pension.A -nM of two-thirds loss of ea7rn" as1d for 2-eept of partial peli.Flres reflect the ealiest age, at wich pension s payable.
Constant-attendance supplement payable In addition to total invalidit, pension for disabledrequiring assistance of another person.

~/At age 60 with 37j-Years coverae
/ At acce 63 with 35 years coverae.

V At age 65. The social security progri does not provide for an early pension.S age 60., Pension reduced by 0.5 percn per mth wnder age 65, or 30 perch nt.
Pensioner born 2M or earlier.

_/ At age 62. Pension reduced by 20 percent.
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liberal proviaiona for early retiremnt mde: fte old-age program,
Additionally, improvements in u employment provisions have apparently
made it more attractive for older unemployed vokere to claim
am unemployment benefit rather than an invalidity penion in the event they
ers no longer able to keep up their jobs.

total di ablaut ernenditure

Sme recent overall disability program expenditures covering the
coats of cash sackess benefit, invalidity pensions, and kmen's
compensation are given for a nabeor of years in Table 3. In biropean
cotries, the coumterpart payments to some of the benefits paid in
the U.S. under the Social Security OASDI program are typically provided
wder either the each sickness or vorkien'a copensation program.
Por Inateane, comparatively generous benefits for vork-connected dis-
ability are ordinarily paid -only vader the loksAon's compen-ition program,
vhile in the U.S. conurrent payments an a more modest scale are often
aMe under the OASDI progm as veU as wider a state or federally-
operated vozken'a compensation program. theefore, restricting
the data to the, experience under only the Invalidity program vould
somewhat distort the pictme.

The Netherlands vith its vary generous and liberal disability progra
stands out an having the largest shim of Gross National Product (GNP)-
14.0 percent in 1g?3-being spent en these progras. Yrance and Germany
rnked second and. thirdespeotively, with ever 1-5 percent of GI.
The United ingdom tollowde next bith 1.3 *Percent. The U.S. -the only
country a those surveyed without a national eaah sickness benefit
program and without pensioas for partial work incapmty-pent the
mallest- fretion of MC (0,7 percent).



Table 3 .- Oa b enment Pquemt VIdx AMUo Mad.fll Pzogz
IS laiSMi 0OMWoAI, lulooted YOMaS

(sint lamn of Matlona rsW .Mts,)

• $ (i). (2) (3) (4) (5)
K1anm ZavallU1ty 11' u Total (4) as Peramit

Iammo IaU~M20.0 CMemato (*)(z)(3 of On

1k.j V, 1963 550 990 67% 1.7
(1?,,",) 1969 4319 20 580 121 1.7

197 7043 22W 8M6 17M7 1.6

Geo 933650 310 1800 am7 21
o96,9. 9 5330 5500 322 23. 231973 5W.5 7600 4g346 3q4M0 1.9

N~hrab/1963 560 310 120 990 1.9
(Vloda) 196 1818 1527 3355 3.3

1973 3216 3284 - 6594.0

Vnited IinetyI 1963 238 82 3i0 1.0
(7OWASa) 1969 465 120 585 1.3

2 973 713 134 8.7 1

%Ited StateXY 1963 .47 2257 1057 2761 .5
(b r) 1969 65 21.43 1714 4812 .5

1973 810 5162 3634 906 .. 7

f Cubsickness benefits are typically pqyable for up to three years. Invalidity pensioners receive old-age
lSionsi at ge 60, whereas age 65 Is customary in most countries.
f Cash sickness benefits are usually provided for up to 78 weeks. As of 1970. t~he eWloyer was made responsible
for paying cash sickness benefits for the first 6 weeks of illness. The 1973 flexible retirement age feature
of the old-age pension system permitted disabled workers at age 62 to draw an old-a pension which Is computed
more favorably than an invalidity benefit.
"/ One year is the fixed cutoff pbint for the payment of cash sickness benefits. Invalidity benefits are only
paid up to age 6S, when old-age pension entitlement begins. Effective July 1967. the workmen's coqxensatio
program and t. invalidity insurance program have been merged into a co.on system.
4V The United Kingdom does not statistically separate payments made for invalidity from those provided forshort-term sickness.
_ Five states and Puerto Rico provide cash sickness benefits. Entitlement to Invalidity pensions terminates
,at age 65. at which time old-age pensions become payable.
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fEDERAL REPUBLIC OF GERMAY

The Germnsocial security system has three types of disability insurance pro-
grams: cash sickpess benefits designed to protect the insured against short-
term incapacity for work; disability awards for long-term or permanent disabling-
conditions; and work injury benefits specifically covering work-related illness
or InJury. In addition, some private pension plans offer disability coverage
but on a limited basis.

DEFINITION OF DISABILITY

Cash Sickness Benefit Program

The cash Sickness benefit program Is financed by employer and employee contri-
butions. In order to qualify for benefits, the insured must be totally
Incapacitated for work. Normally, the employer continues to pay the sick
person full salary for up, to 6 weeks of absence. There is no waiting period.
At the end of 6 weeks, theL social security system begins paying cash sickness
benefits for up to 78 weeks, provided the insured remains incapacitated. The
benefit amounts to 80 percent of earnings, with a supplement for dependents,
up to a maximum of 90 percent of earnings. In most cases, the cash sickness '
benefits converted to an invalidity pension automatically at the expiration
of the 78 weeks. _

Javalidity Pension Program

The invalidity pension program is financed by employer and employee contributions
and by general tax revenues.

The invalidity pension program has two definitions of invalidity, with a different
pension corresponding to each: (1) occupational invalidity and (2) general
invalidity. Under both definitions, the handicapped persons's extent and
duration of training, as well as his physical and mental capabilities, are
considered in assessing suitable work.

To meet the definition of occupational Invalidity, the worker must be incapable
of earning in his usual occupation at least half that of a physically and.mentally healthy person with comparable training and similar, skills and education.
This definition can be met by someone who never has had to give up work but whose
ability to earn a living in his job has declined. The thinking behind this
definition appears to have been that the worker who has been forced to switch
to a different type of work because of disability deserves some type of financial
=vpensation.

The general invalidity definition specifies that the worker must be either.
unable to do any gainful activity with any degree of regularity or incapable
of earning more than a negligible amount.'To satisfy the first condition of
the definition, th worker must be unable to work for more than two ours a
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day. The second condition is met when the worker can only earn less than 20
percent of the average wages of a fit worker. Only one of these conditions
need be satisfied. Thus, the definition of general invalidity is more stringent
than that of occupational invalidity and, accordingly, pays a higher benefit.
The pension for general invalidity is 1.5 percent of a worker's assessed wages
for each year of insurance, whereas the occupational invalidity pension is
lower--1.O percent of a worker's wages for each year of insurance. Persons
disabled before age 55 are considered to have been insured to age 55 for the
purpose of computing the benefit. There are pension supplements for dependent
children.

RELATIONSHIP OF INVALIDITY PE14SIONS TO OLD-AGE PENS1OlS

Germany has a flexible retirement age system, so that Ind ividuals may claim a
retirement benefit between the ages of 62 and 67. There is a special provision
for older disabled workers. Persons disabled after age 62 are granted an old-
age pension on the basis of invalidity, which is more advantageous for the
claimant, because the old-age pension, unlike the invalidity pension, awards
credits for years in which little or no contributions were paid. For example,
the worker would be given credits for periods of wartime, incapacity, unemploy-
ment, and time-in-school beyond age 16. Furthermore, all recipients of invali-
dity Oensions become old-age pensioners upon attainment of age 62; the benefit
Is then recomputed to reflect the additional credits for periods when the
worker aid not make contributions, as discussed above.

REHAILITATOtI SERVICES AND TRAIUING ALLOIJANCES

The caih sickness and invalidity pension program also offer rehabilitation
services and training allowances to the disabled. Vocational training Is
provided usually for up to one year, with the possibility of extension. During
training and rehabilitation, the disabled receives a temporary allowance equal,
in effect, to the regular cash sickness benefit--80 percent of earnings just
prior to illness or injury. Since rehabilitation and training measures are
Intended to prevent or correct total ineApacity for work, the benefit is
considered transitional, and no claim, for an invalidity pension Is accepted
during this period. However, if the person has already been awarded ai, invalidity
benefit before rehabilitation begins, he receives an amount to make up the

~difference between 80 percent of his earnings before his disability and the
invalidity pension he has been receiving.

PRIVATE PENSIONS

The better private plans provide Invalidity coverage. Those whn qualify for a
social security invalidity benefit are eligible. As the social security benefit
for occupational invalidity is two-thirds of the benefit for general invalidity,
(total incapacity for work), most private plans pay the additional one-third.
However, benefits for general invalidity under private plans are not comon.
Individual plans usy project years of prospective service up to age 55, as does
social security.' There say also be a supplemnt of 10 percent of the pension for
each dependent child.
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INVALIDITY PENSION EXPERIENCE

During the years 1968-71, the ratio of Invalidity pensioners to insured persons
averaged about 8.1 pensioners for every 100 insured, with tho ratio declining
to 7.8 pensioners- for every-lO0 Insured by the end of 1073. The principal
reason to explain this drop is the influence of new flexible retirement-age
regulations that became effective in the beginning of 1973. This new legislation
permitted severely disabled workers to qualify for an old-age pension at age 62.
Since, in r-ny cases the transfer to the old-age pension program involves an
increase in benefits (as noted earlier), many Invalidity pensioners made the
change. In light of the aging German population, it might have been anticipated
that this feature would continue to exert a slight downward pressure on the
number of Invalidity pensions-in-force.
However, by the end of 1975, the ratio of invalidity pensioners to insured
persons reached 8.9 pensioners for every 100 insured. Furthermore, the number
of pension& awarded for total work itcapacity (general invalidity definition)
increased during the Years 1970-76 while those granted on the basis of partial
work incapacity (occupational invalidity definition) declined during this same
nrrnod. These patterns--the growth in the invalidity pension rolls along with
ncreases in the number of pensions awarded on the basis of total work incapacity--

may be attributable to some extent to the unemployment problem which encourages
a more liberal interpretation of the disability laws.

J

In the past, great efforts had been placed on retraining and rehabilitating
the disabled. In spite of these measures, disabled persons are increasingly
finding themelves with relatively limited Job access. As a result, discussions
are focusing on the desirability'of continuing to spend large sums for rehabil-
itation at a time when the economy has not been able to produce jobs to match
the raised expectation of clients, not to mention yielding a return on the
investment. Recently, there has been a cut-back in the amount of money spent
on rehabilitation measures. Consequently, it is expected that the
number of invalidity pensioners may rise still further in the years ahead due
to this reduction in rehabilitation expenditures.
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FRANCE
The French social security system has three concurrent income maintenance pro-gams to protect workers in case of disability. Cash sickness benefit andinvlidity pension programs provide income replacement first during short-termand then long-term Incapacity for work owing to nonoccupational-connected medicalImairments. The work-Injury benefit program provides cash benefits in the eventof incapacity caused by a work-related ilness-or injury. Under the mandatoryprivate pension system, disability benefits are only provided to workers at age 60.
DIFINI'TION OF D' .. ,

ash sickness benerr Proram
Generally cash sickness benefits in France are intended to cover Illnesseslasting for up to a year, but my be extended an additional 2 years. The workermust be physically incapable of continuing or resuming work after a 3-day waitingpeiod. If his condition persists beyond then, he becomes eligible for'cashsickness benefits, financed by toployer-employee contributions along with taxeslevied on automobile Insurance premiums.
A beneficiary out of work for 6 months must be rt-examined periodically by theAdlnistration. The normal practice Is to continue pay-ng these benefits for*as long a. period as possible in orde? to avoid any stigma of permanencyprovided-there Is som chance of his condition Improving. Once it becomesapparent that his condition has stabilized, the period of entitlement tocash sickness benefits ends and the worker must then meet the definition ofdisability under the invalidity pension program.
INVALIDITY PENSION PROGRAM
France provides for basically three types of invalidity pensions, financed byemployer-worker contributions along with taxes levied on automobile insurancepremi~us. A partial validity pension-equal to 30 percent of his averageearnings In te highest 10 years-is granted-If the worker has lost two-thirdsof his earning capacity In any occupation. Total invalidity pensions anmuntingto 50 percent of average earnings in the highest.10 years are available to -workers who are unable to do any work. The worker who, In addition to beingtotally incapable of working, is In need of a constant-attendant to help himwith his daily needs, receives the sam benefit as the totally disabled plusan additional 40 percent constant-attendance supplement.

The French Invalidity definition requires the worker to have suffered the loss 7of at least two-thlrds of his ability to earn a living. Technically, themeasure of loss is indicated by whether the disabled can earn one-third of theamount made by others doing similar work in the disabled's region. Consequently,there are regional variations in the definition.
In determining the extent of the invalidity, more than Just the physical statusof the worker and his earning capacity in his field of work are taken intoaccount. Rather, it Is his general Incapacity to earn determined by factorssuch as his age, mental and physical abilities, re-employmnt and earningspotetial, aptitude and training, as well as the state of the labor market.

4



Certain steps are followed in determining if the worker meets the definition's
requirements. First, the specific occupation of the worker Just before his
Illness is determined. Next, investigation is necessary to-determine the usual
salary of a worker in the same Job in the same geographic region. The final
step is to medically determine if the worker, based upon his current health,
Is now capable of working in any Job where he would be able to earn more than
one-third of his prior salary.

Once awarded, pensions are always suLject to reopening and review. The rateof the pension may be increased if the worker's capacity to earn has decreased
further. The pension may be suspended when the worker's earnings capacityexceeds 50 percent for at least 6 consecutive months. Reduced pensions can bepaid for up to 3 years after the person has completed a rehabilitation program.
RELATIOC UIP OF IDIVALIDITY PENSIONS TO OLD-AGE PEflSIONS

The statutory retirement age in France is sixty. Once the worker has reached
this age, he is no longer entitled to receive an invalidity pension.
Invalidity pensions awarded pr.ior to age 60 ire, at this point, automtcallyconverted to ag(-651 old-age pensions. The significance of this is thatbenefits under the old-age program increase by 5 percent of the base salaryfor each year a person torks after age 60. Thus, the benefit payable at age60 (25 percent of average earnings) has doubled to 50 percent by age 65. Thisprovision affects primarily partial invalidity pensioners who had been receiving30 percent of average earnings, but who'would now receive 50 percent.
When the worker aged 60 or over becomes disabled with no prior invalidity pensionentitlement, he can claim an old-age pension based on inability to work. For theseworkers, the statutory definition of invalidity is relaxed so that the workermust have suffered the loss of only So percent of his earning capacity in hiscustomary occupation. Additionally, it must be determined that continuousperformance of his usual Job would harm his remaining health. The amount ofthe pension is equal to the age-65 pension.

PRIVATE PESIOfLS
In France, where private pensions are virtually mandatory for wage and salaryworkers, Invalidity pensions are not provided under the private system. However,
those who. because of disability, are unable to work are granted free pension
credits if they qualify for a social security invalidity pension. Then, theycan receive a private pension on top of the social security bene' t at age 60.
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INVALIDITY PENSION EXPERIENCE

The French invalidity pension program has remained relatively stable over a
number of years. The ratio of invalidity pensioners to insured has averaged
about 2.2 pensioners for every 100 Insured during the period 1968-74. The number
of pensions terminated as a result of recovery has also remained fairly low and
constant perhaps because of the fact that so many workers continue to receive
short-tern cash sickness benefits for up to three years. before they are
transferred to the invalidity program.
As indicated earlier, invalidity pensioners become eligible for old-age pensions
at age 60 (instead of age 65 as in most countries). This shift to old-age
pensions at a relatively early age greatly reduces the number of invalidity
pensioners below what would otherwise be expected, particOlarly in light of the
aging French population. Furthermore, there have been marked improvements in
unemployment benefit levels for those aged 60-65, coming In the wake of the
std-l970's recession, with the size bf the unemployment benefit outstripping the
old-age pension benefit. Consequently, It is likely that the nur-ber of old-age
pensions granted on the basis of disability will decline, owing to the more
attractive unemployment benefits available.

7.
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Th Swedish system has threo ypts of cash benefit program that help protect
persons in case of disability: cash sickness benefits, a dcuble-docker invalidity
pension made up of a tiversal flat-ratb benefit and an earnings-related benefit,
and work-injury benefits. The first two pr-grem provide income replacement when
the worker as a result of non-work-related disability, can no longer engage in
substantiti work activity during periods of short- and long-term incapacity,
respectively. The third grants cash benefits in case of incapacity stemming from
work-connected Illness or injury. Private pensions also provide workers with
cash disability benefits should they become unable to work.

DEFINIT10I1 OF DISABILITY

Cash sickness benefit Dro rax

Earnings-related cash sickness benefits are paid to all gainfully employed persons
.earning above a specifiedmximu in the event they are temporarily unable to
work as a result of illness or injury. Flat-rate cash benefits are provided
for housmdlves and dependent husbands who cannot do their usual home duties
because of sickness. Both types are financed 85 percent by employers, 15 percent
by general revenue and are paid beginning with the second day of sickness.

Sweden provides cash sickness benefits for basically two types of short-term
work incapacity resulting from medical impairments. Total incapacity, for which
a full benefit equal to 90 percent of covered earnings is paable, is defined
as the complete inability of the. insured to engage in any gainful activity.
Partial incapacity, on the other hand, is defined as a reduction by at least
50 percent in the person's capacity for work. The benefit for partial incapacity
amounts to 50 percent of the total incapacity benefit.

Benefits remain payable throughout the whole period of sickness when either the
incap city caused by illness or injury does not appear to be of a permanent nature
or the person Is undergoing rehabilitation. In cases where the incapacity is
likely to be permanent (severe enough to last at least another jear), then the
sickness benefit can be converted to an invalidity pension after 90 days.

InvalidItY pension program

The two-tiered invalidity pension Origram consists of a universal flat-rate
pension, payable to all resident Swedish citizens,'plus an earnings-related
pension. The Insured person does not contribute to the social security program
in Sweden. The employer is the ain contributor, financing the entire earnings-
related pension program and about 40 percent of the universal pension. The
remaining cost of the universal pension program comes from goveriwaent funds.

The program compensates for three kinds of.invalidity, depending upon the degree
of severity of the work incapacity. Total Incapacity Is defined as the loss
of over 83 percent of working capacity. There are 2 types of partial incapacity
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corresponding to (1) a reduction of 50 percent-66 percent of working capacity
or (2) a reduction of 67-83 percent of working capacity. A full universal and
earnings-related pension is paid for total incapacity. For cases of partial
incapacity,' the pension equals 2/3 of the full pension for incapacities rangIng
from 67 percent-83 percent, and It of the full pension for 60 percent-66 work

-incapacity. Constant-attendance supplement$ are paid to pensioners who require
daily assistance or who incur considerable added expenses for transportation or
other aids' to enable them to continue to work.

The program also provides disability cash allowances In place of pensions to
blind persons or persons with severe handicaps who are working inspite of
their handicaps and consequently cannot meet the work incapacity definition.

The program evaluates the severity of the work incapacity by assesstng not only
the Individual s health but also his skills and chances of finding suitable
employment in light of his previous work history, age, and living conditions.

Sweden applies the definition of invalidity less stringently to workers between
the ages of 60-64 who have exhausted their entitlement to unemp.yrent benefits.
These workers can satisfy the definition if, because of adverse labor market
conditions, they are unable to find suitable employment.

Generally, invalidity pensions are granted for an Indefinite period. The
invalidity is assumed to be of a permnent nature. However, there are cases
in which, although the reduction inw-ork capacity is not consldere permanent
the invalidity can be expected to last for a long tine, usually for at least
one year. In such instances, a temporary invalidity pension, subject to the
same conditions as the permanent pension, can be awarded but for a specified
time period. The awArd can be continued for another limited p3riod or converted
to a permanent pension at the end of the period, depending upon the medical
condition of the beneficiary.

RELATIONSHIP OF INVALIDITY PENSIONS TO OLD-AGE PENSIONS

Invalidity pensions termnate upon the person's attainmentaf age 65,- the age
at which full old-age pensions become payable. A reduced old-age pension,
however, may be claimed as early as age 60 under Sweden's flexible retirement
age program.

PRIVATE PENSIONS

Under the private fund for blue collar workers, disability coverage for workers
between the-ages of 18-64 whO met the work requirement as well as the dis-
ability definition is provided. Disability is defined in the same manner as
under the national system. If the medical impairments last for at least 30
days, the worker receives sick pay. Atthe time the disabled qualifies for an
invalidity benefit under the social security program, the private plan will pay
about 16 percent of final covered pay on top of the social security benefit.

e
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Under the white collar fund, disability is defined as the loss of at least SO
percent of working capacity,. Benefits are payable only after a 3-month waiting
period. For the period du-ing which cash sickness benefits are patlje the
white collar fund will britg the social security,cash sickness payment 14 to
95 percent of-pensionable salary (average of last 5 years). 4iben an invalidity
pension becomes payable under the social security program, the white collar..
fund will bring it up to 80 percent of the worter's salary. (usually average Of
last 6 years).

INVALIDITY PENSIOJl EXPERIIttCE

The number of invalidity pensioners has risen sharply 'in Sweden since the end
of the 1960's. The ratio of the number of persons receiving invalidity pentions
to those insured reached S.5 pensioners for every 100 insured by the end of
1974, as compared to 3.4 pensioners for every 100 Insured at the end of 1963.

The pronounced expansion in granting invalidity pensions in the'early 1970's,
is related, to a large extent to liberalizations in pension legislation, thq
first'stage of thich was carried out in 1970.: According to the previous
legislation, *invalldity pensions could be granted only to rsons whose work
.capacity was Wuced by at least 50 percent because of media cal impairments. ,
Eligibility was determined solely by medical criteria. In 1970, the legislation
was modified so that labor market tonditions could be taken into consideration.
Subsequent legislation (effective Ouly 1972) enabled older workers--those aged
60-64--to draw an invalidity pension on the basis of purely labor market
conditions and without a medical examinatlop, pftvided the workers had exhausted
their entitlement to unemployment benefits." Thus, V*h legiSlation made it
possible to take into account the difficulties of primIlrly older workers who
had become more numerous on the Swedish labor market at the end of the 1960*s. -

-However, in the years ahead, as a result oa 2-year reduction In the retirtient
age along with the introduction of partial pensions which can be combined with
part-time work for workers aged 60-64, the number of invalidity' Oensions.
granted my-decline somewhat. -"

Other factors mentioned to account for the accelerated program growth inclu4f
(1) the-Increased invalidity benefit amount steaming from the maturing of the
pension system; (2) sharp regional variations in employment.levels making-it
more difficult for workers In certain areas of the country to find suitable
work; and (3) a change in people's motivation for working.
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The Netherlai4s has aiotier disability benefit System that provides Incomelacment I tNe ev a person is unable to work because of illness orinjury0 'The first l9 r is earnings-related and provides cash sicknessbenefit, for the first 12 months of disability tnd invalidity pensions fordisab lity dontinumg thereafter. The second layer offers.a basic flat-ratebenefit to all residents, except housewives, unable to work for more than 12months. The work-injury program and the non-work-related disability programhave ben merged into one common system. Decause of the rather generousdisability benefits available under the public system, disability benefitsare penerall not provided under private plans.
DEFIRTION OF DiOfAILITY

- ash sickness benefit pD-opr
Cash Sickness benefits are financed by employer and employee contributions.The definition of shO'rttm incapaqity for work during the first 52 weeksof illness-is the incapicity to perform one's job as a result of sickness,accident, physical or mental impairments,.maternity, or confinement. A miniftndegree of icapacIty Is It contained in,the provisions. The incapacity isevaluated Iit termsof the dorer's.4ility to enage in the profession heexercised Just pior tobecoming sick or-injured. A person need'not be totallyincapacitated to qualify for benefits dyring the first 52 weeks of Illness:Partial benefits are payable to. those tho suffer-a reduction in earning capacitywhether or not they, ave stopped work altogether. A person determined to bepartially incapacitated for work is required to Work part-tice If possible..Rfusa to woA results in'benefit reduction.
,In practice cash sickness benefits are awarded from the very first- day ofesS, even th h there Is a son for a two-day waiting period. Thebenefit is equal to 80 percent o; earnings up to a maximum amount, but theindustrial associations, which adminster the cash benefits In each industry,have the option of paying more favorable benefits s8 that workers often receivetheir full normal wages, Those employed part-time receive a combination ofwages and benefits equal to 100 percent of earnings.

Invalidity pension orgra-
After the expiration of the 52 weeks of short-term cash sickness benefits, wageearners then become entitled to long-term invalidity benefits, financed bymployer and employee contributions along with a goverment subsidy.
Total or partial disability is defined as the inability to earn as much asan able-bodied individual in one's former, or an allied, occupa'.ion. A lossof earnings capacity of 80 percent qualifies the individual for a fullinvalidity pension. A loss of earnings capacity between 15 percent (2S percent
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for nonemployed persons) and 80 percent is considered partial disability. In
establishing the degree of incapacity for work, consideration is given to the

. reduced job opportunities for handitapp~d persons. The test of a suitable Job
.is always related to Jobs, wich could reasonably be expectai tq be available
a w ich do' not 1nvolv any serious loss of status. The insured is never
Srequtred to accept a lo(er status position. Furthermore, if a partially
disable4 individual is unable to obtain a suitable Job In his lpcality or. in.
i nearby region, or is refused employment because of his impirent, then the
claimant is considered to be totally disabled and receives the full Invalidity
pension,

The amount of the invalidity benefit is scaled to the degree of Incapacity. A
national flat-rate base mount is established for all employed and noneployed
persons. The disability benefit is a percentage of that base amount proportionate
to the loss of earning capacity, up to a maximum of 80 percent of the base
amount for total incapacity. An additional 20 percent of the bale amount Is
payable as a constant attendance allowance for severely disabled persons.

';for employed persons, there is an eai tngs-related Invalidity-pension that Js
paid on top of the flat-rate benefit. The ernitngs-related supplement is
payble to partially and totally disabled persons In proportion to their
Incapacity, up to a maximum of 8D percent of past earnings for the totally
disabled. A'26 percent constant attendance allowance is ;ayablefi addition.,

ARELATIOaSHIP OF IVALI.DITY PEdSIOIS.TO OLD-AGE PENSIONS

Invalidity benefits are only awarded up to age 65, when the old-age~pension is
pa yable. However, rehabilitation plans for disabled persons my continue after'e 65;

rhe fact that the Dutch system pays partial cash sickness and invalidity benefits
_ also means that older workers with partial loss of earnings capacity may
.¢ontiree to work and receive benefits up until retirement age.

PRIVATE PERS WIS

Not all companies have disability coverage. Where available, the scope of
coverage is generally limited to the higher-paid staff. This has been the

,case since the reorganization of the social security disability programs, which
now provide cash benefits to almost everyone (except married women working in the
home, currently excluded because of cost considerations).

INVALIDITY PFSION EXPERIENCE

-The Dutch have been especially concerned over the spectacular growth of the
i mber of people receiving invalidity benefits. At the end of 1968, there were

about 5.1 Invalidity pensioners for every 100 persons insured for these benefits.
SYDecember 1974, the proportion of pensioners to insured climbed sharply:
slightly more than 9 pensioners for every 100 insureJ.

4lK
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Among the many factors cited as p6ssible causes of the marked 'groth are 6he
folloIng:

(1) The working population is getting older, thereby increasing the likelihood
of. disability.

(2) The wider application of allowing -labor market conditions to play a larger and
more Important role in determining the percentage of'earnings incapacity. This
leads to the situation that, if there Is no "fitting work," then a slightly -
handicapped person will receive a full benefit since he Is considered as totally
incapacitated for work. In 1967, when this provision was Introduced, the
Netherlands, as in other West Eqropean countries, had been experiencing
labor shortages.' Consequently, the unfavorable effects of such a liberal
disability evaluation had not been foreseen.

(3) The broader interpreaton of disability includes incapacity for work as
a result of subjective medical symtoms, leading to a sharp rise in the number.
of pensions granted on the 'basis of mental illness and 'locomotory diseases',
including lower back patnsyndrooe', both of which can not always be clearly
diagnosed.

(4) The unmployient benefit'ismuch sftller than the invalidity pension.
*Consequentlyl eftployees'find it'more attractive to get out of the labor market-.*

via the Invalidity benefit than via -the unemployment benefit. Dismissal pro-
cedures at a imy of getting rtd of employees are often complicated for
employers so that moployers are more lkely to discharge their workers, using
disability as the chief reason, Apart from the financial argument; the fact
that 111 is a more socially accepted label than "un nployed" also is thought
to have a strong influence.

(5) Technological developments it production methods and in labor market
structure have led to a need for more frequent adjustment on the part of the
workeroften contributing to feelings of anxiety and increased tension. Pro-
•duction innovations along with the impact of the recession have resulte4..n ..
a drop In employment levels so that employers can be more selective about their
staffing practices.



V Eia iNacoI wm a PAlrTES FOR DEPEDENS AND SURVIVORS

For the June meeting of the Social Security Advisory Council, four basic foreign
mdels were described for old-age coverage.

I ping that background in mind, additional material on survivors and dependents'
'is attached for the following:

1 Multi-tier system, family allowance program, as exemplified by Sweden.
.2. Earnings-related system with extensive means-tested benefits, and almost

universal private pension system, family allowance, as exemplified by France.
3. Earnings-related system, with no national needs-tested program and a
relatfvely weak private pension network, family allowance program, as
oexemlified by Germany.
4.[e6aings-related, no privte pension, national-eans-tested program, family
allowances model (Italy) has been added.

5. Flat-rate model (Netherlands).

Doendents.
k--Two models (German and Italian) have no dependent spouse's benefit. The
!rwgular aunt was Intended to care for both. Each model has a child's

supplement, the former as part of 0ASOI, the latter under a separate family
ialloewance program.
-.4nder the bo-tier model (Sweden), the universal layer pays a spouse's

,benefit in his or her own right at retirement age. The earnings-related second
layer pays no dependent spouse's benefit.

-One earnings-related model (France) has a means-tested spouse's supplement
fO old-age, but not for disability. The family allowance fund pays for

dependent children.
:sur-avors... .'

-Twr-tier modl: Universal 1Iyer pays flat rate to eligible wife and orphans;
earnings-related layer pays a proportional benefit.

-*-French model: Means tested benefit for aged surviving spouse, non-mans
*tested for disabled surviving spouse. Orphans covered by family allowance
program.

-- German-Italian model: Proportional survivors' benefits for widow and orphans.

-- lat-rate model (Netherlands): Flat-rate amounts for widows and orphans.

SO1
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DEPENDENTS' BENEFITS
M.OAD Program -

The Swedish OASDI program provides a basic universal, flat-rate pension and anearnings-related pension. There are, however, only provisions for dependentsunder the universal pension component.
The wife aged 60-64 of a pensioner may receive a means-tested supplmentmounting to about 50 percent of the basic universal pension, provided themarriage has lasted a minimum of 5 years. -At age 6S, her entitlement to awife's supplement terminates since she becomes eligible for a basic universalpension in her own rigt.

Pensioners who care for children under age 16 generally receive a supplementequal to approximately 25 percent of the basic universal pension. However, thissupplement may be reduced if the pensfener is also eligible for an earnings-hlated pension of it the child receives an orphan's pension.
Each municipality also administers its own program of means-tested housing
allowances, which vary from one locality to another.
It. Z fcal benefit -
Medical benefits are available to persons on the basic of residency. TheseInclude comprehesive medical care (the patient pays about $4 a visit) at least50 percent of dental care costs, maternity care, free hospitalization pensionersmust pay $4 a day after 365 days), appliances prescribed medicines (at low costexcept in case of some chronic diseases, when they are free), Tnd partialreimbursement for transportation costs.
11. FamilX Allowance Proram
This allowance Is payable to all residents with one or more children under age 16(19 if student), In an amount equal to abour 19 percent of the basic universalpension for each child.

IV. Private nsions

No supplements for dependents. -

V. Public Assistance
There is no national public assistance program.
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_-ARVIV0RS1 BENEFITS

al. PAS program

1,Under the universal pension program, widows receive the same benefits the,,
.retired person, until age 65, when they qualify for a basic universal pension

' "fn their own right. To qualify for the full survivor pension, the widow must
,b age 50, or have a child under age 16 in her care,-and have been married
at least 5 years.

iReduckd benefits are available to widows from age 36. The survivor pentibn
'for.a child under age 18 equals 38 percent of the basic uAiversal pension
benefit, or 57 percent If both parents are deceased.

'Under the earnings-related pension proram, widows of any age, married at least
5 years, receive 38 percent of the,insured's pension, reduced to 33 percent if
there are eligible children. The larnings-related pension for children under

ge 19cis 15 percent of the insueed's pension for the first child, and 10 percent
for each additional child, which is divided equally among all the eligible
children.

,"there areo benefits for widowers under either coqonent.

Mens-tested housing allowances are also available to survivors, as described
"ove Wler dependents' benefits.

bll. Medical Benefits

S ,e provisions for dependents discussed earlier.

AIll. Fmily Allowance Program

,$e provisions for dependents discussed earlier.4'

I.1V. Private Pensions. , . .... .,

or widws Ineligible.for a pension under the OASDI earningsArelated cponent,
wthe wite-collar private pension plan provides a benefit equal to 20 percent of

thi deceased's wges covered for social security purposes. For all widows
.... children, there is also a supplementary pension based, on earnings abov.....

Vidooprs can draw a pension &mounting to 20 percent of the deceased's covered
wges.-

7"e'eis 'no national public assistance program.



274

FRANCE

DEPEJDWTS' BKFITS.

The uld-age pensioner .under the French social security system is entitled to
receive a Supplement for a dependent husband or wife. This supp lent is
extremely low. It amounts to only 50 francs a year (about $11)if the
dependent spouse is under age 65, or age 60 in case of invalidity. 1/ A
laximum of S,250.francs a year (about $1,150) is payable if the dependent
spouse is age 65, or age 60 in case of invalidity. To qualify for this benefit,
the dependent spouse can not have personal resources exceeding the guaranteed
minimum rige in industry and commerce. Also, the- dependent spouse can not
be entitled to a pension In his/her om right.

There is no provision in the invalidity program for dependent spouses. No
benefits are payable for dependent children since the old-age or invalidity
pensioner continues to receive family allowances on their behalf.

11. Medical Benefits

Dependents of insured persons, including pensioners, are eligible for the same
medical benefits as the Insured. Cash refunds of generally 75 percent of medical
expenses are ade. Covered services include medical care, hospitalization,"
laboratry services, medicines, dental care, maternity care, appliances and
transportation costs.

Ill.. Fuily Allowances Proram

Traditionally, France has been regarded as having some of the most generous
faMily allowances in-the world. Virtually all French resident families are
eligible to receive basic cash allowances if. they haveat least two children
under age 16 (20 if student, invalid, or girl working In home). These allowances
start with the second child at the rate of 23 percent of a specified base amount,
currently equal to 818 francs a month. The rate increases to 38 percent for
the tir4 ohld bft drop; to 37 percent for the fourth child and 35 percent for
each subsequent.pne. The Obase amount" is increased in 2 steps for children age
10 and over. - ,

Besides the basic cash allowance, there are a number of other family alloances,
Another chief component of the program is the means-tested family supplement
that Provides, In effect, guaranteed minimum Incom for families with at least
oe child under age 3 or vwith3 dependent children of any age.

Several other family allowances are payable in specified Instlnces. These
Include prenatal allowances and birth grants and handicapped children allowances.
Handicapped adult allowances and housing allowances are also provided, but on
-a mans-tested basis.

*./One franc equal s 'about 22 U.S. cents.



275

IV. Private Pensions

Supplements to private pensions are granted for dependent children. For example,
the system covering nonexecutives and manual workers pays an additional 10 percent
for each dependent child under age 20 or for each disabled offspring over age 20.

V. Public Assistance
Cash benefits for "assisted children' are provided for needy families at local
levels, with the rates varying among these levels. Means-tested, this assistance.
continues only until the family's financial position Iproves.

In addition there are also meanstested benefits for handicapped children and
adults, medical aid, aid to the blind and severely disabled; hm help services
for the elderly, and rent allmances.
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SURVIVORS' BENEFITS

1. 9MI Program
There are two types of survivors' pensions payable to widows or widowers. Theregular widow or widower's pension is granted at age 65 (or 60 in case ofinvalidity) on the basts of a means-test. The other is actually an invalidity
pension granted to the surviving spouse provided the deceased qualified to
receive an old-age or Invalidity pension. The benefit level of both pensionsIs 50 percent of the amount to which the insured was entitled. However, neithercan be less than the minltu old-age pension. In addition, the pension Isincreased by 10 percent if the beneficiary has raised at least three children.
Besides these two types of survivors' pension's derved from the deceased person's
eligibility for the regular earnings-related old-age pension, the generalsystem also provides widows' pensions that are means-tested and serve as aguaranteed minitnur income approximately 50 percent of the guaranteed minioiv
wage in Industry and commerce. I
Orphans do not receive any benefits under the survivors' pension program.However, they are paid regular family allowances and additional orphans' family
allowances.

It. MNedical Benefits
See provisions for dependents discussed earlier.
ITT. Famitly Allowances

In addition to the family allowances noted earlier the program pays orphans'allowances--22.5 percent of the "base amount for loss of one parent, 30 percent
for 2 parents.

IV. Private Pensions -

tisabled widows, or widows aged 50 and over (or younger If caring for two minorchildren), receive 60 percent of the worker's" accrued pension at the time ofdeath. An orphan's pension--equal to 30 percent of the accrued pension for eachchild--is payable on ly if both parents are deceased.
V. Public Assistance

Se provisions for dependents discussed earlier.

a
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1.
In Bermmythere Is rd cash supplement to the pension for a dependent spouse.

A pensioner receives R supplement to the pension for each dependent child. The
supplement for each child is Olculated at 10 percent of the national average
tage. Child's supplement my be paid up to age 25. In-addition-to the child's
supplement, pensioners ajso receive cash allowances for dependent children under
the family, all owance program.-

11. Medical Bjeneits
Depedents of the pensioner who do not hive I omeother own are eligible
for the same medical benefits as the insured, .which'Anclude comprehensiVe
uedical and dental care, preventive examination and treatment, lab test,
mternity care with midwife or doctor, hospitalization, surgery, appliances,
prescribed medicines, rehabilitation and transportation. y

111. Family Allowance Pr"ran

All residents-of 6ermsny, regardless of their income, receive flat-rate cash
allowances for each child under age 18 C93 If unemployed, 27 if a student) and
for disabled children of any age. Rates increase for the second and third
children.

IV. Private Pensions

No benefits for dependents are paid under most private pension plans.

V. . Pulic AssistaMc,
Germany has no national means-tested program of public assistance.

/



ITALY ... +"

DEPEIDS' BENEFITS " "':
I, OASOI Program ++. ,

The Italian approach Is to Pay a high replacement rate and no cash benefits for
dependent.

In Italy, the social security system is Cprised of a general syjtem--Aiih .h
covers about 60 percent of the civilian labor force-and numerous special
systems. This discussion is confined to the general system. Historically,
pensions In Italy havebeen at a very low level. Roughly two-thirds of
pensioners receive only the statutory minimt benefit. There Is no system of
pWivate pensions. To Improve benefit levels, recent reform change the
beneft formula to provide one of the highest replacqmnt rates In Europe (80
percent of: a worker's average earnings during the highest 3 years of the preceding
10 yearS, ifter 40 years of servlce)r ftei that reform. the system stopped
paying cash dependents' benefits. Instead, pensioners are eligible for the sue
family allowances paid tq workers under the famly allowance program.

11. Medical Benefits

All dependents of pensioners are entitled to the same m e l benefits as the
insured, which include general and'specialist care, hospitalization, prescribed
medicines, 50 percent or more of dental care, attendance of midwfe or doctor
at confinIment.. -

111. Family Allowance Procram

Workers and pensioners can also receive a cash allowance for a wife and other
eligible dependents (invalid husband, aged or Invalid parent or grandparent)
if the dependent's Income Is below a specified threshold. The working head of
a family can receive a family allowmce for dependent pensioners living in the
household If the dependent's income falls below a specified amount. This Is

their childrn . .

IV. Private Pensions

There is no system of private pensions in Italy.

V. P blic Assistance
There Is a special payment to all citizens age 65 with limited income, the
equivalent of the Supplemental Security Income Prograu ie the United States.
Dependents of pensioners with lialted Incomefry qualIfy on their own for tht ,
social pension,' as it 1 called which is financed totally out of. lNera."' -

revenues. Recipients of the sociall pension," and their dependents. are.eligibli+-
for the sam medical Insurance benefits as workers and pensioners..

• . 5 ,..-,.
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SURVIVORS' BENEFITS*

:'A peentof the Insred's pension Ispald t eligible sur.viors..

UtoWS of a .y.age andAisabled widowers reciv 60 percent of the Insured's
penslon. Orphans recei" 20 percent of the insured's penl Wbi0 ner age 18
-(26.f Unersity student) or at mny age if. ir vllq..Mhef th**,is no surviving
spouse or child, the survivor's benefit goes to parents of the deceased who are
over age 65 and not pensioners on their own account. If there are no qualifying
.parents, the survivor benefit Is paid to unrried brothers and sisters who are
not entitled to a pension of their owf and who are permanently disabled at the
time of the Insured person's death. Parents each rteive 15 percent of the
insured's pension, as do qualifying brothers and sisters. Maximum survivor's

. eneflts cannot exceed 100 permt of the Insured's pension.

If the deceased d ot have sufficient credits for payntf-a Wry ivor's
benefit, then a one-tme payment can be made to the wife or the ch ld, based
on the deceased's contributions to the social security system, provided the
deceased made at least one year of contributions during the last five years.

11. Medical Benefits .

Recipients of survivors' pensions, and their dependents, are entitlil to the
same medical benefits as workers and pensioners, listed above under the discussion
of medical benefits for dependents.

Ili. Lially Allowance Progr_=

Reclients of survivors' benefits are eligible for cash allowances under the
fmly allomnce program..

IV. tivate Pensions

V. Public Assistance

No benefits are payable to survivors of recipients of the 'social pension.0
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NETHERLNIDS

DEPENDENTS' -BIEFITS

1. OASDI Program

A dependent wife receives a flat amount equivalent to a little over 40 percent
of the old-age benefit. There are no supplements for other dependents under
the old-4ge pension program.

The disability program provides no spouses' or dependents' supplements,
presumbly because the basic pension is set so high (at least 80 percent of
earnings before invalidity) tat supplements for dependents are deemed unnecessary.

II. Medical Benefits

Peisioners and their dependents are eligible for general medical care but they
must pay preum for coverage. A separate program of medical care covers the
10Aole population for catastrophic illnesses. Pensioners and dependents are
automatically covered and do not have to contribute.

11X. Famtly Allowance Program

Dependent children of pensioners are eligible for the generous package of
children's allowance provided to the general population.

IV. Private Pensions

The better plans have provisions for dependents.

V. Public Assistance
No national means-tested program.



281

SURVIVORS' BENEITS-

I. OASDI Program
A widow with one child or more receives about 140 percent of the old-age benefit
(the regular benefit plus the dependent wife's supplement). Other qualifying
widowsover 40 or invalid), receive 100 percent of the old-age benefit.
The orphans' benefits (only for full orphans) are flat-rate, about 60 percent of
the old-age benefit for an orphan 16-27 (eligible only i1' student or disabled),
about 48 percent for aged 10-16, and about 30 percent if-under age 10.

It. Medical Benefits

Survivors are normally eligible for health benefits, with no cost sharing, if
income is below a specified Timit.

II.Famly Allowance Program

Survivors are entitled to the same generous package of family allances provided
the general population.

IV. Private Pension

Some types of plans pay survivor benefits.

V. nWtlic Assistnce

.No national mean-tested program.
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SURVIVORS' REnFITS

1. 901O Prooran

Survivor benefits are paid to widows and children of the deceased.

Widows receive 100 percent of the Insured's pension for 3 months. Thereafter,
widows and widowers who are age 45, disabled, or caring for i child, receive 60
percent of the insured's pension. Children receive 10 percent of the insured's

nsion (20 percent if both parents deceased) up to age 18 (25 if student) or
f disabled. axim.m survivor benefits are 100 percent of the insured's pension.

II. Medical Benefits

Survivors are entitled to the same medical benefits as the insured, listed above
under the discussion of dependents' benefits.

III. Fauil Allowance Prorm .

Survivors are also entitled to the general family allowances for children.'

IV. Private Pensions

Soame types of plans pay survi.vo* benefits.

V. Public Assistance

No national mans-tested program.

A
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Oualifvinc Conditions ;ourg.9 of Funds

FINLAND

Types of

Social
Assistance

Welfare for Djs-
abled

Medical care, vo-
cational rehabili-
tation and training.
housing services.

Home relief (food,
rent, heating,
lighting, clothing.
medications, hy-
giene), care in a
private households
institutional care.

Day Care, home care,
counselling, educa-
tion and institu-
tional care.

Any resident of a muni-
cipality unable to
satisfy needs with own
work or resources.

Benefits available to
the mentally subnormal
as defined by I.Q. in
addition to, or in-
stead of, the general
social services avail-
able.

Benefits available to
the disabled and
chronic invalids in
addition to, or instead
of, the general social
services available.

Paid for by municipal
taxes with National
Government refunding
3 percent of net costs.

Municipal taxes pay for
'services while Natf-nal
Board of Social Wolfare
provides centers.

Paid for by State sub-
sidies and municipal
taxes with the National
Government refunding
costs for medical care
and housing services.

Cash adsinistration

General supervi-
sion by the
National Board
of Social Welfare,
Ministry of Social
Affairs a Health.
Application re-
viewed by the
municipal social
welfare board.

Municipal welfare
board administers
Day Care in copp-
eration with the .
National Board of
Social Welfare.
Applications re-
viewed by the
municipal social
welfare board.

Application re-
viewed by and
programs admini-
stered in coop-
eration with
municipal welfare
board, institution
for the disabled.
disabled persons'
organizations, and
hospitals.

Benefits

Welfare for the
Mentally Sub-
normal

00CO



Types Of

Old Age
Assistance

old Age
Assistance
Supplements

Study Asist-
ance after
Compulsory
School

Benefit_

Means tested pension:
Up to 619 Pik per
month according to
the geographic area.

Allowane equal to 139
Fink per mouth.

Constant attendance
allowance equal to
205 rFk per month.

Scholarships. low
interest study loans
and grants.

Source of-Funds

National government
and municipalities
pay 20 percent.
Social Insurance
InatittiOn pays
80 percent.

National govern nt
and municialitiis
pay 20 percent.
Social Insurance
Institution pays
0 percent.

National Government

Admnistration

General super-
vision by the
National Board
of Social Wel-
fare. Ministry
of social Affairs
and Se-ith. App-
lication reviewed
by municipal social
welfare boards.

General super-
vision by tis
National Board
of Social Welfare,.
Ministry of Social
AffaLr and Realth.
Applications re-
viewed by unicLi-
pal social welfare:
boards.

Ministry of M-
cation administers
program. Appllca-:
tions reviewed by
the State Center
for Aid to Siuca-

tion.

Pensioner with limited
resources.

Pensioners blind or
crippled or age s0-
84 regardless of
health.
Ponsionerd needing
Constant attendance.
or aged 85 and over.

Students with
limited means"and
continuing success
in studios.
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Types of

Child Welfare

Child Care
Subsidy

Cash subsidy

Subsidy of 55-
90 percent of
difference bet-
ween real
housing costs
and family's own
liability. Per-
centage is in-
versely pro-
gressLve accord-
ing to the
family's income
(for income tax
purpose).

Oualifyt.Mn Conditions.i rnd

Juvenile delinquents up
to age 18, age 20 In
exceptional cases.

Any child aged 3-15.
resident in Finland..
and requiring extr&
care for at least
6 consecutive months
owing to illness or
disability.

Children must be
cared for at home.

Family with at least
one child under 16
(or Inder 20 if in
school or disabled).
Childless family if
both spouses under
age 30 when married--
paid for first 2 years
of marriage.
Students living in
stuOent apartments
(subsidy according to
fixed scale).

Paid for by municipal
taxes. Qualified homes
may receive state
subsidies.

National Government
pays 30% wtile
National Pensions
Institution s pays
70% of coas,

Municipality provides
subsidy.

Social assistance.
hobbies, youth work,.
counselling. protec-
tive supervision.
private and munici-
pal children's homes.

Housing
Subsidy

Administration

National Board
of Social Wel-
fare approve*
children's
homes. Admini-
stered by muni-
cipal welfare
boards.

Applications
reviewed by
National
Pensions
Institutions.-

Application
reviewed by
municipal
social welfare
board.
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welfare for
Vagrants and
Temporarily
oaiess

Qualifying condition SOurce ofrunds

Convicted of petty
crime (i.e., work-
shyness prostitution.
liquor peddling,
begging).

Funded by federations
of mmicipalities.

Returning vagrants
to home, assistance
in obtaining jobs
and medical treat-
ment. commitasnt
to workhouss if
necessary.

Cash
Benefits

ELAnistratiom

Administered by
federations of
muicipalities.

D
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Program

Group IZ
TrDes of

RenegLt&

9wtJ

Rental allowance

group lXI
(Although wide-
spread. beinq
reduced as
health insurance
wrpands)

A. edical
Assistance

lIn-kind

Rae help, social
assistance to
children, social
services and
preventive health
care.

Medical assistance
to retarded and
tubercular.

Extended care
facilities.

Alcohol reedu-
cation centers.

Home care. home
medical aid.
hospital medical
aid.

Weekly cash allowance
(reduced if in an
institution).

Quai.ing ConditinI mxr_ _ of Fun!

In need

In need

National qovern-
ment pay- about
80%, the balance
is paid by the
Departments.

National govern-
ment pays about
64%. the balance
in paid by the
Departments.

National govern-
ment pays 38%
balance is paid
by the Department.

haninistratiom

Administered by
Departments and/
or local authori-
ties based on
national model
regulations.

Administered by
Departments and/
or local suthori-
ties based on
national model
regulations

Administered by
Departments and/
or local authori-
ties based on
national model
regulations.

So means test. but
expenses paid if out
of proportion to
resource.

In need



TypAeCo

Types of !;a"h.
Everitt

a. Aid to Compensa-
Handicapped I/ tory allowance

Nualifvino Conditions

Special education, Working but with high
or training. re- expenses and in need
training institu- of constant attendance
tione, long term
care facilities,
contributions to
social security.

Rent paid or place-
ment in special
facilities.

For the *Troubled'.

Administered by
Departmmts and/
or local authori-
ties based on
national model
regulations.

Administered by
Departments and/
or local authori-
ties based on
national model
regulations.

Parentless children
and children In
private institutions
who are in need.

2. Reduced as a result of national programs government took over expense of training young handicapped workers end subsidies
to firms hiring handicapped. health insurance took over some programs, social security took over care and cash to handicapped
adults, special commissions are evaluating constant attendance allowance at national level.

if Virtually elLminated because of extremely low payment level and national family allowance program.

AMAligration

Soalk AW t Cash allowances In noeed.

Cash allowances
Social Aid toChildren



JAPAN

minimum Living Monthly pe-
Expenea sion varies

according to
4 region..

The average
paid to a 4-
member family
in To*o
(March 1978)
inaludm

A) LIveli-
hood Aldi
105,577 yen
per month.

s) souming
Aid% 9.000
yen per month,
and

C) educational
Aidt 1,280
yen per month.

Children's Allow- 5,000 yen per
anem month for 3rd

and each addi-
tional child
who has not
completed
compulsor/
education.

SOGL o Yd

Resident Japanese citizens
who cannot maintain mini-
mi standard of living.

Resident@ with 3 or more
children under age 18,
including at lemst 1 child
who ba not completed
compalsory education
(usually age 15). Annual
income mut be under
4,970.000 yen for a
family of 5.

National governments S%
of ooetmj
Prefect re and city or
ian governments 2%

of cctio.

Employers 70% of. costs
Governments
national 20%
Prefecture, 5%
City or towns 5%

Governments
Nationals 66.6%
Prefeotures about 16.7%
City or town: about 16.7%

Miuistr7 of
Health and
Volfre is
reaponalble
for geerda

and minintra-
tion. It also
determine the
standard for
use type of
aid In / dtf-
frmat re Low
Ia the comtr

Velfare Offimoe
at the prefee-
two. city

d ton 1ea
are n charm
of local
operatems.

Ministry of
Health and Vel.
far, emper-
vision tUgh%
the Chldren
ad 7kmmuflie
Bureau.

Inauance div
amse of pre-

I



A) Medical rehabil-
ltation treatments,
D) Provision for
daily living (bathtubs
vith bollers, toilet
pote, tape recorder
for the blind, and
specially designed
bede for the severely
handicapped).
C) Medical care
services for children
with muscular dytrophy
aNationl Sanatoria,
DI Rome n"nuee to the

Nedy residents, not
eligible for social
security benefits,
vith at least on obild
vho has not completed
compulsory education
(usually age 15).

Free for recipients of
Minion Living Zepose..
only. Other pbyeicalIy
or mentally handicapped
persons are charged ulth
partial or full coets
depending on ability to
pW.

National governmet

National govrnmets 7
of ctal
Prefecture and city or
town government 25%.

JAPAN

IZULDL D~oth

Child Rearing
Allovances

21,5% yen per
month for 1
child; 23,500
yen for 2
children; 400
7e for )rd
and each addi-
tional e ld
vbo has not
completed
coepleory
education.

Welfare for the
MtallY or

Phyeically
Nandicapped

twal wlfare
departments
and seeial
Ineuranoe
offices. col-
leticoG or
contributioes.

City or town,
grating the
allouaee.

Ministry ot
Realt and
Welfare, alpa,-
vision and

through the
children and
millere
Bureau.

POtietir' of"
Wealth and
Welfare. gO-
oral Omperwl-
Oarn.C"Is0r. CM0
castal Come1
for Counter-
measures for

lt*"m the
the~t tl

prop ams with
assistarnce

i
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tots L beeft Qualnr-ni Condition AMIDILVA

severely handleapped from local
living alone in need welfare
of some help because office.
of illness.

A variety of other
services are provided
free to the mentally
or physically handi-
capped without a means-
teat.

(All realdent. aced 65 and over receive free health end medical services and a wriety of Mocial end home services).

to



At' In given vhmn other
aid is insufficient or
cannot be obtained prmptly.

thidor 16 years of age or
unable to support self by
reason of mental or physical
ltfrmity, age. slckness,
handicap, responsiblity
for minor children and
otherwise laoks ecoomos
asset .

Funded from gomerl
rvef e".

Lid to the Randi-
capped
1) Starting am
business.
2) To employers
of handcappel.
3) Sheltered
employment (re- ,
ferral by employ-
Wat *rchnge).

I.provoeent Loans
for Handicapped-
for minor reno-
vatIone of private
dwelling.

Means tested
grants and
cush allow
am".

Income tested
1) Interest-
free loan re-
duced by 1/10
per year, die-
appe ring in
10 years.
2) 7T'o-parti
On*-Vet is
interest-free,
the other part
at low interest

For the pO Ialr bandi- general revenue
capped in need.

Physically handicapped
persons vhose taxable
incoe (national income
tax purpose*) does not
exceed 17,000 Skr. for
a single person and
24.000 Sky. for a
married oouple.

General r

Velm

U"mL

Soclai Assitance FaHM tested
allowances Application

p"rozamreviewed e
adaledatepe 1w
eowl wilt,

bee"d.

00

Applications
revl"ed and
progrms

41itred
by mmslelpm
welfare beavi

laes a"e
applied for
and approved
by a County
Roaming boalc

r~h



U-

SuhTrm of

Ecm.-Pumishiop Income tested
Loan en loan

of 10,000 Skr.

etal Alowane Naticnal Govern-
for Familiee vith mnt--Up to amm
Children of 75 Skr. per

mot/child pro-
vided taxable
Income doe not
exceed 32,000
Skr./year.

National Govern-
-ant/miicipal-
Encourages
municipalities

-to provide own
subeidlie. 70 per-
eant of coete to
be refunded by
National Govern-
aent.

Although all rent
subsidis are
primaril7 Inecee
tested, eligibility
ito aI dependent
on a relatively
liberal meass test.

Married couples in need
or single persons in
need.

National Covernment-
To families vth at
least one child under
age 17 wholly or
partly supported by
family at hoee.

National Gowernment/
Municipal-For families
with children paying
high rent* or mortage.

So.r of Funds

Gmeral revenue

Oemral, revenues

Application
reieved by
the municipal
social Vel-
fare board.

92libility is
determined by
the mnicipel-
ity. Adaini-
atered br
municipal Vel-
fare board.



a11fr1n c~nlMln

Payable to those age 18
and over and not drawing
an old-age pension.
Taxable Income can not
exceed 26,000 Sicr. if
higher, allovance Is re-
duced by 15 percent of
excess taxable ncose.

For students In need
vho have reached age
17. sft continuing
education, and vhose
parents' taxable
Income (national
income tax purposes)
does not exceed 31,000
Skr.

Gmeral revenues

national Oovernmt

NOTE-The following welfare program are available to all regardless of Inoosm or economic assets Child Care Allovaaoee Day Care of Oildren (Dar
Nurserl*Part-Time Groups, Leisure-Te Centers); Cash )ktsrnIty Allowancej Care Before, During and After Childbirth; School Meals and Suppias
Imployment Services (Voetional Guidance, Relobation Assistance); Rose Help and Nolideys for Hausevlves A video range of Medical Servioes; Aid to Aloaholism.

39ft~f1a

Rental Aliceanc*
for Couples
Vithout Children.
and single
Persoes

sta
Asstac

Monthly mini-
sm allovance
of 20 W. and
maxivim of 200
Skr.

Means tested
study grants
not exeeding
130 Skr./
month.

sam tested
study grants

Appliaatioa
made at the
emiipal
15v51.

Appli ation
reviewed by
the Central
Board for
Stut crat.
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Senator MOYNIHAN. With that, we will close this session of hear-
ings.

[Whereupon, at 4:30 p.m., the c ubcommittee adjourned, to recon-
vene at 10 a.m., Thursday, February 7, 1980.]
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HOW TO THINK ABOUT WELFARE REFORM FOR
THE 1980's

THURSDAY, FEBRUARY 7, 1980

U.S. SENATE,
SUBCOMMITTEE ON PUBLIC ASSISTANCE,

COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m. in room
2221, Dirksen Senate Office Building, Hon. Daniel P. Moynihan,
chairman of the subcommittee, presiding.

Present: Senator Moynihan.
Senator MOYNIHAN. The committee will please come to order.

Today is the second day of hearings on "How To Think About
Welfare Reform for the 1980's".

Our first witness this morning is Eli Ginzberg, director of Conser-
vation of Human Resources and chairman, National Commission
for Employment Policy, Graduate School of Business, Columbia
University.

Mr. Ginzberg?

STATEMENT OF ELI GINZBERG, DIRECTOR OF CONSERVATION
OF HUMAN RESOURCES AND CHAIRMAN, NATIONAL COMMIS-
SION FOR EMPLOYMENT POLICY, GRADUATE SCHOOL OF
BUSINESS, COLUMBIA UNIVERSITY
Mr. GINZBERG. It is a matter of great pride to me that the

sovereign State of New York has two such distinguished Senators
and although you, Mr. Moynihan, and I have been associated for
quite a long while I think that it is the first time I have appeared
before you and I am very pleased to do so.

In preparing my remarks for this morning, I tried to think back
how long I have been concerned about the interface between work
and welfare and I remembered that, in 1939, when I was doing a
study on the long-term unemployed in New York City, I had my
first experience with the work test.

I actually checked on what was happening at the Employment
Service for people who were drawing welfare grants. They had to
show up and get some piece of paper stamped to show that they
were available for work. But it was really a make-believe activity
because New York, at that time, had several hundred thousand
more people looking for work than it had jobs and this was just an
early example of the way in which an administrative system gets
between clients and their problems and does not contribute very
much to their solution.

(303)
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Going back to the 1930's, I was impressed that President Roose-
velt made a decision to spend more money and to provide' work
relief rather than follow the British approach, which was a straight
dole. I did a study on the South Welsh coal miners and I saw what
was the cumulative deterioration on people who had no access to
work. I was in a community-I still remember it-Bryn Mawr in
South Wales-in which 90 percent of the males had not worked in
over 10 years. These were villages where coal mines had closed
down.

So I thought that President Roosevelt at the time had made the
right decision and that serious attempts to put people onto WPA
was considerably better if they were employable than to put them
on the dole.

The key point in terms of work and welfare is that one is dealing
with vulnerable people, who are not really very competitive, a soft
local labor market usually in which there are shortages of jobs and
people who have special problems, as in the case of the single
heads of households, so that any simplistic attempt to find solu-
tions for people of limited skills who have special problems in labor
markets that are weak is, I think, just oversimplifying the problem
too much.

As I see it, therefore, the problem comes to what are the bal-
ances between a liberal welfare system that tries to assure people
minimum support and yet avoids the dangers of such a system
which is to habituate them to a system of ongoing support. That
seems to me to be the critical part of the issue and that means that
public policy should, if at all possible, try to prevent habituiation.
When we did a study a few years ago at Columbia on Work and
Welfare in New York City, we drew attention to the importance of
focusing on recent additions to welfare, young women with young
children who ought to be singled out, if at all possible, and helped
to complete their education, get some skill and get into the-labor
market so that they should not become habituated.

Incidentally, the National Commission for Employment Policy
which I have the honor to be the chairman, in its new report to the
President and the Congress, just recently released, called "Expand-
ing Employment Opportunities for Disadvantaged Youth" called
attention to this same group of female-headed households, young
women in their teens who lost out on their schooling and who if
not helped in a positive way would perhaps never enter the labor
market.

I was impressed with some data that my staff at the Commission
got me that 60 percent of the females under the WIN program who
get into employment make less than $3 an hour.

Now, at- that level, if you have more thar one dependent at
home-and even if you have only one dependent at home-when
you allow for additional work costs, carfare, clothes and food, I
would say that is not a level at which they can become permanent-
ly self-supporting.

And, therefore, I do believe that, while the WIN program has
something to be said for it, there is a clear evidence, I believe, that
a large number of the WIN program-even those who succeed in
getting into private employment-do not stay there because of the
ow earnings.
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I was also unsettled to get a piece of data out of niy staff which
indicated that among women 14 to 30 now receiving AFDC 61
percent have their first child white-a teenager.

That is a very high figure and that is another way of saying it is
these adolescents that need special assistance so as not to become
permanently habituated to welfare.

I have some good news for you, Senator.
Senator MOYNIHAN. I want to rap the gavel. Good news! We have

not had any in a long time here.
Mr. GINZBERG. The Manpower Demonstration Research Corpora-

tion of which I am the chairman of the board will release late this
month its 5-year followup study of supported work. The outstand-
ing group of the four groups of severely disadvantaged clients that
we have followed, the outstanding success story is the AFDC moth-
ers.

We had enrolled AFDC mothers, not one of whom had worked
within the last 3 years-thlat-was th-minimum qualification to get
into the program-many of whom had never worked, who from
every type of study that we have done have a very good cost-benefit
ratio in terms of coming out of the program and getting into
employment. Now, that does not mean that everyone who entered
by a long shot was a success story, but it does mean for social
programing that a lot of women on AFDC who given an opportuni-
ty to come back into the world of work or to enter the world of
work for the first time will do so and avail themselves of the
opportunity and be glad of it.

So that is a good story.
I think that has implications for whatever the Congress has by

way of additional money. I would surely encourage the Congress to
put some more money on supported work type programs.

Senator MOYNIHAN. Would you elaborate on that? Supported
work is what?

Mr. GINZBERG. Supported work is a program which says that for
severely disadvantaged people who have little or no work experi-
ence such as AFDC mothers, ex-drug addicts, ex-offenders and de-
linquent youth-those were the four groups. Really severely disad-
vantaged for work.

If you put them into a work program with their peers, if you
have close supervision, and if you have graduated stress so you do
not ask them to come up to meeting the competitive standards the
first-week but definitely aim to make them competitively employ-
able over a period of time and you offer them an opportunity for
about a year's work experience under these kinds of controlled
conditions-and very little else. The emphasis is ofi the work, not
on a lot of counseling, not a lot of" supported services, but on
work-that when they get finished with that work experience, they
can fit themselves into the regular labor market.

I would say that is a good story and that is why I said I had some
good news.

Ed Logue who is in charge of the South Bronx redevelopment
project told us at Columbia the other night that he will have 2,000
supported work slots to work with in the South Bronx, which will
be the single largest effort in a supported work context that we
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have ever had in -one place. We have been operating with not much
beyond 300 in a single locale.

So he is going to have 2,000 jobs. He has to have real jobs,
because a supported work program means honest-to-God jobs. It
will be well worthwhile watching and seeing whether it can have a
significant impact on his rehab effort.

I would say that I think the whole welfare work story is tremen-
dously complicated by the fact-and I am not telling you anything
new-that the concomitant benefits for people on welfare in terms
of medicaid and food stamps are so tied to their categorical status
of being on welfare that they are terrified to get off.

One of the interesting things that we found out in our supported
work study was that it is sufficiently unpleasant to be on welfare
for a lot of people that they would even run the risks of losing
their benefits to get off.

So I do not think it is correct to believe that everybody likes it on
welfare by a long shot-I would say that they do not. I do believe
that it is legitimate from the point of view of public policy to say to
anyone on welfare that there is a training or work requirement
that you ought to fulfill if work is not punishment, but really
geared to employability.

That means that I think it is a good idea to think through how
one could have some public and nonprofit part-time employment
for women who cannot travel very far from their homes, who may
have one child at home, so that they do not lose all contact with
work.

I do not think there is anything improper, as long as it is not a
punishment idea, but really geared to employability and I would
say that, since I do not believe that people ought to be-especially
younger people-ought to be cut off from the opportunity to work
and the opportunity to gain some job experience, the opportunity
to gain some skills---I do believe that that is a part of our welfare
system we have not-paid enough attention to.

The next point I want to make, and I think it is very impor-
tant-I do not know much about it, but I have just come back from
the Netherlands. Every place where I travel overseas, as well as
everything I know about the U.S. economy, is the increasing
growth in the off-the-books economy. That means that it is not only
work or welfare but it means that we have another piece to the
economy which is work, welfare or work off-the-books and I think -
people are working out all kinds of new arrangements that make
more sense to them because they have this further opportunity.

I do not know how many people in the large cities around the
United States are doing part-time work while on welfare but I
know that there must be many. The testimony offered here yester-
day reminded us that there was no increase in welfare payments,
but a serious decline in New York State over these past years
because of the difficulties of the State and the city budget. The
only chance to survive on welfare-and surely the only chance to
buy your kid an ice cream cone, ever-is if one is to do a little bit
of work, or more *han a little bit of work, which somehow or other
does not get fully reported.

Now, it is true that within some limits there is a disregard
allowance, but my own view is that if in a Calvinistic country like
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Holland from which I have just come there is as much off-the-books
work going on then New York, which is a little less Calvinistic, is
probably having many more such situations. And I think it has to

e part of the planning of the administration and the Congress to
realize that that reality exists out there.

The notion that all the people on welfare do not work is simply
not realistic.

So I would end this way. I would say I do not see at this time any
real consensus in the United States for large-scale welfare reform.
I regret that, but I do not see it. I think there is a fundamental
conflict between the North and parts of the South with the North
being interested in a humanistic approach that people who cannot
work ought to have some decent minimum level of maintenance
and the South believing that welfare is bad and therefore it should
be kept as low and as constrained as possible.

I -would say that there is a general belief, and a correct one,
where there is a consensus that long-term dependency on welfare,
if humanly possible, ought to be avoided and therefore I do believe
that the Congress emphasis on WIN was in the right direction but
not right enough because I really believe that these young people
that I mentioned-particularly the young mothers-need to get
back to school, they need to have their employability skills raised
because otherwise they will never be able to earn more than the
minimum wage and at minimum wage you cannot support a
family.

So one has to do more. The direction was correct-not to let
people stay on welfare, but the employability issue has to be
stressed.

Next I would say that I do not think anybody has found the
answer-and I surely have not been smart enough-to figure out
how one runs support programs that go beyond welfare but are
linked to welfare, the medicaid and the food stamps and housing
allowances and so on, and still does not create such a barrier to
getting off welfare that welfare persons are scared to run the risks
of accepting a job.

Next, I would say from my experience with legislation aimed at
employment, I do not think it is a good idea to look to achieving
revenue balances through social programs. I think fiscal relief,
welfare reform and job creation should not be tied together. I think
everything gets messed up.

It is almost impossible to sort out the simplified goals of welfare
reform without tying them to a large number of other things. My
view from my Washington perspective has been that it does not
work.
'Finally, I do think that we have to recognize in the United States

that we are a Federal Government and that there is no -way of
forcing the localities beyond a certain point to do anything and no
way of bribing them.

As of this morning, I learned that we are really not meeting our
PSE ceilings under CETA and that simply means that the local
directors of programs believe that it is not to their advantage, and
there are limits to what the Federal Government can force and/or
bribe local governmental officials to do, and that is one of the
constraints.
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So I would end by saying one does not want to do anything in
terms of national policy to habituate individuals to welfare.
Second, one has to spend some money to make sure that young
people on welfare in particular ere aided to get off so that they can
become honestly self-supporting and not just on and off by putting
them into a job and then they fall out of the jobs and they are
right back where they were.

And surely one has to worry about the incentive system which
now are very much, I think, antiwork in the way that they are
structured. There is about a 60- to 70-percent loss for anybody who
moves from welfare into work.

Senator MOYNIHAN. I cannot tell you how much we are im-
pressed by, and grateful for, that testimony, Dr. Ginzberg.

You know, you say that there is not now a national consensus on
welfare reform and you make the clear point that neither is there
any regional consensus. But there is a true regional difference of
judgment in these matters that we have not been able to overcome.

But something else has happened and I think this should not be
underestimated, or its importance missed. That is the emergence of
an agreement on the issue of work. Ten years ago, to raise the
question of work for welfare recipients was to invite instant casti-
gation. I think you can recall the vilificaton of anyone who said,
that, these people should be-"encouraged to work."

There was a kind of an intellectual terror that prohibited discus-
sion. Anybody who raised the subject once regretted it and never
raised it again.

I think I have said-and I wonder if it is so-that there is a kind
of unanticipated fallout of the women's movement. Women have
insisted on their rights to occupations that had been barred to
them, and began insisting on the right to work. Suddenly it became
not such a bad thing to asssume that there was an obligation to
work.

Something like that happened, did it not? Have you sensed this
change?

Mr. GINZBERG. I think there is no question that I would confirm
your judgment that the work aspect of the welfare story has shift-
ed heavily in favor of work. I think there is another thing that has
happened also and that is that people now realize they will never
have a good life on welfare and therefore their only chance really.
-for a meaningful escape into a more normalized existence-and
that is what we found on the-supported work, is that a lot of the
welfare clients themselves understand the importance, if humanly
possible, to get into the job market at some real level of employ-
ability because otherwise they are going to be marginal all their
lives.

Senator MOYNIHAN. -One other point I would like to make is that
it seems to me that your sense of history is very powerful here. The
British made a decision in the 1930's to put people on cash pay-
ments; they were low but no one starved. And President Roosevelt
made the decision to put people to work, the old PWA and WPA
and the Conservation Corps and so forth.

I made the argument at the time President Johnson organized
the antipoverty program, that the series of decisions in 1963 and
1964 were emphatically against work. They were instead directed
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toward community organization and compensatory education and a
whole range of issues, but lacked a serious work component. The
Job Corps was a small training exercise, but it was not the creation
of work to put people in jobs.

Mr. GINZBERG. I surely agree with you that that is a correct
interpretation of what happened, but I think we discovered the
working poor as part of that war on poverty. We found that there
were just a lot of people in the United States who were poor even
though they were working a good part, or the whole of, the year
and so I think it got muddy and we did not quite understand that
poverty had many causes and needed many cures.

One of the few programs that I was always attracted to-I never
saw it in the field myself-was Operation Mainstream where there
was a little program that Mr. Perkins in the House was interested
in to make sure that those old coal miners had a chance not to just
get a handout but to do some useful work in connection with it.

There was-a very deep antipublic service employment attitude.
Senators Clark and Prouty, the Vermont Republicans, introduced a
work bill in the 1964-65 period stressing public service employment.

It went absolutely nowhere because I think that there had been
a confusion carried over from-let us say the anti-Roosevelt period
which said that public service employment was bad.

Senator MOYNIHAN. It combined two things, one of which was a
conservative response to boondoggling. But there also arose among
liberals a view that to expect people to work was an imposition of
bourgeois valves. There is nothing like the children of the bourgeoi-
sie to be contemptuous of the values that got them where they are
and will keep them there.

Mr. GINZBERG. I remember that very clearly, because I have
always taken the position that if the government makes money
available to people to live it has the right to ask those people to get
training and/or work as long as it is not just a punishment pro-
gram but is really aimed at improving their employability.

Senator MOYNIHAN. We thank you very much, sir.
[The prepared statement of Mr. Ginzberg follows:]

TESTIMONY OF ELI GINZBERG, CHAIRMAN, NATIONAL COMMISSION POR EMPLoYMENT
PoucY AND DIRECTOR, CONSERVATION OF HUMAN RESOURCES, COLUMBIA UNIVER-
SITY
Mr. Chairman and Members of the Committee, on the basis of my 18 years as

chairperson of the National Advisory Committee and Commission of the Federal
Government dealing with employment and training and on the basis of twice that
number as a researcher at C5lumbia University, I would like to offer the Subcom-
mittee the following observations on the relationships between work and welfare as
you consider Welfare Reform in the 1980s.

As I'm sure you would agree, the American people consider the welfare system a
"mess"--costly, inefficient, inequitable, and counter-productive, and they believe
many recipients who are employable obtain an income without having to work for
it.

Most Americans believe that people who are able to work should work to retain
their self-respect and contribute useful goods or services to society, and thus avoid
the stigma of receiving welfare.

Moreover, work for employable persons as an alternative to welfare would relieve
taxpayers of the unwelcome burden of supporting able-bodied individuals, and it
would avoid the inequities that result from the fact that many persons who work
full-time earn less than others who receive an income without working.

State and local-officials in the principal industrial states of the North and West
believe that many of their economic and social problems have been caused by the
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immigration of poorly educated persons, largely from minority groups, born and
brought up in the South or Puerto Rico, who realize that if they cannot get jobs in
the new locale, they will still be better off because of the relative ease of getting on
the welfare rolls and that they will receive much higher benefits than if they had
remained at home.

Still anotherconcern is the linkage between welfare (AFDC) and the dissolution
of many families, primarily through the husband's desertion. While recent analyses
do not support the generalization that AFDC -6-auses families to split, the fact
remains that-the number of female headed households has grown rapidly at the
same time that the AFDC rolls have exploded.

Another criticism of the welfare system is that it permits children to grow up in
households where some adults have never worked and some young people come to
look on welfare, not work, as the normal state. While definitive data are hard to
come by, a small number of children are growing up in third-generation welfare
families.

There has been a major shift between the mid 1930s and today in the prevailing
attitude of the Cof-gress, with respect to the desirability of requiring women on
welfare with school age children to seek work. The presumption today is that such
women should work while the earlier presumption was that they should not.

In short, we have interpreted current public opinion as favoring a reform of the
welfare and income transfer systems to require employable persons to work and
thereby end their dependency on welfare. This has been the thrust of our policy
since 1971. Yet we obviously are not satisfied with the results, or we would not be
here today discussing welfare reform for the 1980s. What we need are some insights
into why present policies have not been effective.

In terms of our short-run objective of placing employable welfare recipients in
jobs, one basic problem has always been that even in relatively tight labor markets
there have not been enough jobs to go around, and other groups compete with
welfare recipients for those jobs which are available.

The employment and training programs of the federal government since 1962
have with the exception of WIN given a relatively low priority to persons on
welfare-at least that is how the field has operated. The reason is clear: given the
mandate by Congress to serve all significant segments of the disadvantaged popula-
tion, with emphasis on placement and limited resources, local program operators
have chosen to offer employment and training services to those most likely to be
able to get and hold a regular job at the end of their public employment or training.
The WIN program, as would be expected, has had its greatest success with individ-
uals who had existing skills and previous work experience and who were in areas
with low unemployment rates.

Moreover, there is a paradox between the American people's ostensible commit-
ment to the work ethic and their cautionary stance when it comes to providing for
jobs for employable persons on welfare. The source of the paradox is that it costs
more in the short-term to operate a work rather than a welfare program. A
secondary explanation -may be the public's skepticism about the value of work
performed on governmentally funded jobs.

We know there are three factors which affect our ability to move people off the
welfare rolls and into jobs in the short-run. These are the number of jobs which are
available or can be created; the level of education, skill and motivation which will
enable or induce people to leave the welfare rolls; and 'Mhe effectiveness of the
mechanisms for matching welfare recipients with jobs.

While the supply of jobs is critical, particularly in slack labor markets, having
jobs and good mechanisms for placing welfare recipients ir, them may relieve short-
term dependency on welfare, but will not be enough to break the cycle of long-term
dependency for most AFDC recipients.

We have to date concentrated most of our efforts and attention on getting the
welfare recipient-a job, any job, and too little on examining whether a job alone can
lead to long-term solutions.

This issue is particularly acute for women, and since in 1978 women made up 90
percent of the adults on the AFDC rolls and 74 percent of the WIN registrants, it is
also particularly acute for the long-term success of a welfare jobs policy.

Statistics for the WIN program show that, like the pattern for non-AFDC women
in the labor market, women placed through WIN were concentrated in service,
clerical and sales jobs, occupations which have few career opportunities and low life
time wages as opposed to jobs men traditionally enter. Fewer than 5 percent of the
women WIN placed, but more than 20 percent of-the men, received a starting wage
of $5 or more per hour in 1978.
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Part of the wage differential experienced by women in general as well as by WIN
women may reflect their lack of experience. Aer leaving school women work fewer
weeks per year than men and as they take on homemaking and childrearing
responsibilities they may drop out of the labor market for a period of time. But a
large part of the problem is due to occupational expectations and segregation.

1f we do not address this problem in the context of a welfare jobs proposal, we will
surely fail in our efforts to reduce long-term dependency.

Among the most important groups on which public policy should focus are young
women, many in their teens, primarily the unmarried, who become mothers and in
the process are forced to leave school before they earn their high school diplomas.
Unless they can be assisted quickly to improve their education and employability
skills, there is serious risk that they will become habituated to welfare. The NCEP,
in its Fifth Annual Report to the President and the Congress on "Expanding
Employment Opportunities-for Disadvantaged Youth" specifically for special efforts
to help these young women.

Many mothers on welfare with one or even two children under age six should be
assisted in taking training or a public or private part-time job in their neighborhood
where they would be able to spend some part of every day preparing themselves for
careers which offer long-term earning potential.

The benefits of employability development through intensive support, training
and work experience are evident in the Job Corps program and in the Supported
Work program.

The Manpower Demonstration Research Corporation, which I have the honor to
serve as Chairman of the Board, will release at the end of February its five-year
research findings on the Supported Work experiment, the largest research demon-
stration effort ever carried out in the United States of a manpower program. The
key to Supported Work is its emphasis on gradually introducing a person into the
labor market, increasing the work stress until the participant meets the norm.

Among the startling findings are the very favorable cost-benefit ratios of the
program for AFDC women, not one of whom had ever worked. A significant propor-
tion got off welfare and stayed off up to the end of the followup period which was 27
months. We are now doing a 36-month followup.

In general, the Congress should be aware that despite efforts at eliminating long-
term walfare dependency through either the Supported Work approach or a combi-
nation of employability development, supportive services, and counseling and place-
ment in jobs with career and earnings potential, there appears to be no way for all
people in the near future to earn sufficient income to support their families at the
level above the poverty line. That means that some form of income supplementation
will be necessary, especially for large families and single parent families where the
household head earns a low wage.

We have backed into income supplementation for lower earners via medicaid, food
stamps and the earned income tax credit. However, the threat that persons on
welfare who obtain employment may lose some of all of these and other valuable
benefits for a family unquestionably operates as a work disincentive. Since many on
welfare have little prospect of earning more than the minimum wage, it is impor-
tant that the working poor continue to have access to medical benefits and other
supplemental income.

It is always dangerous to generalize from conditions in New York and other large
cities but it is my impression that a considerable number of welfare clients already
engage in part-time if not full-time work which makes their permanent removal
from welfare via low wage jobs -that more difficult.

In addition, too little attention is being paid to the growth of the off-the-book
economy which provides a third alternative for income: work, welfare, and work in
the irregular economy. In the late 1960s my research staff at Columbia University
estimated that 240,000 persons in New York or about 7 percent of the labor force
earned all or part of their income from illicit activities. If simple tax evasions were
added, the figures might well approximately double that number or one out of every
seven persons. The creation of low-wage jobs with low long range earnings potential
again will do little to address this pibblem.

Some concluding observations:
a. Work, rather than income transfer, should be the preferred way of helping

many on welfare.
b. On the basis of our experience with public service employment and other

employment, training and job placement programs, I would strongly suggest that a
new welfare jobs program pay particular attention to employability development,
training and transitional assistance into employment. For women, counseling and
opportunities for training and placement in nontraditional occupations which offer
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long-term earnings potential is essential. Without such focus, I believe that most
welfare clients will-fail to make the long-term transition into self-supporting private
employment.

c. Special effort should be made to assist young women from becoming habituated
to a life on welfare, and part-time-training and employment opportunities near
home should be provided for women on welfare with a small child to help these
women to permanently break the cycle of welfare.

d. The Supported Work program for AFDC mothers should be continued and
expanded.

e. The working poor and those welfare recipients in training should have access to
supplemental benefits and income.

Senator MOYNIHAN. I have just received a message that I have to
go to the Longworth Building so we will recess and I will be on the
phone in 5 minutes to tell you how soon I will be back.

I am sorry about this, but this is the climactic moment of 18
months of negotiations.

[Whereupon, at 10:30 a.m. the subcommittee recessed to recon-
vene at 1 p.m. this same day.]

AFTERNOON SESSION

Senator MOYNIHAN. Good afternoon. I am happy to report to you
that we accomplished almost nothing in the conference committee
this morning but we accomplished it at some great length.

We are very happy to see again our next witness, Lynn Cutler,
who appears to us this time as vice chairman of the Advisory
Commission on Intergovernmental Relations.

Is Lynn Cutler not here today?
Mr. SHANNON. Senator Moynihan, she will be here. We expect

her any minute.
Senator MOYNIHAN. Fine, fine. We will just move along, and she

will be next.
Professor Maldonado-Lynn Cutler, you are next, and then Pro-

fessor Maldonado. Welcome. We know you have had to make many
different arrangements.

Ms. CUTLER. I had to throw myself in front of a cab. Should we
go now?

Senator MOYNIHAN. Would you go right now? You look pretty
good, all things considered, for someone who just threw herself in
front of a cab. Those are the standards of service we expect from
the Advisory Commission on Intergovernmental Relations and this,
I think, is also the case that you are bound to do something even
more hazardous, which is to run for Congress, which is marvelous
to hear-saying no more about which side or what.

We know you, of course, from your appearances on behalf of
NACO and we welcome you on behalf of ACIR and I think you are
here representing the Commission and its chairman, the former
mayor of New York, Mr. Beame.

Ms. CUTLER. That is right. Mr. Beame is out of the country so he
asked me to appear in his stead and I am honored to do that and I
am pleased to appear before you again. It is always a pleasure, and
I apologize again for being late.
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STATEMENT OF LYNN CUTLER, VICE CHAIRPERSON, ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS, ACCOM.
PANIED BY JOHN SHANNON, ASSISTANT DIRECTOR FOR TAX.
ATION AND FINANCE
Ms. CUTLER. I am, as you have noted, Lynn Cutler, vice chair of

the Advisory Commission on Intergovernmental Relations and also,
as you noted, a county official from Black Hawk County, Iowa. I
am accompanied today, Mr. Chairman, by Dr. John Shannon, who
is ACIR's assistant director for taxation and finance.

Senator MOYNIHAN. Dr. Shannon, we welcome you.
Ms. CUTLER. I have long been active in the field of social services

and human endeavor programs so I am especially pleased to be
able to appear before the subcommittee on this subject today,
Senator.

In my testimony today, I will try to be responsive to some of the
questions raised in your letter of invitation of January 21. More
particularly, we will be pointing up the relationship between public
welfare expenditures, tax burdens, and central city problems.

There is a definite regional dimension to the public welfare
problem. To use an old adage, trouble often comes in threes and
that is particularly true for the States of the Northeast and the
Midwest. These are the States that first, carry extraordinary wel-
fare loads; second, make the greatest tax effort; and third, have the
most disadvantaged central cities as compared to their suburban
counterparts.

Before briefly discussing each of these troubles, let me quickly
point out what may be less than fully apparent. Each of these
problems can result from a -number of different causes. What needs
to be stressed, however, is that these problems, while not identical,
are clearly interrelated. The general case may be that the States
with the heaviest welfare burdens have attracted at least part of
their welfare caseload by making an above-average tax effort to
respond to the needs of welfare recipients.

These persons in turn are far more likely to find housing in the"poor" and "central city" rather than in the more affluent subur-
ban ring.

By computing public welfare outlays as a. percentage of the
income of the residents of the State, ACIR constructed a yardstick
for measuring interstate variations in public welfare burdens. The
point must be emphasized that this yardstick eliminates all Feder-
al welfare aid, but measures State and local expenditures for public
welfare and medicaid.

Using this yardstick, it becomes clearly apparent that there are
great interregional and interstate differences in public welfare bur-
dens. In 1978, California's public welfare burden at 2.19 percent of
State personal income was approximately 10 times greater than
that borne by New Mexico. In fact, as our table 1 in the testimony
vie submitted shows, the five States with the heaviest welfare
burden spend amounts ranging from 1.72 percent to 2.19 percent of
their State's personal income while the five States with the lowest
burdens range from 0.22 of a percent to 0.37 of a percent.

Mr. Chairman, as graphically illustrated in table 2 of the testi-
mony, every State in the Northeast, the Midwest, and the Great
Lakes, with the exception of Maryland and Indiana, exhibited a
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public welfare overload. A State is deemed to be in this overload
category when its burden exceeds that of the median State-wel-
fare outlays, then, in excess- of 0.83 percent of State personal
income.

Of the estimated $7.4 billion in public welfare overload, it is no
surprise to you, I know, more than half was borne by two States,
California and New York.

Two factors-above-average number of beneficiaries and above-
average program benefits-are primarily responsible for-the cre-
ation of this public welfare overload situation. The Commission,
however, did ndt attempt to sort out the relative importance of the
caseload and the compassion factors.

Public welfare expenditures are a big ticket item for most States
and many, many local governments. As set forth in table 2, States
and localities spent in 1978 almost $19 billion from their own funds
in order to help with public welfare and medicaid costs.

I know of counties, Mr. Chairman, in New York, California,
Minnesota, and in the other 15 States where the counties are still
involved in county outlay or match in AFDC where they set the
welfare portion of the budget first and then whatever is left goes
for law enforcement and other programs and, of course, social
services, some of the others coming way at the end of that totem
pole.

It follows then that those States with above-average public wel-
fare burdens are more likely to have above-average tax efforts to
support welfare and other public programs. The general tendency
is reflected by the following facts. Of the five States with heaviest
welfare burdens, four also reveal well above-average State local tax
burdens and all five States with the lowest welfare burdens also
enjoyed well below-average State and local tax burdens.

One of the causes for high tax effort can be characterized as self-
generating. For example, many of the high effort States provide
more liberal public welfare benefits than do their neighboring
States. Likewise, citizens in high effort States have a keener taste
for public goods and services than do citizens of low-effort States.

Another cause for a high-effort reading can be traced to factors
outside the control of each State and local system. Those external
factors include the great post-World War II migration of the poor
from the rural South and Puerto Rico to the large central cities of
the Northeast and Midwest. Another external factor is a substan-
tial migration of capital, jobs, and upper income people from the
Frost Belt States to the Sun Belt region.

The failure of the Federal Government to construct an equitable
welfare program can also be cited as an externally generated
factor.

The third area that we are responding to in testimony, Mr.
Chairman, has to do with the central city. There is a fairly close
relationship between fairly heavy public welfare loads and central
city disadvantages.

Of the five States with the heaviest welfare burdens, three-
Massachusetts, New York, and Pennsylvania-have an above-aver-
age percentage of their total population residing in metropolitan
areas with severe central city suburban fiscal disparities.



315

Of the five States with the lowest public welfare burdens, four
also enjoy a below-average ranking on the central city problem.
Georgia is the exceptional State in this case and that, of course, is
because of the Atlanta metropolitan area.

We have with us today a working paper recently released by the
Urban Institute, by Philip Dearborn, which we will be happy to put
that on file.

Senator MOYNIHAN. I would like to put that into the record, if I
may, as an appendix to your testimony.

Ms. CUTLER. Certainly.
[The material referred to follows:]

THE OUTLOOK

Most major cities remained in good financial health through 1978, but on both an
aggregate and individual city basis, the performance was not as good as 1977. An
increased number of cities had operating imbalances, as a result of slower revenue
growth and accelerated growth of expenditures.

Fortunately, the accumulated reserves from a strong performance in 1977 enabled
most cities to maintain a good financial position at the end of 1978. The major
exceptions among reporting cities were New York, Detroit, Boston, and Buffalo, all
of which have had persistent problems in recent years. No reported city, except
perhaps Boston, showed any liquidity problems in 1978. Even New York, with the
aid of federal guarantees, was able to get back to a positive cash position.

Debt service for most cities was taking a stable or .somewhat lower portion of
operating budgets, and appeared to be creating no unusual budgetary strain in any
reporting city. Total capital spending declined in 1978, but the pattern was varied
among individual cities and may not consistute any trend.

Inhgeneral, 1978 was a year in which there were no dramatic changes in fiscal
healt. It was not as strong as 1977, but was better than 1976. Going into 1979 and
subsequent years the cities generally had good liquidity and modest unrestricted
reserves. However, the fragile nature of their fiscal health is demonstrated by the
number of cities (21) that had revenue/expenditure imbalances in at least one of the
three latest years. This highlights the serious financial problems that might occur
from the loss of even a relatively minor revenue, such as general revenue sharing.

With the possibility of a national recession, those several cities which have had
trouble completely regaining their fiscal health from the problem years of 1975 and
1976 will be especially vulnerable. They include New York, Philadelphia, Detroit,
Boston, New Orleans, Pittsburgh, and Buffalo. While 1978 information is not availa-
ble about Cleveland, it may alwo be in this category.

Cities continue-to walk a fiscal tightrope. Some improve one year aud then fall
back in the following year. Only a few have consistent good years. Even relatively
minor fiscal adversities could quickly create serious problems for many of the major
cities.

Ms. CUTLER. Dearborn noted that most of the jurisdictions re-
mained in good financial health through 1978. However, he sharply
underscored the fragile condition of the major cities in-general and
the central cities of the Frost Belt in particular.

There is some testimony and a note to that fact. "The fragile
nature of their fiscal,-health is demonstrated by the number of
cities"-which he sets at 21-that had revenue expenditure imbal-
ances in at least 1 of the 3 latest years.

This highlights serious financial problems that might occur from
the loss of even a relatively minor revenue, such as general reve-
nue sharing. With the possibility of a national recession, those
several cities which have had trouble completely regaining their
fiscal health in the problem years of 1975 and 1976 will be especial-
lyvulnerable. They include New York, Philadelphia, Detroit,
Boston, New Orleans, Pittsburgh, Buffalo, and while our 1978 infor-

'Excerpts from "Working Paper: 0000-06-06,' "The Financial Health of Major U.S. Cities in
1918," Philip M. Dearborn, the Urban Institute, November 1979.



316

mation is not available about Cleveland, it may also be in this
category.

To conclude, Mr. Chairman, in 1969, the Advisory Commission on
Intergovernmental Relations recommended that the Federal Gov-
ernment assume full financial responsibility for the provision of
public assistance including general assistance and medicaid. Obvi-
ously, Mr. Chairman, there are formidable fiscal and philosophical
barriers to the adoption of this recommendation. Any policy calling
for greater Federal involvement in the public welfare field, how-
ever, should strive to achieve a more equitable financing burden
among the 50 State and local fiscal systems.

I know that you are fully aware of that. I share with you the
position of the Commission that, with all due respect to the fact
that I have not told you a single thing you did not know.

Senator MOYNIHAN. On the contrary, there is nothing that we
can be more grateful for in these hearings than your coming to us
with these data that the Commission has developed.
d The data very much emphasize the dilemma we are in. Yester-
day we had some very striking testimony about the decline in
welfare benefits in the 1970's, a general decline which could be
seen in the most disparate places, but which was evident most in
those States which had had a public tradition of rather high provi-
sion.
. But we have before us a piece of legislation which provides
exactly the greatest relief to the States with the lowest tax burdens
and the least to States with the highest tax burdens.

Yesterday we introduced some tables that Mathematica has done
for us analyzing the impact of the House-passed bill. And it is just
extraordinary.

Could we get that table?
Mathematica conducted a hypothetical exercise of the kind that

Dr. Shannon would be familiar with. They assumed that a sur-
charge on the income tax would be needed to pay for the increases
in benefits of the House welfare bills and they estim, .ed where the
tax would come from, and where the tax revenues w uld go. Final-
ly, they projected the ratio of benefits to costs, something that you
might most easily describe as the rate of return on a dollar of
taxes.

Let's look at the States with high tax burdens. California would
get a return of 26 cents on the dollar. Massachusetts would get a
return of 58 cents. Pennsylvania would get a return of 37 cents.
New York would get a return of 10 cents. Rhode Island, 31 cents.

Now, come over to the States with the lowest tax burden. Texas
would get a return of $2.19. Georgia would get a return of $3.72.
Wyoming would get a return of 54 cents. That would be the orly
one so far below the 100 cents on the dollar level. North Carolina a
return of $2.41. South Carolina, $4.11-but that is not on your
table-and New Mexico, $1.96.

Four of the five States-that is, all but Wyoming-have'a wel-
fare benefit that is lower than 65 percent- of the poverty standard
and so the Federal Government would pick up the cost of raising
that level. None of them has the unemployed parent provision so
that all of the costs would be assumed.
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I ask you, What is going on here? If you can think that fiscal
burden is an aspect of welfare reform, then we certainly do not
have legislation addressing this facet of the problem.

I am hurrying here to get to a very important matter. The day
will come-I hope not too far distant-in which a table will be
presented in these matters, and your eye will go right down to
where it says Iowa. Iowa gets 40 cents on a dollar.

Ms. CUTLER. I was going to ask, Senator.
Senator MOYNIHAN. This is bizarre, is it not?
Ms. CUTLER. I have not seen the specific fiscal portions of the

current bill, Senator, in all candor.
Senator MOYNIHAN. These are brand new. We just got it Monday.

Mathematica did it under contract with the Congressional Re-
search Service for us, and it is somewhat hypothetical. They did
their best professional estimates.

But given the estimates this seems to run in the opposite direc-
tion that you, on behalf of the ACIR, would be proposing does it
not?

Ms. CUTLER. Well, it certainly would run contrary to the kind of
fiscal relief that many of us have advocated for a long time. I
should say that having spent some time working on behalf of
NACO with many people working very hard trying to find a wel-
fare reform proposal for several years now and seeing what has
happened to many of those proposals when they got here-not to
you specifically, but to the Hill-I imagine that what we are into
now is looking at what is the realm of the possible.

That is purely personal speculation.
I heard Dr. Ginzburg's testimony this morning and your com-

ments and certainly would agree about the kind of effort that
would provide decent subsistence to people along with the jobs
program, taking care of folks and yet still beginning to move them
into the work world. That has been our position for a long time

.and we want very much to begin to at least get a foot in the door
on this great social change'.

You have been more involved than I for many more years in that
effort and yet here we sit. And again, I cannot comment on the
specific aspects but it seems that at some point in time vie have to
begin to march down the road. We have been talking about it for
so long, and so many local communities are faced with the bottom-
less pit on this situation and other people-it is just creating
terrible kinds of tensions among people in the country.

California proposition 13, I think, is a direct flow of this kind of
thing when the county's tax burdens became unconscionable from
the property tax effort-and property tax is paying for these kinds
of efforts, and it ought not to. Those are great fiscal issues that
face us at the State and local level.

Senator MOYNIHAN. I am sorry I have to say to you that we have
yet to see any real response from the-I do not want to say "the
administration," because I do not want to keep harping on this, but
something is very clear and we must think in institutional terms in
Washington.

There is something-the term is not meant to be pejorative-
that is called "the welfare bureaucracy." It is the people who work
in these offices, and put their careers in them. We are now in the

60-582 0 - 80 - 21
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second generation of such people from the time of the founding of
the-Social Security Act. They do not see this as a problem. They do
not see fiscal strain and overload as their concern.

Dr. Shannon, you seem to recognize this. You see a lot of them.
They see the raising of benefits in the low-benefit States as their

primary object; the extension of the program; uniformity. President
Carter sent to us in 1977 a measure that had radical aspects; it was
directed to the question of financing. It did not get anywhere. It
was never even heard by the Ways and Means Committee in the
House. The next year the bureaucracy wrote a bill which acts as
though your testimony had never been given-, as though this issue
did not exist.

It exacerbates the imbalance we talk about. It rewards those
States that have made the lowest provision and penalizes those
which made the most generous. Maybe there is a lesson in that. I
think, as a matter of fact, there is a lesson in that.

And it is not a lesson I particularly would like to see learned.
The lesson is that the political cultures that provide a decent level
of common provision lose jobs, money, plants, and prestige. One of
the three places I was supposed to be this morning was on the
Banking Committee where our Governor was being examined on
the traditions of trust that he had been allowed to retain.

It is not in fact a happy circumstance. You are standing in the-
dock and debtor's prison is not far off, and here we are.

Well, I want to thank you very much. I want to say to you that
the idea of this table of public welfare burdens as a percent of
State personal income is a fundamental data resource. I offer you
Galbraith's law which is that you never do anything about a prob-
lem in Government until you learn to measure it. You have
brought us some measurement. There were a great many people,
when President Eisenhower established this Commission of yours,
who asked what good would come of it. By your testimony.

I will tell you right here. This is good.
We thank you and in the absence of any members of the minor-

ity I am going to take the opportunity to wish you every success.
Ms. CUTLER. Thank you. I appreciate that.
[The prepared statement of Ms. Cutler follows:]

STATEMENT BY LYNN CUTLER, VICE CHAIRPERSON, ADVISORY COMMISSION ON
INTERGOVERNMENTAL RELATIONS

Mr. -Chairman: I am Lynn Cutler, Vice Chair of the Advisory Commission on
Intergovernmental Relations and Supervisor of Black Hawk County, Iowa, and I am
accompanied by Dr. John Shannon, ACIR's Assistant Director or Taxation and
Finance.

I have long been active in the field of social welfare activities and I am, therefore,
especially pleased to have this opportunity to appear before the Subcommittee.

In my testimony today I shall try to be responsive to some of the questions raised
in your letter of invitation of January 21. More particularly, I shall point up the
relationship between public welfare expenditures, tax burdens, and central city
problems.

There is a definite regional dimension to the public welfare problem. To use an
old adage, trouble often comes in threes-particularly for the states of the North-
east and Midwest. These are the states that:

Carry extraordinary welfare loads;
Make the greatest tax effort;
Have the most "disadvantaged" central cities, as compared to their suburban

counterparts.
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Before discussing each of these "troubles" briefly, let me quickly point out what
may be less than fully apparent. Each of these problems can result from a number
of different causes. What needs to be stressed, however, is that these problems,
while not identical, are clearly interrelated. Indeed, the general case may be that
the states with the heaviest welfare burdens have attracted at least part of their
welfare caseload by making an above average tax effort to respond to the needs of
welfare recipients. These persons, in turn, are far more likely to find housing in the"poor" central city rather than in the more affluent suburban ring.

EXTRAORDINARY WELFARE LOADS

By computing public welfare outlays as a percentage of the income of the resi-
dents of the state, we have constructed a yardstick for measuring interstate vari-
ations in public welfare burdens. The point must be emphasized that this yardstick
eliminates all federal welfare aid but measures state and local expenditures for
public welfare and medicaid.

Using this yardstick, it becomes clearly apparent that there are great interre-
gional and interstate differences in public welfare burdens. In 1978, California's
public welfare burden, at 2.19 percent of state personal income, was approximately
10 times greater than that borne by New Mexico (0.22 percent). In fact, as our Table
1 shows, the five states with the heaviest welfare burdens spent amounts ranging
from 1.72 percent to 2.19 percent of their states' personal income while the five
states with the lowest burdens ranged from 0.22 percent to 0.37 percent.

TABLE l.-Public welfare burdens as percent of State personal income

States with heaviest burden: Percent
C a lifo rn ia .......................................................................................................... ........ 2 .19
M assa ch u setts .......................................................................................................... 1.9 2
P e n n sy lva n ia ........................................................ ........................... ....................... 1.85
N e w o rk ............................................................................................. ..................... 1.8 3
R h od e Isla n d ............................................................................................................. 1.72

Median burden states:
K a n sas .............................................. ................... ........................... .................... . 8 3
M a ry la n d ................................................................................................................... .83

States with lowest burden:
T e x a s ........................................................................................................................... 3 7
G e o rg ia ....................................................................................................................... . 3 6
Wyoming .................................................................................... .36
N . C a ro lin a .............................................................................................. ................ .2 4
N ew M ex ico ............................................................................................... ............... .2 2

Mr. Chairman, as graphically illustrated in Table 2, every state in the Northeast,
the Midwest, and the Great Lakes, with the exception of Maryland and Indiana,
exhibited a public welfare "overload." A state is deemed to be in this "overload"
category when its burden exceeds that of the median state-welfare outlays in
excess of 0.83 percent of state personal income (table 2).

TABLE 2.-PLIBLIC WELFARE BURDEN, BY STATE, SELECTED YEARS, 1957-78 (STATE AND LOCAL
EXPENDITURES FROM OWN FUNDS-EXCLUDING FEDERAL AID)

lDollar amounts in millions)

Public welfare expenditues as percent of Ehibit PLisc welfare
Stale and regi per oal Income e perdift e 1978

1951 1967 1978 Total Overload'

United States ........ ...... .... .. . 055 30.56 3083 $18,9642 $1,381 7

New England .......... .... ........... ... .......... .... ...... . 12 70 128 1,3134 608.0
Maine .......... ...................... 64 .62 1.14 74 7 20.4
New Hantpsliire .......................... . 72 61 1.03 620 12.1
Vermont .............................. .72 .73 .86 251 0.8
Massadc usetts ...................... ................. ........ ...... 93 .85 1.92 836 8 474 2
Rhode islar .................................................................... . 1 8 85 1.72 i14l 58,9
Connecticut ........ .................... . .53 .53 .99 260.1 41.6
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TABLE 2.-PUBLIC WELFARE BURDEN, BY STATE, SELECTED YEARS, 1957-78 (STATE AND LOCAL
EXPENDITURES FROM OWN FUNDS-EXCLUDING FEDERAL AID)-Continued

(Dollar amounts in million]

State and region

Mideast ...................................

public welfare ex, dJtures as permt of Exhibit PMlic Wefatt
PUSo ole expenditure 1971'

1957 1967 1978 Tota Overload,

.38 .59 1.52 5,316.8 2,562.7

New York ............. .............. 6.................................... . 61 .32 1.83 2,559.4 1,398.1
New Jersey .................................................................... .28 .40 1.08 663.0 155,0
Pennsytvania ................... ......................... .49 .53 1.85 1,6081 8882
Delaw are ........................................................................... 31 .47 .90 - 42.4 33
Maryland ................ .............................. . 26 .53 .83 273.2 .......
District of Columbia ............ ....................................... . 35 .71 2.66 170.7 111 5

Great Lakes .................................................................................. .51 .63 1.13 3,772.3 1,218 2

M ichigan ............................................. ...................... .. . . .47 .65 1.37 1,013.3 401 5
Ohio ............................ . 55 .67 1.08 868'5 2029
Indiana ........................... 35 .38 .53 209.6 ......................
Illinois ......... * ....................................... .... ... ......... . 51 .6 1 1.28 1,22 1.6 431.3
Wisconsin ........................ .. . ..... 65 .85 1.38 459.3 182.5

P la in s ...................................................................... ... ... ...

Minnesota ....................................................................
Io w a ... ............................................ .. ........... .. . .. ....... .....

M issou ri .......................................................... ......
Nr Dakota ..............................
South Dakota ........ ......................
Nebraska ................. ......... ................................
Kansas ...................................................................... .

.64 .55

.76 82

.72 .57

.68 .48
83 .65
.46 .51
.41 .28
.65 54

Southeast .. . . . . ...... ........................... ............ ...... . 49

Vi rg in ia ....... .. ............................................... ................
West Virginia ...............................................................
Ken tuck y .........................................................................
Tennessee ..................................................................
North Carolina .....................................................................
South Carofina .............. ..................... ...................
G eorg ia ..............................................................................
FWor 8 ........................... ..................... ............................. .

A labam a ....................................................................... ... ,

Mississp ............................ ...........
Lo uisia na ..........................................................................
A rkansas ............................................................................

Southwest ...............................hw .................. ....... ..........

Oklahoma ..........................................................................
Texas ................. .................................................................

New Mexico ...................................................................
Mrzona ........................................

Rocky Mountain .........................................................................
Montana .............................................................................
Idaho ................... ................................................... ...........

W yom ing .............. ........................................................
Colorado ................................... .... ..... ................... . .

Far h ...................................................................................
F r Ws t o 4. .. ......................... I............. ....................... ...... .

W ashington ................................. ....
Oregon .............................................................................
Nevada ...............................................................................

.19

.46

.40

.34

.25

.32

.53

.36

.60

.59
1.29
55

.68

1,45
.31
.54
.43

.42

.28
.56
.40
.31
.40
.19
.34
.29
.47
.58
.69
.47

.55

1.04
.29
.53
.34

.73 .61

.63 .58

.49 .56

.51 .57
1.41 .87
.63 .45

.73 .69

1.08 .67
.75 .64
.37 .40

.85

1.49
1.10
.51
.68
.63
.71
83

.59

.69

.64

.94

.65

.24
.64
.36
.38
.47
.80
.59
.70

.42
.61
.37
.22
.46

.66

.68

.12
.36
.85
.68

1.20

1.01
1.04
.55

1,131.1 256.2

447.5 1988
236.0 57.4
173.2 ............ .
28.9 .....................
27.5 .....................
19.3 ......................

1441 .....................

1,699.5 23.3

258.2 .......
75.0 ....................

204.9 23.3
175.1 ...................

83.2 .......
110.6 .. . . ..........
117.8 . ... .............
232.1 ......................
105.5 ......................
1010. .....................
148.8 ......................
873 ......................

560.1 ......................

118.2 .....................
351.3 ......................

16.6 .............
74.0 ......................

313.5 3.1

33.8 ......................
415 .....................
12.0 .....................

1713 3.1
54.9 .....................

4,629.3 2,642.6

301.5 52.9
191.8 38.3

31.8 ................
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TABLE 2.--PUBLIC WELFARE BURDEN, BY STATE, SELECTED YEARS, 1957-78 (STATE AND LOCAL
EXPENDITURES FROM OWN FUNDS-EXCLUDING FEDERAL AID) -Continued

[DCoar amounts in millions]

Pubic welfare expedre percent o1 Exhrt Public welfare
State and region person in expewtre 1918 

1957 1967 1978 Total Overload'

California .... ........ ....... 1........ ............................ . 71 1.05 2.19 4,104.2 2,551.4 -
Alaska ............................... . 50 .76 1.24 542 17.9
Haw aii ............ .......... ................................. ............... 62 .53 1 53 108.1 49 .7

State-local public welfare expediture from own funds (excluding federal aid) Includes, cash assistance payments directly to needy perns
under categorical and other welfare programs, vendor payments made d ctty to private purveyors for medical care, burials, and othe services
provided under welfare programs; welfare ostitutiis, and any other direct ependilure for welfare purposes

a Public welfare "overload" is estimated as that portion of a state's public Welfare expenditure (from state-local funds) that is in excess of 0 83
percent (median state experience) ol the personal income of the state

3 Median state.
tExcluding Klaska and Hawai
Note.-Regionl percentages are unweghted averages

Source AOR staff compilato based on various reports of the Governnerils Dviso, US Bureau of the Census, and US Oepartment of
Commerce, Bureau of Econoric Anaty , Swty of Crrent 8svess, varous years

Of the estimated $7.4 billion in "public welfare overload," more than half was
borne by two states-California and New York.

Two factors-above average number of beneficiaries and above average program
benefits-are primarily responsible for the creation of this public welfare overload
situation. Our Commission, however, has not attempted to sort out the relative
importance of the caseload and compassion factors.

STATE-LOCAL TAX EFFORT DIFFERENCES

Public welfare expenditures are a "big ticket" item for most states and some local
overnments. As set forth in Table 2, states and localities spent in 1978 almost $19
illion (from their own funds) in order to help defray public welfare and medicaid

costs.
It follows, then, that those states with above average public welfare burdens are

more likely to have above average tax efforts to support welfare and other public
programs. This general tendency is reflected by the fact that:

Of -the five states with the heaviest welfare burdens, four also reveal well above
average state-local tax burdens.

All five states with the lowest welfare burdens also enjoyed well below average
state-local tax burdens.

One of the causes for high tax effort can be characterized as self generated. For
example, many of the high-effort states provide more liberal public welfare benefits
than do their neighboring states. Likewise, citizens in high-effort states have a
keener taste for public goods and services than do citizens of low-effort states.

Another cause for a high-effort reading can be traced to factors outside the
control of each state-local system. Those external factors include the Areat post-
World War 1I migration of the poor from the rural South and Puerto Rico to the -
large central cities of the Northeast and Midwest.

Another external factor is the substantial migration of capital, jobs, and upper
income people from the Frostbelt states to the Sunbelt region. The failure of the
federal government to construct an equitable welfare program can also be cited as
an externally generated factor.

THE DISAD" CENTRAL CITY

There is also a fairly close relut: )etween heavy welfare loads and centralcity disadvantage.6f the ive states with the heaviest welfare burdens, three-Massachusetts, New

York, and Pennsylvania-have an above average percentage of their total popula-
tion residing in metropolitan areas with severe central city-suburban fiscal dispari-
ties.

'These metropolitan disparity findings are based on a current ACIR study of central city-
suburban fiscal disparities for each of the nation's 279 metropolitan areas.
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Of the five states with the lowest public welfare burdens, four also enjoy below
average ranking on the central city problem. Georgia is the exceptional state in this
case.2

In a Working Paper recently released by the Urban Institute, Philip M. Dearborn
assessed the financial condition of the major U.S. cities. He noted that most of these
jurisdictional remained in good financial health through 1978. Mr. Dearborn, how-
ever, sharply underscored the "fragile" condition of the major cities in general and
the central cities of the Frostbelt in particular.
.. .the fragile nature of their fiscal health is demonstrated by the number of

cities (21) that had revenue/expenditures imbalances in at least one of the three
latest years. This highlights the serious financial problems that might occur from
the loss of even a relatively minor revenue, such as general revenue sharing.

With the possibility of a national recession, those several cities which have had
trouble completely regaining their fiscal health from the problem years of 1976 and
1976 will be especially vulnerable. They include New York, Philadlephia, Detroit,
Boston, New Orleans, Pittsburgh, and Buffalo. While 1978 information is not availa-
ble about Cleveland, it may also be in this category.

ACIR POUCY POSITION

In 1969 the Advisory Commission on Intergovernmental Relations recommended
that the federal government assume full financial responsibility for the provision of
public assistance including general assistance and medicaid.

Obviously, Mr. Chairman, there are formidable fiscal and philosophical barriers to
the adoption of this recommendation.

Any policy calling for greater federal involvement in the public welfare field,
however, should strive to achieve a more equitable distribution of the financing
burden among the 50 state-local fiscal systems.

Senator MOYNIHAN. Now we are going out of our order because
Professor Maldonado of New York University has a scheduling
problem which we have created. If you would come forward, Profes-
sor, we are very happy to have you. It is particularly appropriate
for me to thank you for your testimony which you researched, at
our request, on very short order. It is a thoroughly professional
response.

we called you and asked if you could give us any advice on this
subject. You said that you did not know anything about it, and that
you did not have any data. We then asked whether if we gave you
some data, you could think of something to say? And you replied
that you would let us know after we gave the data to you.

And so we did, and here you are, and you are very welcome.
Ms. MALDONADO. Thank you.

STATEMENT OF PROF. RITA MALDONADO, GRADUATE SCHOOL OF
BUSINESS, NEW YORK UNIVERSITY

Ms. MALDONADO. Let me begin by thanking you for inviting me
to appear here this morning, or this afternoon, rather, in order to
present a Puerto Rican perspective on the issue of welfare reform
in the 1980's.

I am really grateful for this opportunity.
I would like to start my presentation with two disclaimers. First,

I am not an expert in welfare programing per se. I am an econo-
mist whose interest and expertise lies primarily in the area of
international economics and finance.

Second, I have not actually resided in Puerto Rico except for
brief periods of time for some years now. Actually, I am a full-time,
tenured member of the Graduate School of Business Administra-

,These metropolitan disparity findings are based on a current ACIR study of central city-
suburban fiscal disparities for each of the nation's 279 metropolitan areas.
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tion of New York University and I am a resident of the city of New
York.

Senator MOYNIHAN. Right. You just prefer the climate.
Ms. MALDONADO. I would not quite say that.
I do, however, speak as a native-born, bilingual Puerto Rican

whose entire primary and secondary school education took place on
the island and whose emotional and professional interests and
concerns still remain with my native land to an important degree.

Certainly much of my professional research and writing in the
area of social economics has had to do with the economic situation
of the Commonwealth of Puerto Rico.

I would like to concentrate my testimony this morning in two
distinct areas. First, I will address myself to the Puerto Rican
issues I believe Congress should keep in mind as it moves to wel-
fare reform legislation now-by now, I mean short run.

Second, I will address myself to the issue of Puerto Rico and the
future as regards the broader, more long-range issue of welfare
reform for all of the 1980's. So that is the long run approach.

The Congress, I believeshould keep two things in mind simulta-
neously as it presently considers welfare reform and that is Puerto
Rican needs and mainland, United States self-interest. So on the
one hand, keep in mind the Puerto Rican need and on the other
the United States self-interest.

Now, let's see what I mean by those two separate parts.
Relating to the Puerto Rican needs part I could say that some

brief words on the development of Puerto Rico's need for Federal
social welfare assistance are necessary here. The Operation Boot-
strap program which was the Governor's original program for
Puerto Rico's economic development worked very well from 1940
up to about 1973.

The rate of GNP growth rose some 7 to 10 percent during the
period in real terms; I think the only other country in the world
that can compare to this is Japan, which is still doing pretty well.
Unemployment was reduced from 20 percent to less than 12 per-
cent and per capita income and the ,- andard of living rose percep-
tively.

However, three major occurrences play their part in reversing
this positive trend and these were: the narrowing differential of

-minimum wages between the United States and Puerto Rico which
began in the late 1960's until now they are equal so that minimum
wages are applicable to Puerto Rico exactly the safe way as they
are applicable to the United States mainland.

The second occurrence was the 1974 world recession which, of
course, affected everybody but affected Puerto Rico especially be-
cause we are so dependent on foreign investment to spur our
economy. ..

And third, of course, the increase in oil prices which again
affected everybody but particularly Puerto Rico because we were
putting our hopes for the future in the commonwealth oil. It was
supposed to integrate vertically and horizontally the industrial
sector and that whole project was on the drawing board and sort of
collapsed.

By 1975, then, we had Operation Bootstrap in real trouble. U.S.
investment on the island had declined, unemployment was back up
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again to the 20 percent level officially, but if we were to do a real
count, it would be significantly above 20 percent, and per capita
income was significantly below the U.S. poverty level.

While I have some deep concerns about what I see as the debili-
tating welfare-type mentality, encroachment on a heretofore job- -
oriented Puerto Rican population-and I will get to these concerns
shortly-it must be said that since 1977, there has been a slow
recovery in Puerto Rico, a recovery due, in part, to Federal social
welfare transfer payments such as are represented by food stamps
and the 1-year aid to families with dependent children increases
from $24 million to $72 million with the Federal matching require-
ment increases to ?5 percent that took place in late 1978-79.

While both new capital investment and employment have a long
way to go they are picking up now-and an example of this is the
apparel industry which is returning slowly to Puerto Rico although
we have lost a lot of it-so that is an example of it.

I firmly believe that the present slow recovery will be negatively
affected if the island is deprived of the same level of funds received
in 1979 and deprived as well of the opportunity to participate in
more equitable welfare programing vis-a-vis the rest of the States.

H.R. 4904, for example, would bring about both of these unwar-
ranted negative results and in the face of the following facts. First,
Puerto Rico has a lower per capita income than any of the States.
Second, Puerto Rico's cost of living is equal to that of any individu-
al State and higher than the national average.

Senator MOYNIHAN. That is an insular phenomenon such as
Hawaii, when you have to--

Ms. MALDONADO. Pardon me?
Senator MOYNIHAN. The cost of living is an insular phenomenon;

island have to import everything.
Ms. MALDONADO. Eighty percent of our food is imported and

practically everything of our consumer durables are imported.
Senator MOYNIHAN. Hawaii has the same problem.
Ms. MALDONADO. Third, Puerto Rico proportionately has more

families below poverty level than any State.
Fourth, proportionately, less of these families receive welfare

than in any other State so that we have, proportionately, the
largest number of families below poverty level but, proportionately,
we have the least number of families on welfare.

Fifth, Puerto Rico receives a lower payment per familiy and per
individual than any of the 50 States-and this is not or proportion-
ately. This is absolute.

Sixth, Puerto Rico is excluded from programs such as supplemen-
tal security income for the elderly and the disabled and discrimi-
nated against in social service programs, generally as, for example,
title XX.

Seventh, and moreover, it would be both morally reprehensible
and shortsighted to deprive Puerto Rico of the benefits of the
Federal policy guidelines, an impetus to develop badly needed pro-
grams in such social welfare areas as would help to strengthen the
family unit and provide for the general well-being of children.

Thankfully, Puerto Rico is included in such legislation as H.R.
3434.
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Senator MOYNIHAN. Could I interject here, Professor, to say that
y ou made a very important point: that unfortunately the Puerto
Rican proportion of families on welfare is the lowest in thecountry.Ms. MALDONADO. 

Yes.
Senator MOYNIHAN. That is something that should be recorded.
Ms. MALDONADO. So that now we have seven points rather than

six, and I have added that.
Senator MOYNIHAN. Right.
Ms. MALDONADO. However, the argument for equal treatment for

Puerto Rico in social welfare programing does not rest solely on
Puerto Rican needs, or other general, moral grounds. It rests equal-
ly on the ground of mainland U.S. taxpayers self-interest. So let's
take a look at that U.S. taxpayer's self-interest.

Before listing my reasons in this regard, let me take a moment
to dispel a sadly mistaken myth. One that says that Puerto Ricans
migrate in large numbers to the U.S. mainland in order to go on
welfare.

I did a comprehensive study of Puerto Rican emigration patterns
during the years 1947 to 1973 which was published in the Monthly
Labor Review in September 1976. The results show clearly that the
two major reasons why Puerto Ricans migrated were employment
opportunity and income-that is to say, wages and wagedifferential.

Welfare and unemployment compensation were insignificant var-
iables in this test. Puerto Ricans move to find work, not to avoid it.

Now, from a U.S. taxpayers' point of view, Puerto Rico should be
made and kept equal in welfare benefits because if they are not,
the economic disequilibrium in the society would be such as to
make it impossible for the local government to undertake the
necessary economic development programs which could result
eventually in lowering the need for U.S. taxpayer-financed welfare
programs.

It may be argued that there is an answer to that. The Federal
Government can plug social welfare dollars now and let the Puerto
Ricans just do the best they can in the face of adversity, whatever
the result. But if Puerto Rico is shortchanged in the face of new,
more equitable welfare legislation for the 50 States, there can only
be two possible results and either one will hurt the U.S. taxpayer.

First result, if the differential in welfare eligibility and payments
becomes so great, then even though Puerto Ricans have not in the

ast migrated for the sake of welfare benefits, they might well
egin to do so. In that case, the dollar burden will fall directly on

the taxpayers at both the Federal and local levels on the mainland,
to which, I must add, the attendant burdens of overcrowded schools
and already strained local service systems.

In the alternative, if Puerto Ricans do stay on the island as
inflation and the cost of living continues to rise, and they cannot
begin to keep up with it, or get their economy recovering well in
the face of growing economic dislocation, then there would certain-
ly be a serious decline in Puerto Rican purchasing power. This
would have enormous repercussions on the U.S. economy and that
means loss of U.S. jobs here on the mainland, among other things,
because Puerto Rico, all Americans should know, is presently one
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of the top five markets in the world for U.S. exports and that
includes food as well as durables as well as capital.

Then beyond U.S. taxpayers' costs and export losses, there would
be the -not-insignificant loss of U.S. prestige in the Caribbean and
Latin America if not the world, that would come from the total
breakdown of the showcase Puerto Rico.

And that concludes my welfare reforms as it pertains to Puerto
Rico in the short run. I would like to talk now just a little bit about
the welfare reform as it pertains to Puerto Rico in the longer
perspective, for the late eighties.

So let me refer now to that issue. As a nonexpert on welfare, I
would begin with two economics observations. First, I would think
that no welfare reform alone-that is to say, reform without the
concurrent establishment of farsighted economic development poli-
cies-could succeed in breaking the poverty-dependency cycle and
second, I feel that the best welfare reform would result in a system
that would truly help people while they were in it yet encourage
them to opt out of it in the shortest possible time.

While it is the responsibility of the Congress of the United States
to bring Puerto Rico's share of social welfare benefits now up to
the standards of equality with that of the 50 States, it is the
responsibility of the government of Puerto Rico and the Puerto
Rican people to help get their economy moving.

Outmigration, the movement of Puerto Ricans to the mainland
prevented unemployment from rising and caused per capita income
to be higher than it would have otherwise been during the two
decades prior to the 1970's. But beginning in 1970, there was a net
inflow of return migrants to the island. The inflow then was low, it
was about 3,000 or 4,000. But after 1973, this net inflow of immi-
grants-or of movements of people back to Puerto Rico-has been
on a level of 30,000 people a year.

A key factor in any development program in Puerto Rico which
should go hand-in-hand with welfare reform is a reversal of this
trend of Puerto Rican return migration. In order to reverse this
trend, Puerto Rico must work together with the U.S. Congress to
stop the narrowing of wage differentials between Puerto Rico and
the United States. The differential wage factor is the crucial ele-
ment in motivating Puerto Ricans to work inside mainland United
States.

And, I must add, to attract foreign investment as well, which we
need.

Further, Puerto Rico must undertake to increase employment
and production in agriculture and this would include education
programs aimed at raising the image of rural life which has dete-
riorated there as well as here in the mainland. This would reduce
the dependence on industrial jobs which in turn depend primarily
upon foreign investment and its continued growth and would also
reduce the importation of food.

Imports currently make up, as I said earlier, up to 80 percent of
all food consumed in the island.

Puerto Rico must cut back on employment in the public sector.
Outside the Island, Puerto Ricans living on the mainland must
work with their fellow Americans here to improve the quality of
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Puerto Rican life, particularly in the inner cities, focusing, for
example, on community self-help and pride.

Reducing the in-migration flow into Puerto Rico would be in the
best interests of the U.S. taxpayers since it would be expected that
returning migrants would end up on welfare rolls in the Island
because of the absence of jobs there.

I would add here my concerns for one problem which I believe is
affecting the ability of some mainland Puerto Ricans to remain in
America's inner cities. I believe that illegal aliens are substituting
for Puerto Ricans in lower level jobs in several of the service and
apparel industries, once considered the logical beginning point for
almost all immigrants.

Illegal aliens work for less pay and can be threatened and de-
meaned more easily and unskilled Puerto Ricans are not the only
losers to the illegal immigrants. Illegal aliens are Federal dollar
robbers since they are not counted in population based Federal tax
dollars inflows to the cities.

Having stated my concern that there be coordinated programs
aimed at providing both economic and social satisfaction, I can
turn now to the welfare reform per se.IThe fact that 60 to 70 percent of Puerto Ricans are presently
using food stamps and that Public Law 95-6000 temporarily funded
increases in AFDC has been thoroughly utilized makes clear that
the need for this Federal help is there. However, it also makes
clear that Puerto Rican dependency on social welfare transfer pay-
ments, like that of recipients in the 50 States, is growing to an
extent that does not, cannot, make one happy.

Clearly these payments do promote in some the disinclination to
strive to do productive work. I do not support a move toward the
centralization of welfare programing at this time. I believe that
well-thought-out Federal leadership and policy relations can be
helpful to Puerto Rico and the States.

At the very least centralization before the establishment of uni-
form minimum levels to support uniform special benefits to two-
parent families and the like, spurred by Federal legislation, would
be unproductive. I would advocate higher levels of Federal dollar
support together with effective minimum standards.

Effective for me means a system that focuses on helping recipi-
ents move out into the labor market as soon as possible without
penalizing them by cutting all welfare payments while they make
the transition. Eligibility requirements and the like will require
constructive reform that gives a high priority to eventual recipientindependence.

While help must be given to those in need, at the same time we
should also help to challenge the general attitude that society is
merely a matter of right without need for obligations. I would like
us all to come to see that without the chains of dependency there is
surely a road to the mountaintop that every human being can
walk.

Senator MOYNIHAN. We do thank you for some very interesting
testimony. I am going to make a request of you, Professor Maldon-
ado. Your paper in the Monthly Labor Review of September, 1974
on why Puerto Ricans migrated to the United States between 1947
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to 1973, could you let us have a copy of that that we might put it
into the record of our hearings?

Ms. MALDONADO. Yes.
Senator MOYNIHAN. We would like to have that as an appendix

to our statement. It is something we would like to know.
[The material referred to follows. Oral testimony continues on p.

341.]
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Why Puerto Ricans migrated
to the United States in 1947-73
Income and unemployment have been
the major considerations behind migration,
but noneconomic reasons may have become
more important since 1967

RITA M. MALDONADO
Migration from Puerto Rico to the United States
mainland totaled 700,000 persons over the 27-year
period 1947-73. These migrants, together with the
children born to them, comprise the bulk of more
than 1.5 million Puerto Ricans now living on the
mainland Most of the migration was to the tristate
area of New York-New Jersey-Connecticut and to
Chicago. Il., which is where the large proportion of
Puerto Ricans on the mainland still live.

The consensus among persons who have studied
the effects of such migration on the economic devel-
opment of the island is that migration has been a
positive factor in Puerto Rico's development. It
helped case overpopulation pressures, kept unem-
ployment down, and raised per capita income to
levels that would not have been possible otherwise.
Very little research. howeve:, has been done, either
descriptively or quantitatively, with respect to the
determinants of migration from the island to the
United States over the postwar period

There is a considerable literature, of course, on
the historical determinants of migration in general.

RKui M Maldordo is assonale prioessor ofi, taice and woinoniam-
Gradult School ot Bouriest Adminisration, New York Uniseraty
This study was supplied by a grant tin he US Eqtua Emipoyieni
Opuatusity Cceitoc The coiclt oas pressed are solely those
ofth a uitio

In the broad sweep of history, major migrations ap-
pear to have been influenced by three primary con.
siderations- a search for political freedom, for reli-
gious freedom, or for economic opportunity, or for
all three. In the postwar Puerto Rican migration,
however, the first two are clearly irrelevant, since
the island, as a part of the United States, with com-
mon citizenship, shares in the Nation's politica and
religious freedom. The motivation in this particular
wave of migration, therefore, is heavily oriented
towards economic opportunity. The purpose of this
study is to disentangle the various strands embod-
ied in the concept of "economic opportunity" in or-
der to determine those most relevant in itiducing
postwar migration from Puerto Rico to the United
States

"Economic opportunity" does not necessa ily
have th& same content today that the term had in
the 19th century or the first few decades of the
20th. Traditionally, it meant employment opportu-
nities or higher wages, or both. Today, it involves
other dimensions as well better unemployment
compensation. higher welfare payments, more gen-
erous disability benefits, and a package of related
social assistance considerations. In the United
States, both the traditional economic incentives as
well as the newer factors differ from State to State,
thus promoting migration between States. Four of
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the States that rank highest in the traditional ingre- Within that theoretical framework, the study tests
dients of "economic opportunity" as well as in the the hypothesis that Puerto Rican migration to se-
newer elements are New York. New Jersey. Con- lected areas in the United States is determined by
necticut, and Illinois, which is where the bulk of the relationships that exist between the following
Puerto Rican migrants have settled Did they come variables in the two regions: employment opportu-
for job opportunities at better pay or for welfare nity. income, welfare payments, and unemployment
payments? compensation payments The size of the Puerto Ri-

can population residing in those areas is another
The hypotheis and the model

There are two broad categories of theories ex-
plaining migration: classical-neoclassical and hu-
man capital theory. Classical-neoclassical theory
can be further classified according to the variables
it emphasizes to explain migration Pure classical-
neoclassical theory states that labor will move from
regions with surplus labor and low wages to regions
with excess demand for labor and high wages As
this process of migration occurs, assuming homoge-
neous units of labor and fixed capital, the wage rate
will rise in the low-wage region and fall in the high-
wage region until per capita income differences are
reduced or eliminated. This pure theory takes into
account only private free market forces, such as
wage rates, per capita income, labor force changes,
and the like. A second category of neoclassical the-
ory also takes into account public variables That
is, migration will be affected not only by pnvate
free market forces, but also by differences between

- the two regions in welfare payments, unemploy.
ment compensation, and other public goods The
same equilibrating tendency occurs, only here more
factors form the basis of the migration decision.
The third category of classical-neoclassical theory-
and the most encompassing of all migration theo-
ries-takes into account the variables mentioned
above, but in addition holds that migration will be
affected by such factors as climate, landscape, pn-
vate recreational and educational facilities, racial
composition of the population. and chain effects of
cumulative migrations, Thus, for example. as more
persons migrate to a region, it becomes easier for
future migrants to adjust to the new region because
they have more information about it and might re-
cise help from previous migrants in adapting to
their new surroundings.

In addition to these three categories of classical.
neoclassical theory, the other major theoretical
framework used to explain migration is human cap-
ital theory. This theory use, a cost-benefit model
migration is determined by the present value of fu.
ture net earnings the individual can receive from
migrating (These theories are descnbed in greater
detail in the appendix )

The theoretical foundation for this study is the
third category of the classical.neoclassical theory.

a

determinant.
Mathematically, the hypothesis can be stated by

the following relationship:

a + bX + cY + dW + eAVG5 + IC + uM=
where

M = net mgration (number of people) from Purro
Rico to United States per calendar tear,

a = constant term or intercrp.
X = rato of annual unemployment rate in Puerto

Rico io the four Staies.,
Y = ratio of annual average hourly manufacturing

wage raes in Puerto Rico to the tour Stales,
W = ratio of weltare ip menis is Puerto Rico to the

four Stoin (average monthly welfare payment
per )ear),

AVG5 - a 5-year moving average of the net m-gratton
(M).

C - ratio of average werhiy unemptoyment compcn-
nation in Puerto Rico to the four States,

u r-vdu.l
h.c,d.e, coefficienIs of X V. W. A% G5 and C,
and %here the eApeixted cocff ients would be posilive and ig-
niricant for b. negate and significant for c, negative or insig-
nrrcant for d. positive and significant for e. and nega e or
insignificant tori

The values for the four States used here represent
an average of the relevant figures for the four States
to which most of the Puerto Rican migration flows:
New York, New Jersey, Connecticut, and Illinois
Those States having the largest percentage of
Puerto Ricans in their population were selected
(The formulas for X, Y, W, AVGS. and C can be
ohtatned from the author )

The hypothesis thus states that as the ratio of the
annual unemployment rate in Puerto Rico to the
rates in the four States increases, the migration
from Puerto Rico to the four States increases, An
increase in this ratio means that the employment
opportunmes in Puetto Rico worsened relative to
those in the four States On the other hand, as the
ratio of annual average hourly manufacturing wage
rates in Puerto Rico to the four States increases, the
ratio of welfare payments in Puerto Rico to the four
States increases, and the ratio of the average weekly
unemployment compensation in Puerto Rica to the
four States increases, the migration from Puerto
Rico to the four States decreases Ar increase in
these ratios means that average hourly earnings,
welfare payments, and unemployment compensa-



331

lion payments in Puerto Rico improve r-lative to
those in the four States.

Finally, increases in the Puerto Rican population
residing in the four States were expected to result in
further increases in the migration flow. The expec-
tation is that the growing size of the Puerto Rican
population on the mainland would have a positive
effect on migration, since it is easier to migrate to
regions to which "neighbors" have previously
moved. These earlier migrants provide future mi-
grants with information and assistance.

To test the hypothesis, data were collected for a
period of 27 yeArs. The data were processed in sin-
gle-equation multivariable models by mean's of least
squares. The annual migration flows that the model
attempts to explain appear in column I of table 1.
The positive figures indicate a net emigration from
Puerto Rico to the four States and a negative figure
indicates a return migration to Puerto Rico, Data
are all on a calendar year basisI

Test of the hypothesis and results
The results of the test of the hypothesis appear in

table 2. The regression results for the 27-year pe-
riod from 1947 through 1973 show a coefficient of
determination for the regression of .57; that is to
say, the set of independent variables explains a rela-

I70 tft IM ~ .V , " n MC 4a W 4445 10-M W IOM ftlod 11j
I "WOU 4 Me O4.a "M I .WA ft e7 VA

tively large proportion of the migration flow. The
correlation is highly significant, as demonstrated by
the F value. There is no autocorrelation of residuals
present, as revealed by the Durbin-Watson statis-
tics. The model is. therefore, quite a reliable expla-
nation of 57 percent of the migration flows between
Puerto Rico and the four States for the 1947-73 pe-
riod.

The significant explanatory variables at the I-
percent level are unemployment rate (X) and aver-
age hourly earnings in manufacturing (Y). These
two explain a large portion of the total annual flow,
and are almost equally powerful as explanatory
vanables, as shown by the 03 coefficients. In fact.
contrary to expectations, income is slightly more
powerful as an explanatory vanable than unem-
ployment. That is, migrant, respond a bit more to
changes in average hourly earnings than they do to
changes in employment conditions.

The expectation was that potential migrants
would respond more strongly to changes in job op-
portunities than to changes in wages. This is a logi-
cal expectation, since in Puerto Rico unemployment
rates have been significantly higher than in the
United States. The welfare variable is insignificant,
revealing that changes in the relative welfare pay-
ments of the two areas do not affect changes in the
migration flow.

The changing size of the Puerto Rican population
that resides in the four States, the stock migration,
is also An insignificant vanable. This again is con-
trary to the expectation that the more Puerto Rican
migrants there are, the more abundant the extended
family-friend relationship will be and hence the
more attractive to new potential migrants.? It ap-
pears that given the large, rather sophisticated com-
munication between the island and the mainland,
primanly New York, the effect of this variable rela-
tive to the effect of income and employment is very
small New York and Puerto Rico exchange televi-
sion programs, newspapers and magazines, and so
on. Still more unique are frequent returns to the is-
land as many Puerto Ricans residing in the United
States often visit thcir relatives. It is important,
however, to keep the stock migration variable in the
model, eveh if it is not significant, so as to prevent
overemphasis of the importance of the income and
employment variables, Previous research has found
that when this variable was not included in the re-
gression, the coefficients of income and unemploy-
ment were significantly larger, thus overstating
their importance

The unemployment compensation variable was
too highly correlated with the average hourly earn.
ings to justify the inclusion of both vanables as ex.

9

Table 1. Rgession vaiat A

IM .m _=.,.o AM , ,r, t __o
9" 1 F 41 9 FO 1 rim 4

:2 395, 23448 Ut02 0l ,
131" 1"t ilS9..1101 44 ;9 6844 2 ' 44,l 1 i nlI 0 10 137 .75 W4

1M . . . i6 tsi i4 S 0 l4lo .132JIM

1"?+ -%112, ,,,O! OVI S++ 1 -3502sic .tuui zo"1 °sia t°'i' .... °o1") -. i% 98 014 02I7 0 OIM5 .4015p0
9i5v- 0220I 2491 0 11 0112 4? . 012
555 -. tn u0s9| 0219 01047 .410
its -it"i3 i1I30 0)151 01265 .9 i154

•% :3J+1AI tI 39945 C a 0 ,1s : lI *26t55< 2009 a37104 4li47
-99 . M 1 2155 tilt! 0 111 , is4i

1551 101 2116 insi t4 07055) .314046

1961 OleoX, 20391| 0140 O:OM +.1 11%41756 04244 t0lDOI :22 V22
1M2+ a 10, J 2MG 21'111 04389 00111; 1 , 1695 I1964 .0 u 22101 04440 0h ,1071 IM
Zw .2xo 7026 2141 04017 t OWS *950
1944 .i05 3W1 11141 t451i 0019 Ow1

1967 .42244 2146! 04717 011? -154754
i91 -I" 12ns ,isi;048 01 624 :iso ,3IM4

1% S6674 0501% tsu 01 36 19 MAS
470 , 071i51 21171 0st I MAl , 1496

iSil .tlti1 157 04 Pi a i .I 74
1072 I -34015 2 2t 0 455 074M97 , C44IM7 1 .209411 10 0410 00.41 .06M5

. . + .,

m, i , I



332

MONTHLY LA BOR REVIEW September 1976. Puerto Rican Migration

planatory variables. The coefficient of determina-
tion between the two was .93. Therefore,
unemployment compensation was dropped out of
the model, and only income was kept as the vari-
able portraying the income differential between the
two regions.

The regression results for a second equation cov.
ering only the 21-year period 1947-67 also appear
in table 2. The coefficient of determination for this
period is much higher, with R2 = 81. The same
independent variables now explain 81 percent of the
migration flow, whereas for the entire period
1947-73 they only explained 57 percent. This
means that for the earlier and shorter period
1947-67, the economic variables- unemployment
and income..-explain most of the migration flow.
The model, therefore, describes very accurately the
period 1947-67, because during that period migra-
tion was induced by and large by economic vari-
ables. Since 1967. it appears other noneconomic
factors have bo.ome more important in influencing
migration.

In this second equation, again, unemployment
and income are the significant variables and the
"ane variables, welfare and stock of migration, are
.nsignificant. The equation as a whole is highly sig.
nificant as shown by the F value, and there is no
autocorrelation of residuals at the I-percent level.
Interestingly enough, the P3 coefficients show that
the unemployment variable was by far the most
powerful variable (80 versus .30 for the income
variable). This means that during the early 21-year
period, potential migrants were more sensitive to
changes in employment opportunities than to
changes in income, and the original hypothesis is
accepted. The hypothesis stated succinctly says that
unemployment is the most powerful economic vari-
able and income the next most powerful explaining
the migration flows. Stated more explicitly, th. hy-

pothesis says that potential migrants would not so
readily take the risk of migrating because wages
were significantly higher in the four States, but they
would take that risk more readily if the probability
of getting a job was higher. The fact that income is
significant at the 10-percent level, barely misses be-
ing significant at the 5-percent and is not significant
at the I-percent lesel in this equation also supports
this hypothesis.

The hypothesis pertaining to the ranking of the
first two most powerful variables can thus be ac-
cepted for the earlier shorter period but rejected, or
is at best inconclusive, for the longer period that
includes the years 1968-73. A possible explanation
for this difference is that the composition of mi-
grants in terms of their employment status and
skills changed over time. Traditionally, the bulk of
the migrants from Puerto Rico have been unskilled
or semiskilled workers, with only a few years of
schooling, unemployed, or with unstable or sea-
sonal employment. In recent years, it appears that a
growing proportion of them are skilled, with higher
levels of education, or professionals who held jobs
or just finished school, These migrants are moti-
vated or respond more readily to income differ .-
tials than they do to employment levels- With thor
skills they feel certain that they can obtain a job,
and the attraction is the higher potential income.
Although the income variable used in the model is
the average hourly wage in manufacturing, it can be
used as a proxy for relative income changes be-
tween the two areas to which all migrants, and not
just the potential manufacturing worker, respond.

As was mentioned earlier, the family-friend rela-
tionships and the climate in the island make life
easier for the unemployed and thus make the poten-
tial emigrant more sensitive to unemployment rate
changes than to income differentials. This relation-
ship began to change over time and potential emi-
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grants now appear to be equally sensitive to both
variables. Possibly as the emigrant learned that wel-
fare was accessible to serve as an insurance when
jobs were not available, he became more sensitive
to income changes and less sensitive to unemploy-
ment rate changes. Possibly he feels that he mi-
grates to secure high wages and in case he cannot
get a job he can always rely, at least temporarily.
on welfare.

Since the welfare variable is insignificant in both
regressions, it cannot be said that annual flows of
migrants are induced by changes in the relative wel-
fare payments between the two regions. It can be
inferred, however, that welfare acting as an insur-
ance against unavailability of jobs ha', increased the
importance of the income variable relative to the
unemployment variable,

An alternative interpretation of the model is in
terms of actual numbers of migrants for given
changes in any of the independent variables. For
example. it can be stated, with respect to the
1947-73 regression, that for every I percentage-
point increase (decrease) in the unemployment ra-
tio, migration will increase (decrease) by 218 per-
sons, or for every -point increase (decrease) in the
wage ratio fraction, migration will decrease (in-
crease) by 1,560 persons. With respect to the
1947-67 regression, for every I percentage-point
increase (decrease) in the unemployment ratio, mi-
gration will increase (decrease) by 230 persons, and
for every I-point increase (decrease) in the wage ra-
tio fraction, migration will decrease (increase) by 76
persons. Table 2 shows the coefficients used to
compute these behavioral relationships.'

Importance of noneconomic variables
Apparently, noneconomic variables not included

in the model began to play a more important role in
determining migration in the latter 1960's. One
such noneconomic factor could well be in the
change in the U.S immigration and naturalization
laws in 1965 and its effects upon Puerto Rico's pas.
senger movement data, the source for our depend.
ent variable. Until that time the quota system was
in effect and the number of immigrants to the
United States was restricted to a specified annual
quota. The change in the law in 1965 resulted in a
relaxation of the controls and more foreigners were
allowed to enter in subsequent years up to specified
levels. Apparently a portion of the Spanish-
speaking newcomers preferred to locate in Spanish-
speaking areas on the mainland andin Puerto Rico,
where not only the language but also the climate
served as an attraction. In addition, many foreign
emigrants into the United States arrive first in

Puerto Rico,-either because of air flight routes or
because they intendrd to stay there but eventually
they decide to go on and move to the mainland.$

Although this argument is not conclusive, it ap-
pears that the new flow of passengers between
Puerto Rico and the Unitel States, our. model net
migration variable, is no longer the actual migra-
tion between the two areas, but now encompasses
emigration from foreign countries into Puerto Rico
via the U.S. mainland or emigration from foreign
countries into the U.S. mainland via Puerto Rico,
or both.

Table 3 shows this interflow. The table presents
the passenger traffic between Puerto Rico and the
U.S. mainland (our model net migration dependent
vanable), between Puerto Rico and the Virgin Is-
lands, and between Puerto Rico and other foreign
countries. The arrivals, departures, and net balance
between Puerto Rico and the United States appear
in the first three columns of the table. It is quite
possible that after 1965 some of the arrivals from
the United States were Spanish-speaking immi-

-grants from foreign countries who, having entered
the United States and learned that Puerto Rico falls
under the U.S. migration laws, chose to move to
the island, attracted by the language and the cli-
mate.

Similarly column 9, the net balance of the pas-
senger movement between Puirto Rico and foreign
countries, shows a reversal of the flow from a net
outflow for virtually every year between 1947 and
1963 to a net inflow for the remainder of the period
except I year.' The net inflow becomes particularly
large in 1965 and stays high for the remaining pe-
riod, except in 1972. It is quite possible that many
of these foreigners who were coming into Puerto
Rico from foreign countries were in turn leaving to
U.S. mainland and are included in the departures to
the United States in column 2. Possibly foreigners
were simply entering the United States via Puerto
Rico. That portion of foreigners who were simply
passing through Puerto Rico as passengers and en-
tered our dependent variable (net balance between
the United States and Puerto Rico) does not neces-
sarily correlate with the independent variables in
our model and hence the lower R2 for the regres-
sion that encompasses the latter 6 years. Whether
our dependent variable is in fact affected by bypass-
ing foreigners for the latter period depends upon (I)
whether the net flow between Puerto Rico and for-
eign countries is composed primarily of foreigners,
and (2) whether these foreigners in fact left the is-
land to the U.S. mainland. There are no available
data to answer this question categorically, but some
conjecture is possible.

if
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Probably the majority of the arrivals to Puerto
Rico from foreign countries are from the Domini-
can Republic, partly induced by the change in U.S.
emigration laws and partly due to internal political
and economic conditions in the Dominican Repub-
lic and its new ties with Puerto Rico. Ever since
1963, Puerto Rico and the Dominican Republic
have maintained-with brief interruptions-a close
relationship. This relationship has been sometimes
official, sometimes private, sometimes both, and
has resulted in an increasing flow of people between
the two areas. Currently it is still very active. Since
economic conditions in Puerto Rico are better than
tn the Dominican Republic, it is to be expected that
many Dominicans will move to Puerto Rico and
possibly eventually to the U.S. mainland. Dunng
the Dominican Republic's Civil War in 1965, there
was a large net inflow of 11,000 foreigners into
Puerto Rico. (See column 9 in table 3.) In 1966 the
inflow was 7.000 and from 1967 to 1974 the inflow
was between 15,000 and 20,000 a year except for
1972. It is very likely that most of the incoming for-
eigners were Dominicans.

Whether all the incoming foreigners were staying
in Puerto Rico or were eventually departing the is-
land for the U.S. mainland may be inferred by re-
lating census data to the data in tables 3 and 4.

12

From table 3. we see that during the years 1963 to
1970 approximately 100,000 foreigners (net) en-
tered Puerto Rico. From the census data, one learns
that the foreign-born population between 1960 and
1970 increased by approximately 43,000.7 which
means that approximately 57,000 must have left the
island either to the U.S. mainland during the years
1963-70, except 1968, or to the Virgin Islands
during the years 1967 and 1968. It is basically in
those years that we see in table 4 how actualemi.
gration from Puerto Rico to the United States was
from one and a half to twice as large as that esti-
mated by the model, In fact, the net inflow from
foreign countries is about one-halr of the residual
shown in table 4. at least for most of the latter
6 to 8 years of the period studied.

It seems reasonable to conclude that a large por-
tion of the net arrivals into Puerto Rico from for-
eign countries did not stay in the island but de.
parted for the U.S, mainland, Thus the departures
to the United States from Puerto Rico minus the
arrivals from the United States to Puerto Rico do
not represent (at least not for the last 6 or 8 years)
the pure net migration we have tried to isolate.

Other noneconomic reasons Another noneconomic
factor that may be affecting migration flows during

Table3 Paang aW 1,a999 trom dm to Put ftO Rco, eqda, yawr 1947-74
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Other noneconomic reasons Another noneconomic
factor that may be affecting migration flows during
the last 6 years of the studied period is the return to
the island of retired Puerto Ricans and an entry to
the island of a few retired U.S mainland Ameri-
cans. A significant number of Puerto Ricans retired
from the United States. Most of them worked from
20 to 25 years in the mainland, saved money, pur-
chased a home in Puerto Rico, and are once again
residing there. They live on a pension, and some
supplement their income by operating a small retail
store or service shop in the home. A few still work
part time or full time in factories, hotels, and so on.
The island is a pleasant environment for retirement,
particularly when family and friends ere there. Ap-
parenty, young couples with school-age children
who emigrated from Puerto Rico to the mainland,
seeking better employment and income opportuni-
ties, maybe when they were still single, are also re-
turning, perhaps to escape the drug-plagued school
system and inner-city neighborhoods in large urban
concentrations in the United States. They return
expecting that the less impersonal communities and
school system will be a better environment in which
to raise children. This type of return migrant is
probably more characteristic of the last few years,
particularly 1969 to 1973, the peak of the U.S. drug
problem, particularly in New York.

The Census of Population for 1960 and 1970 in.
dicate a change in the age distribution of persons
entering Puerto Rico. These censuses provide data

Table 4 Esslgratlots trots Puarto Alee to U.S. mainland,
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on age distribution of persons who lived in the
United States 5 years prior to the respective census
but were residing in Puerto Rico at the time of the
census. According to this definition, 62,224 immi.
grants entered Puerto Rico between 1955 and 1960,
and 129,105 entered between 1965 and 1970. Their
age distribution appears in table 5. These data sup-
port the hypothesis that retirees and school-age
children, sent back to the island to live with rela-
tives. account for a significant proportion of the re-
turn migrants, particularly for the late 1960's.

Inability to adapt to the mainland climate and
lifestyle, inability to fulfill expectations of employ-
ment and income, and expectations that skills ac-
quired in the mainland will enable them to secure
better employment in the island are other reasons
for emigrants to return to Puerto Rico. This is
probably historically true, but the magnitude has
increased in recent years,

Finally, as has been reported by two recent sam-
pie surveys and one earlier study,, return migration
started as early as 1960. A 1973 study by the Plan-
ning Board reports that as of 1972 about 14 percent
or 372,000 people of the island's population were
return migrants. Unfortunately, none of the studies
determines how many migrants return in any given
year. One pilot study concludes that the strength of
family ties is the primary reason explaining return
migration. This study encompassed 236 interviews.
Of the total, 166 or 70 percent of those interviewed
gave personal reasons as motivating their return.
Personal reasons were further defined as. health
problems; family sent for them; death or other
problems in family; homesickness; placement of
children in Puerto Rican schools to avoid the vio-

-lence, drugs, and otherwise deteriorating conditions
on the mainland; and other personal reasons. Eco-
nomic reasons accounted for 15 percent of the an-
swers.

All these factors can explain the lower R2 for the
regression which includes the years 1968-73. It also
helps explain why in the years 1961, 1963, 1964,
1968. 1972, and 1973, either the actual emigration
from Puerto Rico was less than expected or there

ko . Il '
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was a net return or immigration when the reverse
was expected.or both.

As was concluded earlier, the 1947-67 regression
is a very accurate representation of the migration

havior for that period. When the years 1968-73
-. e added to the regression, part of the accuracy is
lost, since R2 declines from 81 percent to 57 per-
cent. Factors other than those included in the-
model affect the migration behavior more heavily in
the last 6 years. Although the model remains a very
good tool to explain and understand migration be.
havior, it is not adequate for forecasting purposes.

Conclusions
The results of this study indicate that changes in

relative wages and relative unemployment rates be-
tween Puerto Rico and the United States are the
primary explanatory variables of migration flows
between the island and the mainland,

The model used in this article is extremely accu.
rate in explaining migration for the period 1947-67
and weakens somewhat as an explanation for the
period 1947-73-that is, when the years 1968-73
arradded to the regression. The reasons we consid-
ered for the weakening of the model for the longer

,od appear to be the following: (1) The data used
for net migration are the annual net passenger
movement between Puerto Rico and the United
States. In the mid-1960's, apparently, foreign per-
sons started to enter the United States via Puerto
Rico and bias upward the passenger outflow from
Puerto Rico to the United States and hence the net

emigration from Puerto Rico to the four States. (2)
A return migration f Puerto Ricans induced pri-
marily by noneconomic variables occurs randomly

- in relatively important magnitudes-in some years of
the late 1960's and recent 1970's. Reasons for the
return migration appear to be retirement; schooling
of children (young parents who wish to educate

- their offspring in an environment less violent, less
hostile, and less drug ridden than that in the areas
where they live in large cities in the four States);
homesickness (strong longing for the more family-
friend oriented society in which no discrimination
against Puerto Ricans exists,-in which there is less
apparent discrimination against darkness of skin,
and in which the sociological and moral fabric of
the community is not perceived to be as deterio-
rated as in the areas of the large cities in the four
States where Puerto Ricans hve) and rising expec-
tations about prospects in Puerto Rico. To a lesser
extent, some emigrants in their peak production age
return because of any or all of the first three fac-
tors, plus a misconception of the labor market in
Puerto Rico. Puerto Rico's successful explicit poJ-
icy of creating jobs by attracting industry and the
high rate of economic growth achieved until 1974
served to raise the expectations of success for po-
tential return migrants.

The conclusions of this study should be useful for
policymaking decisions with respect to the social
and economic problems of areas sending or receiv-
ing migrants and with respect to the problems of
the migrants themselves. [-

-- FOOT.OJES-- -.
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table dlusteats bow the relation s pi bace orce the ctodecis haie
been adjusted

Number of emntgranvts1m Puerto Rico
W rb 4 Sies

If aneetrn vnei ravio If age rarwve1
er crraeoin decrease/rom

21710 J) irpyto 397

1947-7)
Ycselicent . 119 5
Xcsefbctent - 2113 21

1947-67
Ycoeffiie it . -7616 76
X coemctI - 229 - 230

t It is questonable thatll tn forogrs entrg the United States via
Puerto Rico wef entenn legally Many foreignetrs o Sanish-speakn
eatraction, particularly Domii cs. enter Puerto Rico as tourists, then
pa Puerto Reans and frody enter the U S mainand Thin is posi,-
sie because Pueto Pans are not reqiured to pass immvatim ispec.

Rerion:

con or ea show any identikaton to prove U S nationdil, the flow
between the ilond and the mainland is like t now between 2 Stain
of the unica Once in the mainisod. they na the nsk of beng caught
by the immigration autho.etts, bit apparently many are "slli to Lake
the rik

it is ikely that a prgoportoe of the passenger flow between Puerto
fRtco and foreign countries (and also between PieLlo Reo and the Vi:.
gin Islands) consists of U S atiena traveling aboad and aunt Puerto
Rico only as a departure rons U S tern iory n only as an am paint
into US terntory

ISee 1970 fU5 Cems of Piwalaro& Geneal Sorial and Economic
Cbahacrorwi o PC (I L 53 pp3-117, table 35

* Ceia Caitron and Pedro A Vaiou. Retrn MIraton en Porto Rico

A Pilot Study (Social Science Researchi Center, Univecriy of Puerto
Pico. 1974, lose AJvarez Heroandet. Rerun, Masoe so Poero Rna
(Berkeley. Institute of Inievnisrional Studi. Uniersity of Calitornia,
1907, and Stiven Ze1. A Conpaeetri Study of the Labor Maror
Choraetics of Return Aigranrt and Noomiitw iai Puerto Rico
(tao Juan, Puerto Riso Planning Bord, July loll)

APPENDIX: The theory of mligation

The theory underlying the analysis of migration can be
classified into two major categories: (!) classical-
neoclassical theory and (2) human capital theory. The
former can be subclasstfled into three subgroups by re-
laxing some of the conditions of the classical-neoclassical
model.,

Classical-neorassical theory" three wreioni, (a) Every
country or region is endowed with land, labor, and capi-
to]. In the absence of legal barriers, labor will tend to
flow from regions (countries) *ith surplus Labor and low
(real) wages to regions with es.s demand for labor and
high wages. As homogeneous units of labor flow from
the excess labor-low wage region to the scarce labor-high
wage region, keeping capital fixed, the wage rate will rise
in the former and fall in the latter. The flow wtll con-
tinue until, other things being equal. the wage rate is
equated in each setor's homogeneous labor market. If
this process occurs for all homogeneous labor markets
between regions where differentials exist, there will be a
tendency for per capita income differences between re-
gions to be reduced. This classical-neoclassical theory in
its purest form includes only private free market eco-
nomic forces, such as wage rates, per capita income,
changes ir, the labor force, and production in various
sectors of I te economy z

(b) 11; classical-neoclassical theory relaxed to take
into its amrnework public 4s well as private ,ariables
constitutes the second category. Specifically, it includes
factors of a social or public nature, such as welfare pay.
ments, unemployment compensation, minimum wages.
public education and recreation facilities, police protec-
tion, or any other public good, or a combination of these
factors. The behavior of migrants and the process of ad-
justment in different labor markets will be the same as
that described earlier but will incorporate more elements.
For instance, people will be induced to migrate from a
region with surplus labor, low wages, little or no welfare

benefits or unemployment compensation, poor educa-'
tional facilities, and the like, to a region where labor is
scarce, wages are high, welfare benefits, unemployment
compensation, and other social goods of higher level are
available. As the homogeneous migration flow continues,
there will be a tendency for wages and even eventually
per capita income to be equalized between regions. Also,
as people either on unemployment compensation or on
welfare move from an area where these benefits are low
to one where they are high. the differentials in the public
benefits and public goods on a per capita basis will nar-
row. In fact it should. theoretically, narrow on an actual
payment basis As the area with low benefits loses bene-
ficianes, it can raise the benefit payments to those re-
maining, whereas the area receiving more people eligible
for benefits will eventually, other things equal. have to
slow down the rate of increase. freeze, or reduce the
amounts of benefits. A similar process can be expected
with respect to schooling, recreational facilities, public
protection. or any other public good

However. the theoretical construct is not so simple
after introdming the public or social variables. (That is,
more laclors interact ) Nor is there any reason to assume
that all of the variables will induce out-migration (push
factors) or all will induce in-migration (pull factors) in
any given region. Thus, it becomes difficult to make
overall behavior conclusions without specifying a signifi.
cant number of conditions. That is to say, the final out.
come of a migration flow, or even what are the impor.
talnt factors determining the flow. will be difficult to
predict tf within each of the two regions there are push
factors as well as pull factcrs,

() The third category of classical-neoclassical theory
consists of the relaxing of the neoclassical model above
plus interacting environmental, demographic and private
external economies factors, including climate, landscape.
private recreational and educational facilities, racial com-
position of the population, and chain effects of cumula-

is
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live migrations Regions where the environmental, demo-
graphic, and private external economies are most
favorable will attract migrants. As migrants to recipient
regions cumulate, more migrants will flow into those re-
gions because the relevant information to make a migra-
tion decision becomes more diffused and because the ad-
justment process of the new migrcnt is facilitated by his
or her predecessors.

However, here again, the simple clear behavior of the
pure classical-neoclassical theory~presented in the first
category, tends to become blurred. That is, once the
small manageable theoretical model is opened to incor-
porate all of the varia' 'A mentioned in categories (b)
and (c), it becomes mofe difficult to come to practical
conclusions regarding the inducing forces of the migra.
tion flow and the final outcome of those flows.

That is to say. the theory at this point can only make
generalizations with respect to the determinants of mi.
ration, as well as with respect to the outcome ol-migra-
lion, if all the factors considered in a two-region flow are
in each region either push factors or pull factors. When.
ever both push and pull factors are present within the
same region, however, the relative importance of the fac-
tors as well as the final effect of the migration will be
indeterminate a prior Thus, when the theory is ex-
panded to take into account many private, public, and
environmental-demographic factors. it will be necessary
to undertake the testing of specific hypotheses before any
conclusions can be reached.

Many studies have done just so. Even though no sin-
gle study exhausts all the possible factors that may enter
the migration phenomena, many fall into the third cate-
gory and include at least one variable from each of the
categories of the classical-neoclassical theory: private
market exclusively, private market and public sector, and
private market, public sector, and environmental-
demographic.private external economies.

"- Most of the hypothesis testing done using the third
category of the class:cal-neoclassical theory as a founda-
tion have been cross section studies between regions of
the United States. Most have used muttivariate single-
equation regression analysis. A few have used simulta-
neous equation models I

Human capital theory. The idea of applying human capi-
tal theory to migration dates back to the IWBM's. But the
revival of this approach started in the 1950's Even
though we have had ;.5 years of work on this issue, the
application remains by and large on a theoretical level
By use of a cost-benefit model, human capital theory
states that migration is a function of the present value of
net future earnings from migration In mathematical no-
tltion:

n NE1
M =f(PV) I __ ()

- t.j4 0l+t)

itre
M = number of migrants from regional i to region j,

PV = present value;
i = the discount rate which represents the interest fate

that could be earned on the earnings itf they were
available at present,

t= the year for which the earnings are expected, start-
ing the year of the move and ending with retirement
age,

NE = net now of future expected earnings (nfe) minus
costs (c),

and in turn
frie = earnings in current and all future years adjusted for

productivity changes, rates of inflation, and rossi-
bly changes in the demand for labor in the recipsent
reron (). minus earnings in currettt and all future
years. adjusted foe productivity changes, rates of
inflation, and possible changes in the demand for
labor in Ihe source region I,

c = costs of moving plus earnings forgone while moving
plus earnings forgone whit searching for new jobs
and retraining

It is maintained that the human capital model and its
modifications can be used as tools for analyzing migra-
tion behavior, human resource policies, the transfer of
knowhow, and the diffusion of development., These are
heavy demands on the model as it presently stands. Spe-
cifically, there are two fundamental problems One is sta-
tistical Data on migrants by age, sex, education, place of
birth. occupation, and income at origin and destination
are not available. Such data are necessary because in or-
der to attain a more accurate aggregate net flow of future
expeted earnings minus costs (NE), one must first ob-
tain partial net flows (NE's) for homogeneous groups or
migrants I

The second problem deals with concepts As the
model now stands, and as it has been thus far described
in the literature, it appears to maintain one of the follow.
ing two positions, (I) Th'only, or only relevant, factor
explaining migration flows is the present value of the dis-
counted net future expected earnings It therefore implic.
itly ignores such factors as unemployment rates, welfare
payments, unemployment compensation, public and pin.
vate school and recreational facilities, police protection,
climate, landscape, racial composition of the population.
and chain effects of migration, (2) Without ever explic-
itly saying so, it assumes that these factors are embodied
at least theoretically in the net now of future earnings
minus costs (NE)

The first position is easily refutable, as is clear from
the discussion of category (c) of the classical-neoclassical
theory above The second can perhaps be accepted from
a theoretical point of view, b't handling it for empirical
purposes does not appear feasible

Let us. for example, assume that we can obtain net
future expected earnings (NE) for breakdowns by age,
race, schooling, occupation, and income at the source
and destination area Would it be possible to adjust such
net future expected earnings (NE's) or discount rates (i's)
to take into account unemployment rates, welfare pay.
ments, and climate, to name a few, both in the region of
origin and destination? Gisen the data and the abiity to

16



339

make a very large number of assumptions which will
have subjective content, one could adjust the net future
earnings, the discount rate, or both, but in the process
the direct relationship between these other factors and

-migration Will be lost.'
Perhaps a better interpretation of position (2) would

be that the ignored factors are not to be treated as em-
bodied in the earnings measure or the discount rate, but
are in fact to be taken into account explicitly and as sep-
arate variables in a migration function so that.

M, - a + bPV + cU + dW. . + eD (2)

U

w
D

be,d. aod e

= as defined in (I),
- as defined in (t);
= UJetsplOytsi rates;
- welfare payments;
= dummy variables for reg"il differences,
- oiher variables that are relevant and can be

quantified or treated as dummy variables,
= coefficients of each respective vanable

This approach to the human capital theory remains to
be tested 10 It is appealing, but one wonders if there re-
ally is a gain in the explanatory power of the model as
well as in the efficiency of the estimated coefficients
when present value of future income (PV) rather than
current income differences is used for the income term.
And it is the concept of the present value of the lifespan
income stream, of course, that distinguishes human capi-
tal theory from classical-neoclassical theory.

In the significant body of literature that purports to
expound the human capital theory, there are many em-
pincal pieces. However, the reality is that even though
studies claim to be or are implicitly based on the theory,
the empirical work generally is not based on present val-
ue (PV). Therefore we are left with a group of theoreti-
cal piecmsz and a body of empirical work that discusses
the theory but then bases the empirical tests on current
income measures rather than present value (PV) II

The present study, in the body of the text, shows that
the current state of the theory of migration, as described
in this appendix. is not adequate in explaining migration
in the recent past, The theoretical foundation upon
which the present study rests is the most encompassing
of the classical-neoclassical' formulations: version (c).
Yet even within this broad context, the theory leaves out
important behavioral relationships induced by factors
such as violence, crime, and other indicators of the dete-
rioration of the social fabric. Nor can it handle home-
sickness or increasing desire to return to one's place of
origin. Nor can it differentiate between regional migrants
and intercountry migrants; the former can maintain the
same citizenship and cling to their native or regional lan-
guage and customs and therefore can return to their
place of birth more easily than the latter. Migration the.
ory could conceivably be revised by inputing such behav-
ior variables. But then testing would be much more diffi-
cult, partly because of the problems inherent in
quantifying such factors as well as the lack of reliable
data for sufficiently tong periods of time.

Wish the human capital approach described in equa-
tion (1), these problems become virtually unmanageable.
Assuming that all variables could be quantified and that
reliable data could be obtained for past periods. it would
still be extremely hazardous to properly adjust expected
net future expected earnings since future periods of social
change are practically impossible to predict. With the
modified human capital theory (described in equation
(2)). the problems are no different from those involved in
classical-neoclassical version (c). Because strictly eco-
nomic variables lose some of their importance during
periods of social change, we have no choice but to con-
clude that under present conditions, migration theory
and the models that have been developed thus far have
been weakened significantly in explaining current migra-
tion flows and have been rendered unreliable for predic-
tive purposes.

- APPENDIX FOOI1Or--
a For an exensive survey iof the migtraion lrterture clasuied by

broad categnoesl sof ud) tdies dealing %nth the deeninanit of migra
xion and (2) studies dealing with the consequences of migration, see
Michael I Greenwood, "Research on Intenaul Migration in the United
States A Siie," Jouna of (ouin Liemrt, Jon 19 5. pp
397-431

3 Several studies can be ctasfied wthirs this category See Iernard
Okun, "Interstate Poplailoft Migration and State Income Inequality
A tmultaneous Equation Approach." Ecoomic Denitopmer and Cut.
tural Chorte January 1%8, pp 291-31) Donald Mtchil Smith.
"Regional Growth litteiate and tnlerwtIotal FacitI Roallcicatos."
th ewew ofr aEcornomics and Strics. August 1974. pp 353-59, A

Schlinart, Migration and Lift Span Earnings in the U S" (Ph D dii.
striation, Denparsntl of Economnics. tisversty of Chicago. IiS),
Ab Schwart, "On Efficiency of Migraion," Journal of Hama, Re.
murces Spring 191, pp 193-205, John R Hanir and Michael P
Todaro, "Migralton, Unemployment and Development A Two-Sensor
Ajisyabs " Aunerni-ai &.norr Ren,w. March 1970. pp 12642. and
Michael P Todatro, "A Model f Labor P tiration and Unemployment
is Les Dcevdoped Coulines" Ameican Euoionnar Reew. March
19, pp I2tll.- These are. wth the tserpion xl Harris ad Todaro
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Senator MOYNIHAN. Why has there been a reversal in migration.
You must have some theories.

Ms. MALDONADO. In that study that I conducted, the major deter-
minants of the movement were income differentials and 'wage dif-
ferentials and, of course, as that differential narrows you would
expect that it would be less of an influence to the mainland and
perhaps it can be an inducement for part of the reversal.

However, the major explanations for the reversal may lie in
certain noneconomic factors, I am afraid, because according to my
tests in the last few years the explanation of the migration in
terms of economic factors weakened and therefore one would have
to go and look into noneconomic factors to explain the flow, the
movement.

Senator MOYNIHAN. Yes.
Ms. MALDONADO. This flow apparently was more influenced by

noneconomic factors such as in the late 1960's and early 1970's the
drug problem here, which was very acute, and many young par-
ents, Puerto Ricans with children, under the illusion that things
were better in Puerto Rico will go back to put their children in
schools there to prevent them from this exposure.

I think perhaps also discrimination influences here strengthened
during that period and they would also go back to avoid that.

The quality of life in the cities was not as pleasant as they had
perceived earlier and that also induced them back.

Also many Puerto Ricans who had migrated here 20 and 25 years
earlier had reached a retirement age and were returning to the
island, so that is also a part of it. But also part of it is the fact that
Puerto Ricans are being displaced from the labor markets in these
centers by illegal immigrants and even though there is a differen-
tial still in the unemployment rates here being lower than in
Puerto Rico and that the income levels or wages in the United
States are higher than in Puerto Rico, they are being pushed away
from those jobs by this new inflow of newcomers and that, as-you
know, has become strengthened as the years go by.

Senator MOYNIHAN. If only you could get your hands on some
numbers.

Ms. MALDONADO. Oh, that would be wonderful if we could get our
hands on some numbers, but you know, that is very difficult to do.

Senator MOYNIHAN. On the reverse migration issue, I think we
have underestimated the degree to which emigration to the United
States has historically involved a not-inconsiderable returning pop-
ulation, people who do not like the new country, do not do well in
it-or do very well in it and can go back, who only really meant to
come for 10 or 15 years.

This is lost because we have lost touch with those people, but
during the Second World War, American troops could not arrive in
a village in Italy where there would not be someone who had spent
30 years in Brooklyn to do the translating for them.

There was much more of a pattern than I think we remember.
Ms. MALDONADO. I have not, Senator, examined those figures, but

I am not sure that they will have the magnitude of the ones that
we have.

Senator MOYNIHAN. No, but there is the pattern of coming to the
United States, saving enough money to buy a piece of land and
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going back to Ireland, or going back to Sicily, or going back to
Poland, or going back to Greece.

Ms. MALDONADO. I am sure that you are right, and we have our
share of that, but I think if we examine the total returned migra-
tion to Puerto Rico, the proportion of retirees is not that big.

Senator MOYNIHAN. If you knew the wages were the same and
you did not know unemployment was higher, you might make the
move in response to economic conditions in New York, which may
have been worsening at a time when they were also worsening in
Puerto Rico.

What you say makes enormous sense, particularly about the
need now to have more equal welfare benefits. I am prepared to
say that, this is not a question of social planning. This is a question
of equity. American citizens ought to have the same benefits. We
do not have different kinds of American citizens-or we are not
supposed to.

The - bill that has passed the House of Representatives, I am
afraid, leaves the situation in Puerto Rico exactly as it is, and in
that respect it seems to me inexplicable. If anything cried out for
change, it was that. The levels of funding for the AFDC program
are $24 million; this is derisory.

In this committee we have raised that to $72 million and in our
child health program we are going to have a permanent increase
with a 75-percent reimbursement rate, which is three times as
much.

Title XX, which you may not be familiar with-there is no
reason that you should be-is the social services provision. We
have a situation right now where Puerto Rico and Guam share
whatever is not used up by the States.

Ms. MALDONADO. Up to $15 million.
Senator MOYNIHAN. Up to a little tiny bit, you know.
Ms. MALDONADO. If there is leftovers.
Senator MOYNIHAN. If there is anything left over they can-have

it, but not too much.
Ms. MALDONADO. That is correct.
Senator MOYNIHAN. That is offensive. That is just offensive.
Ms. MALDONADO. I could not agree with you more.-
Senator MOYNIHAN. I think we certainly have to work at that.
But you also see the patterns of a disinclination to do productive

work. We have to be concerned about a society where the rates of
welfare dependency become too high.

Now, I have a view of this-I just visited Puerto Rico for 3 days,
to hold hearings on this subject, and I was struck by the point you
made, the missing point you added to those six, that the Puerto
Rican percentage of dependent families is the lowest of any State.
Now, that could be because there are just no resources. I do not
know.

I think that is a different problem from the rate of recipients of
food stamps because food stamps--

Ms. MALDONADO. That is the opposite. We have the highest
proportion.

Senator MOYNIHAN. And that reflects wage levels and it does not
have anything to do with dependents. It is an income supplement.
It is a negative tax.
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But the problem of dependency is not acute in Puerto Rico.
Certainly one of the objects of welfare reform here ought to be not
to introduce that system from the mainland, as it were. It has not
migrated yet. I do not think the food stamp phenomenon is the
same thing at all. It is just an income supplement.

As an economist, I think you would agree, it is a kind of a
negative tax to the degree that where one's income is below a
certain level, that person would get a supplement.

But the point I think you are making about this kind in reverse
migration is important. Certainly welfare differentials did not
cause it.

Ms. MALDONADO. Absolutely not.
Senator MOYNIHAN. But if they persist---
Ms. MALDONADO. Not only if they persist but if they acquire such

magnitudes and they would if we were excluded from the new
welfare reform, I think it would be very likely that Puerto Ricans
would begin to move just for that, and it is absolutely 100 percent
clear that they have not moved for the welfare.

Senator MOYNIHAN. Yes.
You have given us perfectly straightforward testimony. We

thank you very much. It has been most informative, most direct.
Ms. MALDONADO. It has been a pleasure and I thank you for the

opportunity.
Senator MOYNIHAN. It is a pleasure to have an economist around

occasionally, I think.
[The prepared statement of Ms. Maldonado follows:]
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Let me begin by thanking you, Senator Moynihan, for inviting me

to appear here this morning to present a Puerto Rican perspective on

the issue of Welfare Reform for the Eighties. I am grateful for this

opportunity.

Let me begin with two disclaimers.

First, I am not an expert in welfare programming per se. I am

an economist whose interests and expertise lie mainly in the area

of international economics and finance. Secondly, I have not actually

resided in Puerto Rico, except for brief periods of time, for some

years now, since I am a full-time, tenured member of the Graduate

Business School Faculty of New York University. And I am a resident

of the City of New York.

I do however, speak as a native born, bilingual Puerto Rican,

whose entire primary and secondary school education took place on the

island, and whose emotional and professional interests and concern

still remain with my native land to an important degree. And

certainly, much of my professional research and writing in the area

of social economics has had to do with the economic situation of

the Commonwealth of Puerto Rico.

I would like to concentrate my testimony this morning in two

distinct areas:

First, I will address myself to the Puerto Rican issues I

believe Congress should keep in mind as it moves toward welfare

reform legislation now. Second, I will address myself to the issue

of Puerto Rico and the future as regards the broader, more long

range issue of welfare reform for all of the 80's.



346

Legislating eWelfare Reform Now

The Congress, I believe, should keep two things in mind, simul-

taneously, as it presently considers welfare reform: Puerto Rican

needs and mainland United States self-interests.

Puerto Rican Needs:

Some brief words on the development of Puerto Rico's need for

Federal social welfare assistance are, I think, in order here.

Operation Bootstrap, Governor Munoz Marin's original program for

Puerto Rico's economic development worked well from 1940 to 1973. The

rate of GNP growth rose some 7 to 10% in real terms, unemployment was

reduced from 201 to less than 121 and per capita income and the standard

of living rose perceptively.

However, three major occurrences played their parts in reversing

this positive trend: a narrowing differential of minimum wage between

the U.S. and Puerto Rico until now thay are equal; the 1974 world

recession, and, of course, the quadrupling - and more - of oil prices.

By 1975, Operation Bootstrap was in real trouble. U.S. invest-

ment on the island was in decline, unemployment was up to 20%, and

per capita income was significantly below the U.S. poverty level.

While I have some deep concerns about what I see as a debilitating

"welfare-type mentality" encroachment on a heretofore job oriented

Puerto Rican population - and I will get to these concerns shortly -

it must be said that, since 1977, there has been a slow recovery in

Puerto Rico. A recovery due, in part, to Federal social weltare

transfer payments such as are represented by food stamps and the one

year aid to families with dependent children increases from 24 to 72

million dollars with a Federal matching requirement increase to 75%.

While both new capital investment and employment have a long way to



347

go, both are picking up now (in the apparel industry, for example).

I firmly believe that the present slow recovery will be negatively

affected if the island is deprived of the same level of funds received

in 1979, and deprived as well of the opportunity to participate in

more equitable welfare programming vis-a-vis the rest of the States.

HR 4904, for example, would bring about both of these unwarranted,

negative results; and in the face of these facts:

1. Puerto Rico has a lower per capita income than any of the

States. I .

3,. ~P.R.'has more families below poverty level than any state.
A

P.R.'s cost of living is equal to that of any individual
state, and higher than the national average.

.5': 4f, P.R. receives a lower payment per family and per individual

than any of the SO states.1)

P.R. is excluded from programs such as Supplemental Security

Income for the elderly and disabled and discriminated against

in social service programs generally; e.g. Title XX.

. )'. Moreover, it would be both morally reprehensible and short

sighted to deprive Puerto Rico of the benefit of the Federal

Policy guidelines and impetus to develop badly needed programs

in such social welfare areas as would help stre'mgthen the

family unit and provide for the general well-being of

children. Thankfully, Puerto Rico is included in such legis-

lation as HR 3434.

However, the argument for equal treatment for Puerto Rico in

social welfare programming does not rest solely on Puerto Rican need,

or other general moral grounds. It rests equally on the ground of

1) See House Report 96th Congress, Ist Session, 96-451, Part I at
pages 87-88, Table 1.
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mainland United States taxpayer self-interest.

U.S. Self Interest:

Before listing my reasons in this regard, let me take a moment to

dispell a sadly mistaken myth. The one that says Puerto Ricans migrate

in large numbers to the U.S. mainland in order to go on welfare.

I did a comprehensive study of Puerto Rican immigration patterns

during the years 1947 to 1973, which was published in the Monthly

Labor Review, Volume 99, Number 9 in September 1976. The results

showed clearly that the two major reasons why Puerto Ricans migrated-

were: employment opportunity and income (that is to say wages and wage

differentials). Welfare and unemployment compensation were insignifi-

cant variables. Puerto Ricans moved to find work, not to avoid it.

Now, from a U.S. taxpayer point of view, P.R. should be made,

and kept, equal in welfare benefits because if they are not, the

economic disequilibrium in the society will be such as to make it

impossible for the local government to undertake the necessary economic

development programs which could result, eventually, in lowering the

need for U.S. taxpayer financed welfare programs.

It might be argued that there is an answer to that: the federal

government can cut social welfare dollars now and let the Puerto Ricans

just do the best- they can in the face of adversity, whatever the result.

But if Puerto Rico is short changed in the face of new, more

equitable welfare legislation for the SC states there can be only

two possible results, and either one would hurt the U.S. taxpayer.

First, if the differential in welfare eligibility and payments

becomes so great, then, even though Puerto Ricans have not in the

past migrated for the sake of welfare benefits, they might well beia

to do so. In that case the dollar burden would fall directly upon
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the taxpayers, at both the Federal and local levels, on the mainland,

with, I nust add, the attendant burdens of overcrowded schools, and

other already strained local service systems.

In the alternative, if Puerto Ricans do stay on the island as

inflation and the cost of living continues to rise, and they cannot

begin to keep up with it, or get their economy recovering well in

the face of growing economic dislocation, then there would certainly

be a serious decline in Puerto Rican purchasing power. This would have

enormous repercussions on the U.S. economy - and that means loss of

U.S. jobs,among other things, because Puerto Rico, Americans should

know, is presently one of the top 5 markets in the world for U.S.

exports.

Then, beyond U.S. taxpayer costs and/or exports losses, there

would be the not insignificant loss of U.S. prestige in the Caribbean

and Latin America (if not the world) that would come from the total

breakdown of "showcase" Puerto Rico.

Legislating Welfare Reform for the Future

Finally, let me now refer to the issue of Puerto Rico and the

future, as regards the broader, more long range issue of welfare

reform for all of the 80's.

As a non-expert on welfare, I would begin with two economi-;t

observations;

First, I would think that no welfare reform alone - that is to

say, reform without the concurrent establishment of farsighted

economic development policies - could succeed in breaking the

poverty/dependency cycle; and second, I feel that the best welfare

reform would result in a system that truly helped people while they

were in it, yet encouraged them to opt out of it in the shortest

possible time.

60-582 0 - 80 - 23
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While it is the responsibility of the Congress of the United

States to bring Puerto Rico's share of social welfare benefits, now, up

to a standard of equality with that of the SO states, it Is the

responsibility of the government of Puerto Rico and the Puerto Rican

people to help get their economy moving.

Concurrent Economic and Social Development:

Outmigration, the movement of Puerto Ricans to the mainland,

prevented unemployment from rising an. caused per capita income to be

higher than would otherwise have been during the two decades before

the 1970's. But beginning in 1970, there was a net inflow of return

migrants.2) After 1973, the annual inflow is about 30,000 people

per year.

A key factor in any development program in Puerto Rico,-which

should go hand in hand with welfare reform, is the reversal of this

trend of Puerto Rican return migration. In order to reverse this

trend Puerto Rico must work Gogether with the U.S. Congress to stop

the narrowing of wage differentials between P.R. and the U.S. The

differential wage factor is a crucial element In motivating Puerto

Ricans to work inside mainland U.S.
3 )

Further, Puerto Rico must undertake to increase employment and

production in agriculture, and this would include education programs

aimed at raising the image of rural life. This would reduce

dependence upon industrial jobs which in turn depend primarily upon

foreign investment and its continued growth and would also reduce the

Z)See Rita M. Maldonado, "The Economic Costs and Benefits of Puerto
Rico's Political Alternatives," Southern Economic Journal, October
1974, pp. 274-277.

3)
See Rita M. Maldonado, "Why Puerto Ricans Migrated to the United
States in 1947-73," Monthly Labor Review, September, 1974.
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importation of food. Imports currently make up 80% of all food

consumed in the island.

And Puerto Rico must cut back employment in the public sector.

Outside the island, Puerto Ricans living on the mainland must

work with their fellow Americans here to improve the quality of

Puerto Rican life, particularly in the inner cities; focussing, for

example, on community self-help and pride. Reducing the immigration

flow into P.R. would be in the best interests of the U.S. taxpayer

since tt could be expected that returning migrants would end up on

welfare rolls because of the absence of Jobs on the island.

I would add here my concern for one problem that I believe is

now affecting the ability of some mainland Puerto Ricans to remain in

America's inner cities. I believe that illegal aliens are substituting

for Puerto Ricans in lower level jobs in several of the service and

apparel industries, once considered the logical beginning point of

work entry for new immigrants. Illegal aliens work for less pay and

can be threatened and demeaned more easily. And unskilled Puerto

Ricans are not the only losers to them. Illegal aliens are federal

dollar robbers, since they are not counted in population based

federal tax dollar inflows to the cities.

Having stated my concern that there be coordinated programs

aimed at providing both economic and social satisfaction, I can turn

now to welfare reform per se.

Welfare Reform Per Se:

The fact that 60-70% of Puerto Ricans are presently using food

stamps, and that PL 9S-6000's temporarily funded increase in AFDC

has been thoroughly utilized, makes clear that the need for this

Federal help is there.
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However, it also makes clear that the Puerto Rican dependency

on social welfare transfer payments (like that of recipients in the

S0 states) is growing to an extent that does not, can not, make one

happy.

Clearly, these payments do promote, in some, a disinclination

to strive to do productive work.

J-do not support a move toward decentralization of welfare

programming at this time. I believe that well thought out Federal

leadership and policy direction can be helpful to Puerto Rico and

the states. At very least, decentralization before the attainment of

uniform minimum levels of support, uniform special benefits to two

parent families and the like - spurred by federal legislation - would

be unproductive.

I would advocate higher levels of federal dollar support together

with effective uniform minimum standards. Effective for me means a

system that focusses on helping recipients move out into the labor

market as soon as possible, without penalizing them by cutting all

welfare payments while they make the transition. Eligibility

requirements and the like will require constructive reform that gives

a high priority to eventual recipient independence.

While help must be given to those in need, at the same time we

should also help to challenge the general attitude that society is

merely a matter of rights without need for obligations. I would like

us all to come to see that without the chains of dependency, there

is surely a road to the mountain top that every human being can walk.
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Senator MOYNIHAN. And now we have Prof. Larry Schroeder of
the Metropolitan Studies Program of the Maxwell School of Syra-
cuse University.

Professor Schroeder, welcome. You are appearing on behalf, of
yourself and Professor Bahl, who is in Manila.
STATEMENT OF PROF. LARRY SCHROEDER, METROPOLITAN

STUDIES PROGRAM, SYRACUSE UNIVERSITY
Mr. SCHROEDER. We have been working together on various fiscal

problems of New York State for the last 2 years. I suspect that
many of the things that I will say today would be said by him if he
were here; however, he is enjoying the weather in Manila in the
Philippines.

Senator MOYNIHAN. I have been saying some of the things that
you have been asserting to the intense annoyance of the White
House. I keep saying, "I didn't say that; Bahl did."

Welcome, sir.
Mr. SCHROEDER. Thank you.
Basically my testimony today will be in keeping with the general

background nature of these hearings but will also be related to the
fiscal aspects of welfare reform. I will be focusing almost entirely
on New York State primarily because of the work we have been
doing on New York State although I do think that the conclusions
reached are not out of line for some of the other industrial States
in the Northeast and Midwest.

I have three arguments to present today. One is that New York
State has experienced, and is likely to continue to experience,
relative economic decline over the next several decades.

The second point is that the public sector in New York State-
including both State and local governments-is highly developed.
In fact, some would say-including my colleague Professor Bahl-
overly developed. And yet I do think that there is a recognition of
this highly developed state of affairs and that retrenchment is
likely to occur in the near future.

Given this, the third argument is that there are competing de-
mands on this public sector and that there is a reasonable role to
be played by the Federal Government in easing the transition
process to a relatively smaller public sector. At least one way of
doing so would be through assumption of greater proportions o the
welfare load.

I gave considerably more detailed information in the written
testimony; but I do want to say a few words concerning each of
these arguments. The first is with respect to economic decline. I
think that there is not much disagreement with the statement that
New York State has experienced economic decline over the past 20
years.

Population since 1970 has declined in absolute terms. Manufac-
turing employment--

Senator MOYNIHAN. Even more so.
Mr. SCHROEDER. That is right. Since the midsixties it too has

declined in absolute terms. When one looks at New York State
relative to the rest of the Nation, once again one finds population
declining relative to the rest of the Nation. Employment even more
so; at least in terms of decline relative to the rest of the Nation
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since 1960. Possibly as important as anything, especially when one
wants to consider the public sector, is that per capita personal
incomes, while they were over 23 percent above the national aver-
age in 1960, as of 1978 were only about 5 percent above the nation-
al average.

Now, one really cannot answer in any definitive way whether
these trends are going to continue. But the evidence that does
exist, in the sense of hard numbers that have been projected,
suggests that New York State will continue to experience relative
economic decline, at least through 1990 in terms of these various
measures of the economic base.

That then brings up the next question-that, of the highly devel-
oped public sector in this State and one way of looking at it is, once
again, over time. If you go back to, say, 1963 as the table in my
testimony shows, you see that really New York State was not
overly developed. That is, while in per capita terms it was spending
more-about 26 or 27 percent more per capita-you have to keep in
mind that the income supporting those expenditures was also con-
siderably higher than in the rest of the Nation. So that in personal
income terms New York was right at the national average, or just
very slightly above.

Since then, with relative economic decline and continued expan-
sion in the public sector, by 1977 or 1978, we find that in per capita
terms New York State is 44 percent above the rest of the Nation in
its State and local expenditures. Keep in mind, then, that it is 6
percent above in per capita income but 44 percent above in State
and local expenditures. Its economy is supporting a considerably
higher public sector.

Now, I certainly do not consider myself an expert on welfare and
yet I did want to look at the change in welfare expenditures over
time. I therefore constructed a table that measures New York
welfare expenditures once again relative to the rest of the Nation.
We see that in the early 1960's on a personal income basis, New
York State was considerably below even the average-say 90 per-
cent of the national average. By 1978 in personal income terms, it
was 66 percent above, and in per capita terms, 83 percent above.

That is certainly higher than even just State and local expendi-
tures in general.

Senator MOYNIHAN. Now, that is striking. Let's read this so that
our guests and other witnesses who do not have the table in front
of them may hear the data.

In 1963, not only was the public sector in balance with the
economy, but it was slightly larger. The economy in that sense was
slightly larger and there was more of a harmonious relationship. In
terms of dollars of personal income, New York State had a lower
percentage devoted to welfare than the Nation as a whole-90
percent of the national rate-and that proceeded to double in 13
years to 185 percent and it has now begun to decline.

Mr. SCHROEDER. Exactly.
One then might ask why; and several ideas come to mind. Two

include possibly higher participation rates and a wider variety of
programs. But I think it is also appropriate to consider the state of
the economy, especially the experience during the recessions of
1969-71 and 1974-75. In general, the Northeast and industrial Mid-
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west were hard hit by these declines. It is rather natural to see
that participation in, as well as need for, the welfare programs
increased considerably in those periods.

So I think that one once again cannot totally separate the experi-
ence as far as the economy is concerned with overall expenditures
and more explicitly, welfare expenditures.

Now, I think the question then that has to be addressed here is,
what is likely to occur in the future.
- Senator MOYNIHAN. Could I just interrupt you there to say-I
cannot resist this; the professor comes out in me-your table leaps
off the page. What happened in 1963 when suddenly this relation-
ship in New York started to go haywire?

In 1963, I was Assistant Secretary of Labor and my head was
still working moderately well. I did a whole series of correlations
between welfare rates of different kinds and male unemployment,
and I found that there had been from 1947 to 1959, there was a
correlation between the number of new AFDC cases and male
unemployment of, I think, 0.89. It was one of the strongest correla-
tions known to social science except that of being born and eventu-
ally dying. It was a remarkable correlation.

The correlation began declining in those years. Then in the few
years that followed it completely disappeared and then became, in-
a sense, a negative correlation. Unemployment was going down
and the number of new welfare cases was going up.

I had set out to prove the relationship between employment and
welfare dependency and suddenly I had data that said it had
existed, but that it no longer exists. Something happened, and
nobody yet knows what. I maintain a lifelong grievance that
nobody has paid any attention to my data because the hypothesis
just does not seem to be accessible to any other explanation except
that there was a relationship and then it went to hell.

Mr. SCHROEDER. Well, without actually seeing the numbers I
guess the one thing that comes to mind is to what extent are they
discretionary, programmatic changes that are altering the numbers
and to what extent is one talking about a common program over
time.

Senator MOYNIHAN. I do not know. What I do know is that I
forecast what happened and then when it did happen all sorts of
explanations came along which struck me as being ad hoc and
basically designed to deny that what was happening was happen-

ihere was,-for example, the basic proposition that, there has

been nothing new in dependency. It is just all those people who are
now on welfare were not getting their rights a few years ago, and
now they are informed of their rights. There is a word for this
proposition. It is called a "lie." It is extraordinary how much lying
went on as New York gradually went bankrupt.

But proceed.
Mr. SCHROEDER. We prefer to say that "additional information

came down to them" rather than a "lie."
Senator MOYNIHAN. Yes.
Mr. SCHROEDER. But with respect to this overly developed public

sector, it does seem that policymakers within New York State are
recognizing and are appreciating this fact. We see several recent
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policy initiatives, for example, a decrease in the upper brackets of
the personal income tax, lowering of business taxes, and a very
wide variety of location incentive programs both tax incentive and
loan guarantee programs. As well, even the numbers shown in
table 2 suggest that over the last several years there has been an
apparent slowing in the State and local sector in New York State
relative to the rest of the Nation.

And if one, for example, looks at Governor Carey's budget, re-
leased just a couple of weeks ago, there will be an attempt to
decrease the relative size of the State government, at least, from 9
to 8 percent over the next 4 fiscal years.

So one sees then an apparent attempt to bring New York State's
public sector back in line to what is happening with its economy
and what is happening in the rest of the Nation.

Now at the same time, I think that one has to recognize that
there are competing demands on this relatively declining size of
the public fist. For example, the committed costs for debt service
far exceed, nearly three times, the rest of the Nation as far as
State and local debt service in per capita terms. And that is a
commitment that has already been made.

There are capital infrastructure needs, both within the cities, but
also in outlying areas. For example, waste management plants, et
cetera, are going to have to be built.

There is apparently some evidence that public wages have been
held back in New York State relative to the rest of the Nation.
Possibly this is going to mean a pent-up demand for increased
wages. I am sure that people in New York City will be very much
concerned about that over the next few months. There are also
demographic changes that have occurred in the State. While the
school-aged population has declined there has been also an increase
in the number of the aged. These individuals are going to bring
with them specific types of demands on the public sector.

Now, I still have not really mentioned the welfare recipients but
I think the question here is, what role should the Federal Govern-
ment take. While, on the one hand, it could take a total laissez-
faire, hands-off policy, but I , ould not argue for that. On the other
hand, it could give extremely large grants to the public sector in
the State of New York so as to maintain its overdeveloped public
sector, but I certainly would not argue in favor of that.

Yet the Federal Government can aid in this transition process
from a public sector that is currently overly developed to one
which is more in line with the rest of the Nation.

The question then that I think arises and which is especially
appropriate for these hearings is who is going to bear the cost of
those declines? It seems very possible-or at least one scenario
would be-that it is going to be the economically least advantaged
who are going to have to bear the primary costs of this decline in
the relative size of the public sector.

I think that this suggests then that, not only could a revision in-
the welfare system help ease the transition period within the New
York State and other Northeast and Midwestern States where the
public sector is really relatively large and the same types of eco-
nomic problems are at hand, but it would also insure that, as this
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decline takes place, it is not the economically least advantaged that
bear the burden.

Senator MOYNIHAN. That could not be more explicit.
I want to say that the metropolitan studies program at Maxwell

has done more for the understanding of these problems than any
other organization I know and you probably have done it with the
least amount of funding. Let me be obnoxious and make a conclu-
sion. At the height of the rioting in 1965 and 1966, somebody in the
White House had to think of doing something so they thought of
setting up an urban institute with Federal funds that would solve
our urban problems.

Most people Torget it is there but it has been there for about 15
years and if it has done anything, I do not know what it is-a few
things to be sure, a few things.

Mr. SCHROEDER. I think they have.
Senator MOYNIHAN. But Maxwell-do not get into an argument

with me over this-the Maxwell school on its own with very little
in Federal funds, and nothing but some very bright people-how
would you like to be funded the way the Urban Institute is funded?
How would you like to be paid the way people at the Urban
Institute are paid?

I had better stop this line of inquiry. The dean will never forgive
me.

But you have done wonderful work. And you are making a
general case. This is not a case in which New York is sui generis, is
it?

Mr. SCHROEDER. Right. I think that is true. We wrote a paper last
spring in which we did look at North-South differentials and, while
the evidence is not as clear cut because not all the Southern States
are the same nor are all Northern States the same, there does
seem to still be, in general, many of these same problems, and I
think the data of ACIR where it shows those particular--

Senator MOYNIHAN. Yes, there is a convergence of-this kind of
finding and the administration is deaf to it. Do you want to know
why the administration is deaf to it? I will tell you why.

Consider the ACIR testimony which had that rather striking
figure about the States with the lowest tax burden, Texas, Georgia,
Wyoming, North Carolina, and-New Mexico. If you are an adminis-
trator from Georgia and you are really progressive and decent
people-which the administration really is-you just cannot emo-
tionally believe there is such a thing as an overly developed public
sector and when you ask for help for one, you are asking for
something they do not believe exists. You are asking for something
that is not there.

I remember the first year down here when the President asked
me if I would speak opposite his successor, Governor Busby at the
White House Conference on Regional Growth. And I said I would,
and it was billed as a great debate, a great clash of views. It was
not anything of the kind. Governor Busby is a very attractive and
reasonable man.

I was speaking about the problem of New York, and he did
interject at one point. He said, "You know what I have been doing
for the last 3 years as Governor, trying to do, and not succeeding? I
have been trying to establish kindergarten in Georgia." They do
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not have statewide kindergarten in Georgia. You know, we have
full-time video equipment for 2-year-olds who are ready to start
preparing for symphonic careers-well, that is an exaggeration, but
not a full exaggeration. There are not many services that a modern
society can provide that New York does not, in fact, already pro-
vide.

Mr. SCHROEDER. I think that is certainly very true. I would also
add that during the period 1970 through 1977 I was a resident of
Atlanta, teaching down there, so I do have some recognition of
these difference. And the lack of a statewide kindergarten program
was one of the major differences.

At the same time I think that there is some movement toward
convergence in the needs and demands on the public sector be-
tween regions. That is as individuals move from the North to the
South they take with them a demand for a State-supported kinder-
garten program.

Thus, while it takes time, it is very possible that this will hasten
convergence between regions.

Senator MOYNIHAN. I had better hopes for that until that propo-
sition 13 fever suddenly started sweeping the Nation and people
started putting limits on it.

Well, we do not know. WhP.t we do know is that we are much in
your debt and that of the Metropolitan Studies Center and we
thank Professor Bahl and please give him my greetings. And we
thank you, Professor Schroeder, very much indeed.

[The prepared statement of Mr. Schoeder follows. Oral testimony
continues on p. 372.]
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FISCAL ADJUSTMENTS IN DECLINING STATES--
THE ROLE OF WELFARE REFORM

LARRY SCHROEDER

In accord with the background orientation theme of these hearings,

I will address the topic of welfare reform in the context of economically

mature states with already highly developed public sectors. While the

bulk of my comments refer specifically to New Yo.rk State, the conclusions

reached are quite possibly applicable to other industrial states of the

Northeast and Midwest.
1

Three specific arguments are presented here. The first is that New

York State has experienced relative economic decline over the past two

decades and that these trends are likely to continue into the future. The

second is that the state and local government sector of New York State,

especially with its relatively large proportion of social welfare expendi-

tures, is overdeveloped and that, in light of its economic situation, steps

must be taken to reduce the relative size of this sector. The final point

is that as this retrenchment occurs, an appropriate role for the Federal

government is to assume an increased share of the burden of welfare-lest the

economically-disadvantaged bear a disproportionate amount of the costs of

these cut-backs.

A region-oriented perspective (comparing 14 Northern Tier States with

16 Southern Tier States) focusing on many problems similar to those addres-
sing here can be found in Roy Bahl and Larry Schroeder, "Fiscal Adjustments
in Declining States," in The Municipal Fiscal Squeeze: Problems and Potentials
ed. by Robert Burchell (New Brunswick: Center for Urban Policy Research,

forthcoming).
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The Economic Experience of New York State

It has been persuasively argued elsewhere that New York State has

suffered from economic decline over the past two decades. Absolute

decreases in population since 1970 and nearly continuous declines in manu-

facturing employment since the middle 1960s both provide some basis for

this conclusion. Furthermore, In relative terms it is quite obvious that

New York today is no longer nearly as dominant vis-a-vis the rest of the

nation as it was twenty years ago. Table I documents the State's relative

decline In terms of three commonly-used measures of economic strength--

population, employment and income. While New York's population share fell

from 9.4 percent to 8.1 percent of national totals during the 1960-78 period,

employment shares declined even more rapidly from 11.4 percent to 8.2 percent.

As important was the fact that relative shares of income were declining over

this same period at a rate faster than the decline in population leading to

a fall in per capita incomes from over 20 percent above the national aver-

age to slightly greater than 5 percent above in 1978. There does appear

then to be a definite convergence of the economic base in New York State

to that of the rest of the nation.

Whether or not this convergence is likely to continue -into the future

is, of course, a speculative question. The natural workings of markets may

tend to slow the rate of convergence as New York State approaches the rest

of the nation. For example, relatively faster increases in wages in the

IRoy Bahl, "The New York State Economy: 1960-1978 and the Outlook,"
Occasional Paper No. 37, The Metropolitan Studies Program, The Maxwell
School (Syracuse, New York: Syracuse University, 1979).
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TABLE I

PERSONAL INCOME, POPULATION AND EMPLOYMENT:
NEW YOPK STATE COMPARED WITH THE RATION

New York as Percent of United States

1960 19/0 1975 1976 1977 1978

Population 9.4 9.0 8.5 8.4 8.3 8.1

Personal Income 11.5 10.7 9.4 9.1 8.9 8.6

Per Capita Personal 123.3 118.8 111.2 108.3 107.0 105.9
Income

Employment 11.4 10.1 8.9 8.6 8.3 8.2

SOURCES: U.S. Department of Libor, Bureau of Labor Statistics, Employment
and Earnings, States and Area_. 1939-75, Employment and Earnings
August and October, 197, 177. 1976, 1975; U.S. Department of
Commerce, Bureau of Economic Analyst$, Survy of Current Business,
December 1965, p. S-2, August 1977. p. 8. Table 10, and August
L978, p. 15. Table 1; and U.S. Department of Comerce, Bureau of
Economic Analysis, Regional Economic Information System, Unpub-
lished data, 1978; U.S. Bureau of the Census, Current Population
Reports, Series P-25, No. 727, July 1978, and P-25, No. 799.
April) 1979. -
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South and West may alter former wage differentials that likely played an

important role in the employment growth of these regions during the past

twenty years. Nevertheless, it does seem most reasonable to anticipate

that convergence will continue. Forecasts from several long-term projection

models suggest that New York State will experience continued net outmobility

at least through 1990, continued relative decline in manufacturing employ-
2

ment and lower incomes relative to the rest of the nation.

The Public Sector of New York State

That the state-local public sector within New York State is highly

developed appears quite obvious from the data shown in Table 2. While its

per capita state and local spending in 1963 was more than 27 percent greater

than in the other forty-nine states, these expenditures were supported by

incomes that also were considerably above those in the rest of the nation.

Thus, relative to income, New York's committment to the public sector can-

not be considered to have been overly developed in the early 1960. How-

ever, the secular economic decline noted above together with expansion of

its public sector have jut New York Into the position where (by 1978) Its

state and local spending per dollar of income was 30 percent greater than

in the rest of the nation. Alternatively, while per capita incomes in

New York in 1978 were approximately 6 percent above the rest of the nation

(Table 1), its per capita state-local expenditures were 44 percent greater

than elsewhere.

IInterestingly, at least in terms of manufacturing wages through 1975,
there does not appear to have been a substantial closing of the average wage
gap between the South and other regions. See Dennis M. Roth, "Regional Employ-
ment Shifts and Wage Changes," Selected Essays on Patterns of Regional Change.,
U.S. Senate, Committee on Appropriations (Washington, D.C.: Government
Printing Office, October 1977), pp. 21-101.

2
For a review of five long-term projection models of population._employ-

ment or income, see Bahl, "The New York State Economy: 1960-1978 and the
Outlook," 1979.
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TABLE 2

GROWTH IN STATE AND LOCAL GOVERNMENT EXPENDITURES:
NEW YORK STATE AND THE REST OF THE NATION, 1963-77

New York State as b
Percent of the Rest

New York State Rest of the Nation of the Nation
Per Dollar Per Dollar Per Dollar

Per of Personal Per of Personal Per of Personal
Year Capita Income Capita Income Capita Income__

1963

1964

1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978p

393.81

458.18

479.84

530.11

614.62

703.89

816.23

919.35

1075.50

1238.72

1319.41

1448.20

1611.14

1735.41

1795.24

2201.5

13.12

15.38

15.31

16.31

17.70

18.50

19.93

20.61

22.71

24.80

25.03

25.17

25.49

26.38

25.35

28.92

308.59

352.29

377.16

411.96

459.54

493.33

554.32

626.04

700.48

759.07

819.41

891.92

1027.07

1140.37

1213.76

1528.78

12.94

14.96

15.26

15.47

15.96

16.12

16.72

17.28

18.39

18.83

18.71

18.08

19.31

19.69

19.24

22.14

127.62

130.06

127.22

128.68

133.75

142.68

147.25

146.85

153.54

163.19

161.02

162.37

156.87

152.18

147.91

144.00

101.19

102.46

100.29

104,76

109.57

112.91

119.17

116.81

120.4C

131.69

129.29

134.06

127.91

133.98

131.08

130.65

SOURCE: Governmental Finances in 1963-77, Series GF/No. 5, Tables 18,26;
1962/3 and 1963/4: Tables 17, 25; 1966/7: Tables 13, 27; 1977/8:
Tables 12,26. (Preliminary data).
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Often noted in any discussion of state and local expenditures within

New York is &pending oi public welfare. As the data in Table 3 suggest,

the period 1963-78 saw New York state-local public welfare expenditures,

both in per capita terns and per dollar of personal Income, increasing

greatly relative to the rest of the nation. In fact, relative welfare

expenditures increased in New York State at a rate faster than did relative

total state and local spending. Whereas in per capita terms New York spent

13.7 percent more on ?ublic welfare in 1963 than did the other states,

this ratio had-risen to nearly 83 percent more by 1978. This is consider-

ably greater than the 44 percent larger total per capita state and local

expenditures for all functional areas (Table 2).

Several reasons lie behind these increases. The above-cited changes

in the New York State economy, especially its experience during the national

economic declines of 1969-71 and 1974-7j, increased the need for and parti-

cipation in welfare programs (see Table 4). Second is the fact that there

exists in New York State a wider variety of income transfer programs than

generally available in many other states. For example, "Home Relief" Is

available to provide "financial assistance for needy persons who do not meet

the -ligIbility requirements of a federally administered or aided category."

In addition, some Federally-funded programs (e.g., SSI) are supplemented

from own-source revenues. Finally, based on current statutes, the principal

public assistance program (Aid to Dependent Children) and the Medical Assis-

tance program are supported nearly equally from Federal and state-local

INew York State Department of Social Services, Annual Report. 1978
(Albany, 1979), p. 8.

60-582 0 - 80 - 24
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TABLE 3

GROWTH IN STATE AND LOCAL GOVERNMENT PUBLIC WELFARE EXPENDITURES:
NEW YORK STATE AND THE REST OF THE NATION, 1963-77

New York State
Per Dollar

Per
Capita

32,62

35.51

40.35

46.22
59.29

95.44

120.46

134.81

155.44

180.74

201.12

213.18

231.62

281.07

296.87

296.16

of Personal
Income

1.09

1.19

1.29

1.42

1.71

2.51

2.94

3.02

3.28

3.62

3.82

3.71

3.76

4.27

4.19

3.89

New York State as a
Percent of the Rest

Rest of the Nation, of the Nation
Per Dollar Per Dollar

Per of Personal Per of Personal
C Income Capita Income

28.69

29.58

31.78

33.30

39.89

44.72

53.94

66.06

81.80

93.49

103.91

108.05

117.92

134.6

147.39

161.86

1.20

1.26

1.29

1.25

1.39

1.46

1.63

1.84

2,16

2.32

2.37

2.19

2.21

2.31

2.35

2.34

113.70

120.05

126.96

138.80

148.62

213.42

223.32

204.07

190.02

193.33

193.55

197.30

196.42

209.66

201.42

182.98

90.31

94.44

100.00

113.75

123.22

171.81

180.41

164.21

151.93

156.01

160.99

169.19

170.26

184.97

178.40

166.01

SOURCE: Governmental Finances in 1963-77, Series GF/No. 5, Tables 18, 26;
1962/3 and 1963/4: Table 17,25; 1976/7: Tables 13,27; 1977/8:
Tables 12,26. (Preliminary data)

Year

1963

1964

1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978P
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SELECTED INDICATORS OF SOCIAL WELFARE ACTIVITIES IN NEW YORK STATE, 1963-77

All Public Assistance Programsa

Monthly Average
Year Number Cases

1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

262,222
286,306
310,460
308,497
358,478
443,976
511,191
577,022
670,868
727,339
703,348.b

432,543
490,823
529,727
529,362

Monthly Average
Number Persons

647,817
721,544
789.440
826,413
984,561

1,210,601
1,371,147
1,520,622
1,724,886
1,802,086
1,694,229.b

1,355,922
1,459,651
1,484,145
1,430,556

Aid to Dependent Children

Monthly Average
of Persons

440,817
497,038
548,011
596,313
721,580
886,860

1,013,948
1,126,994
1,266,192
1,289,750
1,232,039
1,176,724
1,217,265
1,231,361
1,213,391

Monthly Average
Payment

Per Person

$ 42.43
45.29
48.49
51.09
55.&4
67.45
65.40
70.02
75.23
78.43
79.81
93.25
99.10

118.75
117.28

Medical Assistance
Monthly Average Yearly

Number of Average
Beneficiaries Payment

229,151 c
460,102
875,371
958,236
895,843
992,976
970,523

1,040,564
1.083,451
1,151,619
1,236,031
1,128,068

$1,035
1,319
1,184
1,073
1,150
1,602
1,884
1,829
1,957
2,407
2,362
2,368

aIncludes Aid to Dependent Children, Emergency Atsistance to Families, Emergency Assistance to Adults,
Home Relief and, prior to 1974, Aid to the Aged, Blind and Disabled. Emergency Assistance to Adults and
Home Relief are financed entirely from State and Local Appropriations.

bEffective January 1974, the Aged, Blind and Disabled programs were transferred to Supplemental Security

Income (SSI).
CMedical Assiskance became effective May 1, 1966 under Title XIX of the Social Security Act.

SOURCE: New York State Department of Social Welfare, Statistical Supplement to the Annual Report (Albany,
various issues).

C-4



368

sources. Currently the Federal-state-local sharing proportions for the Aid

to Dependent children is 50%-25%-25% and for Medical Assistance it is

approximately 46%-272-27Z. Thus, to the extent that payment levels increase,

primarily due to Inflation, own-source revenues must bear over one-half the

burden.

While the role played by social welfare programs is an important one,

of more interest here are the general future tax and expenJitures policies

to be undertaken in states like New York. The trends cited above suggest

that the overly developed public sector within New York State must somehow

be pulled more into line with its economic base. Recent actions taken

within the State imply that this need is understood and appreciated by

policy-makers. There recently have been decreases in taxes on both personal

and business incomes, probably under the belief that high tax burdens are

at least a partial cause of the economic problems of the State. Secondly,

a wide variety of tax and loan Incentive programs have been made available

to those undertaking new investments within the State. In fact the list

of these programs appear as extensive as anywhere else in the nation.
2

Third, there has been an attempt to slow the rate of increase in expendi-

tures and, based on the data in Table 2, this apparently has succeeded.

1
The fact that the State of New York and its localities (counties,

except for New York City) share nearly equally in the burdens for social
welfare services raises further important financing issues. Service levels
are basically mandated by the State with revenue raising responsibilities
shared with its localities; yet the tax structures of the local governments
may be less responsive to income changes. This is, however, basically
an intrastate issue and outside the subject under examination here.

2For a description of these varied programs together with summar infor-
mation on programs in other states, see New York State Department of Commerce,
Bureau of Business Research, Tax Incentives and Financing Assistance for
Industrial Locations (Albany, 1973). Whether or not such programs are
either effective or socially efficient is, unfortunately, open to question.
For a review of the issues involved, see Larry Schroeder and Paul Blackley,
"State and Local Government Locational Incentive Programs and Small Business
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Relative to the rest of the nation, declines are observed in per capita

state-local spending since 1974 and in spending relative to personal

incomes within the State since 1976. Furthermore, in his recent budget

message, Governor Carey proposed that there be an explicit policy to

decrease State government spending relative to personal Income in the State

from its present 9 percent level to 8 percent by FY 1985.1 In addition

the Budget Message called for further efforts to decrease error rates

associated with the various welfare programs--efforts that have been

stressed both in Budget Proposals and new program initiatives over the

past several years.

The Potential Role of the Federal Government

In light of the general relative decline of the industrial Northeast

and Midwest, what role can, or should, the Federal government play? On

the one hand, it does not seem reasonable for the Feezl government

to employ massive grants simply to maintain an overdeveloped public

sector. This would likely only prolong the period of continuing fiscal

crisis and is unlikely to succeed in reversing what may be a natural con-

sequence of a maturing economy that has lost at least some of its com-

parative economic advantages. On the other hand, a purely laissez-faire

approach that allows purely market forces to attain a new equilibrium

also does not seem reasonable. Instead, there should be a recognition

that States such as New York must retrench to a lover level of public

services and that the Federal government can aid in this transition process.

(cont.) in Region II," A paper prepared for the Small Business Adminis-
tration project, "The Regional Environments for Small Business and
Entrepreneurship," (Syracuse, New York: Metropolitan Studies Program,
1979).

1
Hugh L. Carey, State of New York Annual Budget Message, 1980-81

(Albany, January 22, 1980), pp. H6-Mll.
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While retrenchment is certainly called for, little is currently known

about the management of cutbacks in the public sector.1 Yet it must be

recognized that there exists a set of competing demands facing this sector--

demands which are likely to become more intense in an environment of rela-

tive cutbacks. Committed spending in the form of per capita debt service

costs in New York State far exceed those in the rest of the nation.2 The

capital infrastructure in the State has long been ignored with considerable

expenditures necessary to bring it up to standards.
3 

There is some evidence

that public sector wages have lagged behind those in the rest of the nation,

a fact that may entail further pressures on the fisc. While the long-

term demographic changes in the State have lowered the size of the school

age population, the aged, with their own special needs and demands, now

constitute a significantly larger proportion of population totals.
4

New York thus faces the situation wherein it must cut back on the

relative size of the public sector yet there will be major pressures applied

- 1For a discussion of issues associated with the management of organi-
zational cutbacks, see the "Symposium on Organizational Decline and
Cutback Management," edited by Charles H. Levine, Public Administration
Review (July/August, 1978): 315-357.

2For example, in 1977-78 state-local per capital interest on debt in
New York was $149.87 (second only to Alaska's $298.61) or 2.73 times greater
than the United States' average of $54.95. From U.S. Bureau of the Census,
Governmental Finances in 1977-78 (Washington, D.C.: Government Printing
Office, preliminary data). Table 24.

3
Issues associated with the deteriorating capital infrai.ructure and

its financing are discussed in George E. Peterson, "Capital :pending
and Capital Obsolescence: The Outlook for Cities," in The Fiscal Outlook
for Cities, ed. by Roy W. Bahl (Syracuse, New York: Syracuse University
Press, 1978), pp. 49-74. While the focus there is on cities, the problems
of financing capital spending are not limited to only the largest cities
in the nation. See for example, Office of Envirotmental Quallty,'New York
State Department of Environmental Conservation, "Financing Environmental
Capital Infrastructure in the State of New York During the Comiog Decade:
A Case Study for Allegany and Broome Counties," (Albany, 1979).

4
For evidence on these wage and demographic trends, see Bahl,

"The New York State Economy: 1960-1978 and the Outlook," 1979.
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by different segments of the population to derive larger pieces of the

relatively smaller pie. Where does this leave the segment of the popula-

tion currently served by social welfare expenditures? At least one scenario

of the Sta-te's future would have it achieving its goal of decreasing the

relative size of the public sector to fall into line with that in the

rest of the nation, but that the primary bLrden of this decrease would be

placed upon those least able to mount a campaign; against such cutbacks--

namely the lower income residents of the State.

What this they suggests is increased Federal assistance to ease the

transition period to a lower relative level of public sector activity in

states such as New York. A well-conceived program involving increased

Federal participation in welfare programs would seem to provide a vehicle

whereby this retrenchment could occur without placing undue costs on the

economically least advantaged segment of its population.
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Senator MOYNIHAN. And now Mr. George Gilder of Tyringham,
Mass.

Mr. Gilder, you are an author of a wide and acclaimed achieve-
ment and we have asked you to come and talk to us about some of
your findings about the personal aspects of this subject and your
own very personal researches.

STATEMENT OF GEORGE GILDER, TYRINGHAM, MASS.
Mr. GILDER. Thank you very much for the opportunity.
In answer to your question, I think the chief thing that has

struck me is that the situation in the inner city has been getting
steadily worse, in accordance with all the indices that you used in
your famous report focusing on the black family. All those indi-
ces-family breakdown, youth unemployment, crime rates among
juveniles-have all as much as doubled since the year that you
made these studies.

This leaves me to raise the question of whether poverty does
have very much to do with the kind of measures of income which
are chiefly employed in measuring it in most of the literature on
the subject of welfare.

It seems to me that poverty is more a state of mind and family
disorganization, than it is of income idia society like the United
States. So, since 1965 we have had a war against poverty which did,
indeed, change the pattern of distribution of income in the country
to such an extent that it is now said that only 6 percent of Ameri-
cans are below the poverty line-and indeed, that 6 percent is a
rotating number. That means that a very small proportion of the
American people are impoverished by this standard of income.

But it seems to me that this misrepresents the situation drasti-
cally, that in fact, you cannot reduce poverty by redistributing
income. You intensify and exacerbate it by this process.

So that what you have is more family breakdown than before,
and you have an increasing collapse of the man's role as provider
which is the crucial force in economic development in all countries. -
And to the extent that welfare programs make the man's role more
optional, they therefore exacerbate pov.-rty. And that is what any
income maintenance system will do.

The Denver and Seattle experiments are often treated as though
they examine some utterly unlikely program of national income
guarantees. But, in fact, we have a program of guaranteed incomes
for any girl over 18 who is willing to have an illegitimate child, or
for any family which is willing to break down or separate. What
the Denver and Seattle experiments demonstrated was that if ADC
were more effectively marketed, if you extended the war on pover-
ty from the center city where it has already so marvelously tri-
umphed into the rural areas and reached out more successfully to
poor white families, you could easily double the number of recipi-
ents of ADC. I think this is a particularly important perception at
a time when increasing numbers of Hispanics are entering the
country and are likely to continue entering it because of the in-
creasing need for menial laborers in many parts of the economy
and the aging of the baby boom generation. This group is no longer
so willing to do agricultural labor and other various kinds of indus-
trial labor. I
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The social security system is also going to come under increasing
stresses. So it seems to me inevitable that large numbers of new
immigrants are going to come to our shores and we are going to
accept them. The question is whether they are greeted with bilin-
gual education programs and engraved invitations to join the wel-
fare culture or whether they are treated the way other immigrants
throughout our history have been treated in the glorious saga of
upward mobility in American society.

There is just as much opportunity as ever for small business.
Since 1955 there has been a tripling of the number of small busi-
ness starts in the country. The whole idea that there is a closing
down of opportunity within our economy is erroneous, as many
immigrant groups who have not been inducted into the welfare
culture have demonstrated.

My answer to this, to the extent that I have one, is your previous
answer: child allowances accompanied with the deterioration of the
benefits through inflation-not deterioration necessarily in their
ability to sustain people, but rather changing them into inkind
benefits and various subsidies that are less attractive than money
and leisure, which is the welfare package.

The advantages of child allowances, which you taught me, are
that they mean welfare is not the only source of income in the
society that expands as the family grows larger. That is one point.

Another point is that child allowances relieve the pressure to
increase the minimum wage all the time on the assumption that
every income has to support a--

Senator MOYNIHAN. That is a new point. Every job need not
support a family of five. A great number of people holding it do not
have any family at all, or only one or two children.

Mr. GILDER. That is right.
And also, child allowances reach not only the welfare family but

also the welfare prone family as it expands. So it will have those
effects of reinforcing family stability that, unfortunately, the
family assistance plan did not, because it was means-tested and
thus did erode the man's role as provider as the benefits increased.

And I think, therefore, the general direction we should pursue is
child allowances, not means-tested. They cannot be means-tested.
As soon as they are means-tested you get the same problems that
AFDC and all these other programs have. In addition, we need a
change of the current benefits into forms that are less attractive.
This is the hardest nut to crack but it may be that, if inflation
proceeds as we anticipate in the next several years, these benefits
will decline in real value.

If they are indexed, however, to the CPI as social security is, it
will mean that the position of nonworkers will steadily improve
with relation to the rest of society because most people s incomes
do not increase in proportion to the CPI and the CPI itself probably
exaggerates inflation by about 20 percent.

So that anything attached to the CPI in fact is improving the
position of indexed income earners.

Senator MOYNIHAN. Have you dane any study of this, or have
you just read other studies, about the arguments concerning the
CPI and the weighing of new housing, and things like that.
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Mr. GILDER. New housing, but also mortgage interest, which, of
course, is only partly real interest. The other part is all an infla-
tion premium which actually pays back part of the principal and
is, more over, tax deductible.

So most people--
Senator MOYNIHAN. Most people make money out of interest.
Mr. GILDER. They benefit from it.
Senator MOYNIHAN. Yes.
Mr. GILDER. So we have two parts of the CPI that together

comprise between 20 and 25 percent which are items which are
actually benefiting most people who experience them. And so if you
index these benefits, you are creating a steadily expanding burden
on the productive parts of the economy, as the social security
system will do to the extent that it is indexed. It will steadily
increase incentive to retire and to qualify for it in various ways.

Senator MOYNIHAN. That is something that has to be addressed.
It is an innocent figure when it is put together for the benefit of
those who are curious and for the Council of Economic Advisers.
But now it has suddenly become an engine of cost increases in
Government-yes, I think the time has come for a fresh look at
that CPI.

But now, tell me. Speak a little bit to your own research on the
effect of the existing welfare systems. There is not much real data
here, is there.

Mr. GILDER. No. I think it is all just terribly mushy. I spent 2
years living next to what could be called inner-city Albany which
really is not very inner city, but interviewing people in the welfare
culture.

Senator MOYNIHAN. What is the name of that? The Hill?
Mr. GILDER. Clinton Avenue, Arbor Hill.
Senator MOYNIHAN. Arbor Hill. Arbor Hill against the world. I

was married in Albany and my first children were born there in
the 1950's and I knew Arbor Hill well.

It was not there, you might be interested to know, a slum. It was
a community, a racially-defined community, but a very intensely,higlY organized one and proud of itself.

fr. GILDER. I did compare the figures from the earlier period
with the period that I was examining and there had been a steady
deterioration by all those indices that you had used in your report
on the family.

Senator MOYNIHAN. That collapsed. Something happened in the
sixties. What do you think it was.

Mr. GILDER. I think it is the war on poverty. I think it is a
preoccupation with poverty that could only--identify one group of
poor people. The rest of the poor people were very elusive. But at
least you could find blacks, and you knew where they were, and
you could go and direct all of the programs toward them, and the
result was that this war on poverty arrested in its tracks an
ongoing improvement in the conditions of blacks in America's
inner cities.

Senator MOYNIHAN. That is nothing if not a boldly formulated
proposition.

Mr. GILDER. I think that is what happened and I think it is a
terrible tragedy which we should be very careful not to extend to
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Hispanics. Hispanic families have been more intact and more
stable than black families until recently. Now Hispanic families
are beginning to break down at twice the pace that black families
are currently dissolving and this is just a terrible tragedy. Because
what you are seeing is the destruction of the only engine of upward
mobility in any economy.

The family is it. That is what makes people rise up. It makes
people work and accomplish. And if you have other sources of
family support, the man is off on the street or going from one
household to another. This is a crucial point of my book on Albany:
most of the welfare recipients are not on welfare, so that any job
programs or any of the other uplift programs that are restricted to
the welfare population itself miss all the able-bodied men who are
benefiting from welfare-in other words, the men who are not
listed on the roles but who live off a succession of different welfare
mothers.

That is one of the real problems of all welfare reform programs
that try to change the incentives of the people listed. Of course, the
crackdowns on the so-called able-bodied men always hit aging
winos and people who just cannot cope and are really in bad shape
anyway. The crackdowns always focus on these vulnerable men
while the men who are actually perfectly able bodied and living off
welfare through a succession of welfare mothers are not touched by
any of these reforms or restrictions.

That is really the tragedy because those people could work and
they could be conferring upward mobility on the innercity black
population as so many other immigrant groups are doing.

Right now in American cities with unemployment rates in the
ghetto of up to 50 percent or something among ghetto youths you

ave, at the same time, Koreans and Vietnamese, Lebanese and
West Indians and Portugese and Chinese and all sorts who are
moving up very rapidly just as any other previous group arriving
on our shores. It is the dependency culture that prevents this
upward mobility among ghetto blacks. Incidentally, most of black
society is continuing upwardly mobile. All these comments, of
course, are focused on the inner-city welfare culture.

Senator MOYNIHAN. That sort of dividing phenomenon that we
begn to see.

r. GILDER. And there are a lot of whites in it too.
Senator MOYNIHAN. There is a convergence in what you say and

what Eli Ginzburg said this morning. I thought it was a remark-
ably resonant statement and I think you probably heard it. When
he said that in the 1930's when the British turned to the dole, to
welfare as a way of dealing with recession, and you villages in
Wales where no man had worked in 10 years, it was then that
President Roosevelt turned to job creation.

And you had that summary of things, the PWA and the WPA
and the Civilian Conservation Corps and so forth, and it certainly
was work, even though it was described as leaf raking because it
was not hard enough for the standards of the time.

And then we had the War on Poverty. Mr. Shriver was at Presi-
dent Johnson's Cabinet table. Mr. Yarmolinsky and I, who came
with him, were sitting behind him. I was there at the creation, and
we had in that program a proposal to create a million jobs by
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adding 4 cents to 6 cents to the cigarette tax. And President
Johnson, who was only half-listening to us, heard that and he said,
"Well, this year we are cutting taxes, we are not increasing taxes."
And then he picked up the telephone and started talking to some-
body else and that was the last that job development was heard of
in the poverty program.

And we went, instead, to community organizing and service pro-
viding and things of that sort which, whatever they were, were
different from the job creation pattern which had been the re-
sponse of the Roosevelt pattern.

And we certainly intervened in a social system and 15 years
later we surely cannot point to many indices in which we can say
that the unemployment problems are all fixed up. To the contrary,
most of the data, to the degree that any data impel us in this
direction, have deteriorated.

And as they have deteriorated, the sources of the deterioration
have become ever more deceiving, I think, and there is a huge
avoidance of reality here-or at least I find it so.

This is a subject which, in the main, just is not talked about and
no one is going to talk about it. One of the ways we have solved
this problem is to act like it does not exist. And yet it does exist
and one of the reasons for this-and you can tell any friends that
you have in Cambridge, Mass., who want to know why we are
having such terrible trouble getting welfare changes around this
country-is that there are just too many parts of this country that
do not want to happen to them what they think happened to us in
New York. Do you have any sense of that?

Mr. GILDER. I think that is true, and it is right.
Senator MOYNIHAN. And you think they are right.
Mr. GILDER. They are right. You create those minimum stand-

ards across the country and you will greatly exacerbate the prob-
-lem in all of the Southern States.

I did not only study Albany. I studied also--
Senator MOYNIHAN. South Carolina, did you not?
Mr. GILDER. Yes, I went to Greenville, S.C. and examined that

- data and also interviewed a great many people in Greenville. I had
a few days of very intense interviews.

And it is right. The situation is better down there and the
difference began at just the same-time, about 1965. Before 1965, the
Albany, N.Y. female-headed families were about the same number
as they were in Greenville, S.C.

But at that point, there began a steep increase in the number of
mothers of small children on welfare in Albany and no such in-
crease happened in Greenville. I think maybe the impact of collec-
tive northern programs are becoming greater now, and I have been
told by someone-I am not sure myself; I could not find any evi-
dence-but I am told that Greenville is getting worse now, and I
think if you did greatly increase the rate of ADC payments in
Greenville, you could recreate the Albany situation.

There are all sorts of ways to misrepresent this data, because
there are lots of old black women in the South who did not move
North with their sons and even husbands, so they are female-
headed families. You will not see the difference between Albany
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and Greenville that began in 1965 unless you examine young moth-
ers, young female-headed families on welfare.

That is where the difference becomes dramatic between the
North and the South.

Senator MOYNIHAN. Well, again, to relate to a remark of Dr.
Ginzburg earlier on, he said we are not getting any welfare reform
because there is such profound regional disagreement in this
matter. I have not been here long enough to know if you are
supposed even to mention such things.

But over in the conference committee on the windfall profits tax,
we know there is a difference between North and South and be-
tween Alaska and everyplace else.

And so your thought, sir-you are basically of the proposition
that family allowances, an early idea that we have been fooling
around with-makes sense. We are the only industrial democracy
that does not have family allowances and we are the only one that
has this kind of dependency problem. -

Mr. GILDER. England is imitating us increasingly, though.
Senator MOYNIHAN. They will get there.
The level of analytic competence is very low, partly because the

subject has become so difficult. The costs of being direct are very
painful and the bureaucracy in Washington cannot deal with this
subject at all. It has in effect been silenced.

The level of boldness in a bureaucracy is rarely high and in this
case the HEW bureaucracy-HS bureaucracy-is a welfare system
of its own, frankly, and they have become addicted to it. They stay
forever and do nothing.

Well, we thank you very much for some very strong medicine. I
have a copy here of an article by you entitled "The Coming Wel-
fare Crisis" and I would like to put this in the record, too, if I may.

- Mr. GILDER. Thank you very much.
Senator MOYNIHAN. And I would like to thank you and express

my admiration for someone who can be as devoted as you have
been to finding out firsthand, to acquiring hands-on knowledge, of
a difficult problem. It takes courage. It takes stamina. It takes the
kind of nerve of failure which you do not find in bureaucracies and
there are very few people who do it on their own.

We much appreciate your coming here, sir.
Mr. GILDER. Thank you very much.
[The material referred to follows:]

THE COMINO WZLFARE CRIsIs

(By George Gilder)
As the seventies drew to a close there transpired in America a new consensus on

welfare. From all parts of the political spectrum experts rushed forward to an-
nounce in confident tones beliefs that would have seemed shocking just a few years
before. Within recent memory, there had been high expectations for "welfare
reform," based on an earlier consensus in favor oi federal income supports de-
signed-depending on considerations of cost and work incentives-to lift all Ameri-
can families out of poverty. It was to be a negative income tax redistributing money
to the poor as automatically and comprehensively as I.R.S. takes it from the rest of
us. Endorsed on various occasions by such divre voices as Richard Nixon, Milton
Friedman, George McGovern, Paul Samuelson, and-above all, in eloquent persist-
ence, Daniel Patrick Moynihan-it was an idoa whose time had apparently come.

Then in 1977, the same general position was adopted by President Jimmy Carter
and by coincidence, so it seemed, nearly all the others abandoned it. Moynihan
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announced, with great courage and simplicity: "I was wrong." *'Books and articles
poured forth declaring that the present welfare system, for all its mainfest faults,
was, as it were, "our welfare system, right or wrong": an almost geological feature,
one expert described it, with rocks and rills and purpled hills like America itself. "A
wonderfully complex array of programs, payment levels, and eligibility rules," wrote
Martin Anderson, Ronald Reagan's counselor: "a complex welfare system dealing
with the very complex problem of the poor in America." Anderson thought benefit
levels could even be raised if work and child support requirements were stiffly
enforced. But this new attitude of skeptical resignation to the existing system is no
more promising than the earlier credulity toward radical reforms. Neither approach
faces the most fundamental welfare problem, and both raise the danger of a welfare
catastrophe in years ahead.

For many years, defenders of welfare have acknowledged that the system was
harsh on intact poor families. The answer, it was widely agreed, was to extend
benefits to families with unemployed fathers. This was done in twenty-six states
and, to the surprise of some observers, had no effect on the rate at which poor
families disintegrated. The-reason was clear. As under the guaranteed income plans
tested in Denver and Seattle, which showed some sixty percent increases in family
breakdown and disastrous declines in work, the marriages dissolve not because the
rules dictate it, but because the benefit levels destroy the key role and authority of
the father. He can no longer feel manly in his own home. At first he may try to
maintain his power by the exercise of physical strength. But to exert force against a
woman is a confession of weakness. Soon enough, he turns to the street for his male
affirmations.

These facts of life have eluded nearly all the sociologists who have studied the
statistics of the welfare family. The studies focus on poverty and unemployment as

- the prime factors in family breakdown because the scholars fail to comprehend that
to a great extent poverty and unemployment, and even the largely psychological
conditions of "unemployability," are chiefly reflections of family deterioration. In
any multiple regression analysis, these economic factors will loom largest as causes
of family breakdown because they contain and reflect all the other less measurable
factors (such as male confidence and authority) which determine sexual potency,
respect from the wife and children, and motivation to face the tedium and frustra.
tion of daily labor. Nothing is so destructive to all these male values as the growing,
imperious recognition that when all is said and done his wife and children can do
better without him: the gradually sinking feeling that his role as the provider, the
definitive male activity from the primal days of the hunt through the industrial
revolution and on into modern life, has been largely seized from him; he has been
cuckolded by the compassionate state.

His response to this reality is tbc very combination of resignation and rage,
escapism and violence, short horizon,, and promiscuous sexuality that characterizes
everyhere the life of the poor. Buc in this instance, the pattern is often not so
much a necessary reflection of economic conditions as an arbitrary imposition or
policy: a policy that by depriving poor families of strong fathers both dooms them to
poverty and damages the economic prospects of the children.

In the welfare culture, money becomes not something earned by men through
hard work, but a right conferred on women by the state. Protest and complaint
replace diligence and discipline as the sources of pay. Boys grow up seeking support
from women, while they find manhood in the macho circles of the street and the
bar, or in the irresponsible fathering of random progeny.

The "crackdown" type of welfare reform attempts to pursue and prosecute negli-
gent fathers and force them to support their children. But few of these fathers have
permanent jobs that they value enough to keep In the face of effective garnishment.
Those who do have significant incomes often give money voluntarily to the mothers
of their children. But these funds are rarely reported. The effect of child support
prosecutions in such cases is usually to reduce the amount of money going to the
children by effectively diminishing the AFDC (Aid to Families with Dependent
Children) allotment and to transform the father's payments from a morally affirma-
tive choice into an embittering legal requirement. He tries to escape this situation
as soon as he can. Attempts to force people to work and to support their children-
when it is clearly against the financial interest of both them and their children-
will always fail.

In the cases of the so-called "love children," born of barely post-adolescent fathers
or of others passing by, the child-support litigations are equally futile, for the
children are really the offspring of the welfare culture of AFDC. In a free society a
man cannot long b made to work to payfor children whom he rarely sees, kept by
a woman who is living with someone else. Work is not a matter of mere routine but



379

of motivation-x-efficiency, as it has been called. The fathers arraigned for child
support in the welfare culture typically make a few desultory payments and then
leave their jobs or leave town. Some of them enter the world of part-time word for
cash, or the more perilous but manifestly manly world of crime. Others eventually
get new jobs in the often reliable hope that the computers will not catch up with
them again. But the general effect is to add to the perils of employment and
marriage.

Work requirements are particularly futile because they focus on women with
small children, the official welfare clients, rather than on the unlisted benefici-
aries-on the men who subsist on the system without joining it, who live off welfare
mothers without marying them. These men are not necessarily fathers of the
particular children they happen to be living among. They are just men who live for
awhile with a welfare mother, before moving on to another one. These men are the
key beneficiaries-and victims-of the system. Because the system exists, they are
not forced to marry, or remain married, or learn the disciplines of upward mobility.

There are hundreds of thousands of these men. Their legion is the inevitable
counterpart of the mass of welfare mothers who preoccupy all the social workers
and reformers. Yet the mothers in general cannot lift their families out of poverty;
nor can the social workers. Making the mothers work confers few social benefits of
any sort and contributes almost nothing to the fight against poverty. Only the men
can usually fight poverty by working, and all the anti-poverty programs-to the
extent they make the mother's situation better-tend to make the father's situation
worse, reducing his redemptive need to pursue the longer horizons of career.

These unlisted welfare men from a group almost completely distinct from the
"able bodied men" actually listed on the rolls-aging winos, over-the-hill street
males, wearied ex-convicts, all the halt and lame founderers of the world-who
receive money under the "general assistance" category and are harassed mercilessly
during every crackdown. The real able bodied welfare fathers are almost universally
contemptuous of welfare and wouldn't go near a welfare office. In county jails across
the land, these men disdain all transitional programs designed to give them aid
after release while they get back on their feet. Welfare based employment pro-
grams, like those envisaged in Carter's reform proposals, will tend to miss all the
youths on whom the future of poor communities will finally depend.

Even the anti-fraud bfforts, necessary as they are, can have unfortunate results in
the context-of the welfare culture. The usual way to combat welfare fraud is to
compare the welfare rolls-including all listed husbands and fathers- with lists of
the holders of jobs, savings accounts, homes and other assets, in order to find any
duplications. This approach can certainly discover some types of fraud. One is the
most obvious and reprehensible: the fully employed woman with children who at
the same time collects a day care subsidy and a welfare check, or sometimes several,
perhaps even on the basis of false representations of the ages and number of her
children. This kind of case, though relatively infrequent, always gets lots of public-
ity and is a great triumph for the welfare investigator. The more usual types of
fraud are much more ambiguous. They consist of women on welfare with working
husbands. Often these men no longer live with their wims or have anything much
to do with them; the wives normally are living with other men. This case of fraud
scarcely differs from all the legal welfare cases that also involve absent fathers and
new men in the home. The chief difference in the illegal case is that the woman
made the mistake of getting married and the man made the error of taking an
officially recorded job, buying a house, or acquiring some savings.
- The raud cases, in other words, can often arise among the more honest and
ambitious of the welfare recipients: the ones who tell the truth about the where-
abouts of their husbands or the fathers of their children, the ones who make an
effort to marry or save, or accept regular work-the ones in general who try to
leave the welfare culture and thus come into the reach of welfare department
computers. The anti-fraud techniques necessarily miss the welfare mothers who live
and bear children, of dubious paternity, with a succession of men working from time
to time in the cash economy of the street, or who themselves dabble in prostitution,
sharing apartments with other welfare mothers while leaving the children with the
grandmother upstairs, who is receiving payments for "disability" from a sore back.

Indeed, the Ideal client according to the computer is a woman with several
illegitimate children of unsure paternity who goes deep into debt and spends all her
money as soon as it arrives: a welfare ideal that has proved easy enough to achieve
for some hundred thousand young mothers in recent years. The efforts to radically
reduce the welfare rol by cracking down on morally untisfacry recipients-
"shirkers" and "cheaters" and other miscmants whose crimes can bring crowds
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indignantly to their feet-normally offers a small yield of real offenders but a large
number of marginal cases that would take thousands of Solomons to sort out fairly.

No one argues that welfare should not be resourcefully policed. The law must be
enforced. But endless injustices and anomalies are absolutely unavoidable in any
means-tested system. There is no such thing as a good method of artificial income
maintenance. The crucial goal should be to restrict the system as much as possible,
by making it unattractive and even a bit demeaning. The anomalies and perversi-
ties become serious chiefly as the benefits rise to the point that they affect the life
choices of millions.

As in all insurance policies, it is the level of benefits that determines the "moral
hazards." Fire insurance, for example, becomes an inducement to arson chiefly
when a neighborhood declines to the point that the payoff exeeds the value of the
housing. Our welfare system created "moral hazards' because the benefits have
risen to a level higher than the ostensible returns of work and marriage.

Under these circumstances most of the cases are fraudulent, in the sense that
most of the fathers could presumably marry the mothers of their children and could
support them if they had to. But from another point of view, very few cases are
fraudulent, since neither the mothers nor their men, in the context and psychology
created by the system, could support their children at the levels of "decency" or
"adequacy" specified by the U.S. government in its "low income budget." For an ill.
educated man from the welfare culture to support a family at that level requires
delay of marriage and childbearing until after the development of economic skills,
and then the faithful performance of work over a period of years. These require-
ments are most essentially moral and familial. The attempt to elicit them by legal

pressures while deterring them remorselessly by contrary financial incentives is as
hopeless a venture as has ever been undertake by government.

The most serious fraud is committed not by the members of the welfare culture
but by the creators of it, who conceal from the poor, both adults and children, the
most fundamental realities of their lives: that to live well and escape poverty they
will have to keep their families tether at all costs and will have to work harder
than the classes above them. In order to succeed, the poor need most of all the spur
of their poverty.

The battle between the two kinds of welfare "reform," liberal and conservative, is
largely fake. Neither side is willing to tolerate fraud, both sides advocate largely
fraudulent work requirements, and neither side understands the need to permit a
gradual lowering of the real worth of benefits-by allowing inflation to lower their
money value and by substituting relatively unpalatable in-kind supports. In fact,
both sides are willing in inciple to index the benefits to the price level, thus
making them yet more riarbleand attractive, still preferable in every way to the
taxable, inflatable, losable, drinkable, druggable and interruptible earnings of a
man (not to even consider the female recipient's own potential earnings which
require many hours a month of lost leisure and onerous work). All earnings more-
over, entail the hazards of foregoing Medicaid in sickness, food stamps in the

grocery, housing subsidies for the lucky, and public defenders for the unlucky, often
needed in the welfare world. The conventional wisdom on welfare has not even
begun to acknowledge or come to grips with the implications of this long series of
generous and seductive programs.

Any welfare system will eventually extend and perpetuate poverty if its benefits
exceed prevailing wages and production levels in poor communities. A change in
the rules can produce immediate cutbas, as Reagan proved. But in time welfare
families will readjust their lives to qualify for what is their best available economic
opportunity. As long as welfare is preferable (as a combination of money, leisure
and services) to what can be earned by a male provider, the sstem wIl tend to
deter work and undermine families. Rigorous enforcement of the rules only means
that the families must adjust nore and conceal more In order to meet the terms
specified by Washington.

The Denver and Seattle experiments give what should be shocking testimony to
the existing dangers of AFDC. These tests are ordinarily discussed as if their
interest was chiefly academic, bearing on the problems of some now utterly unlikely
program of guaranteed incomes. But, in fact, AFDC already offers a guaranteed
income to any childraising couple in America which is willing to break up, or to any
teenaged girl over sixteen who is willing to bear an illegitimate child. In 1979, there
were some twenty million families which could substantially improve their econom-
ic lot by leaving work and splitting up. Yet they did not, Three fifths of eligible two-
parent families resist all the noxious advertising campains0 even to apply for-food
stamps, which they can have merely for the asking. Mil lins of qualified couples
continue to jilt the welfare state. Only in the ghetto, among the most visible,
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concentrated, and Identifiable poor, have the insidious seductions of the war on
poverty and its well-paid agents fully prevailed over home and family.

What the HEW experiments showed, however, was that many of the yet un-
reached families are vulnerable to a better marketing effort. They will break down
rather readily when fully and clearly informed of the advantages and not effectively
threatened with child-support suits. In other words, the test showed that millions of
jobs and marriages would be in jeopardy if placed in the midst of a welfare culture
where the dole bears little stigma and existing jobs pay amounts close to the welfare
level, or pay cash untraceable by official investigators.

The tests suggerst that as serious as existing welfare problems may seem, they
are dwarfed by the potential crisis in prospect. At present, even among the actual
clients of AFDC, only about one fifth have capitulated to the entire syndrome of the
welfare culture. Only twenty percent accept the dole as a more or less permanent
way of life. That twenty percent, though take some sixty percent of the money. The
rest of the beneficiaries dip into the system during a few years of family crisis and
then leave it, often never to return. One danger of benefits indexed to inflation is
that they will induce increasing numbers of welfare cases to become welfare cul-
tures, with results resembling Denver and Seattle.

The more profound threat, however, arises from the current demographic situa-
tion. There are three-principal trends relevant to welfare: One is a fifteen year
period of declining birth rates beginning in the mid 1960s; two is the aging of the

by boom generation; and three is the increasing reluctance of the American poor
to perform low-wage labor. These trends mean that beginning in the mid-1980s,
there will be a long-term decline in the number of workers available to support the
increasing numbers of the retired. This development portends a grave crisis for our
social security and pension systems. It is doubtful that work effort will persist if
pension taxes rise to double and triple the current levels, even if largely disguised
in value-added or other forms of concealed imposts.

The solution to this problem, though, is close at hand, looming beyond the shores
of the Rio Grande. The current flood of immigrants, legal and illegal, will be
permitted to join the official economy and replace the unborn workers of the b~y
dearth, who might have paid for the pensions of their elders. It takes no special feat
of insight or imagination, or even much scrutiny of Latin American birth rates and
economic Frowth levels, to predict this development. Immigration will persist. The
current Hispanic minority, which now numbers some twelve million-about half the
black population-will equal it within a decade or so. Whether the Hispanic minor-
ity will follow the footsteps of blacks into the welfare culture should be a para-
mount concern of American domestic policy.

As the seventies drew to a close the portents were dire. Hispanic families, once
more stable than black families, retained a small advantage in proportions still
intact, but they were breaking down at about twice the black pace. Legalized aliens
were moving onto welfare in distressing numbers. Hispanics were increasingly
adopting a posture of confrontation with the government, seeking aids and subsidies
and "minority status," and were discernably slowing their movement into business
and low-wage jobs.

Even more disturbing with the response of the U.S. government. Rather than
learning the clear lessons of the American experience with Indians and blacks-the
previous minorities reduced to a state of bitter dependency by government-the
Washington bureaucracies were rushing to accommodate the new immigrants
within the old formulas of "discrimination" and "poverty." Far worse, as Tom
Bethell described in a devastating Harper's article, HEW adopted, in defiance of the
entire glorious history of previous immigrants in America, an utterly indefensible
program of bilingual education, which in practice means education in Spanish. At
the same time, HEW is issuing requirements that all public documents and forms
be translated for Hispanics. These actions simultaneously undermine the group's
entry into American life and culture, segregate it in presumably separate but equal
classrooms, often run, according to many reports, by anti-American teachers, and
open the group chiefly to two influences: Spanish-speaking politicians with an
interest in segregation, and Spanish translations of bureaucratic social programs.

These approaches together constitute for hispanic women a gilded path into the
arms of the welfare state, and for Hispanic leaders, a glittering invitation to a
politics of sedition and violence-to a prolonged posture of protest, with a segre-
gated and subsidized captive audience, against the country that seduced their
women and left their men without a role.

This is the danger that the welfare culture poses in coming years. It is a danger,
however, that-can be easily avoided. The necessary steps are clear. Welfare benefits
must be allowed steadily to decline In value and attractiveness as inflation proceeds.

60-582 0 - 80 - 25
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The Medicaid program, which alone provides a more than adequate reason to stay
in poverty, must be amended to require modest payments in all but catastrophic
cases, and to apply to the lower middle class. Rents must be paid directly to
landlords, who are easier to supervise than hundreds of thousands of welfare clients,
most of whom pay their rents only sporadically.

Under the present system, recipients treat their rooms as disposable items, so
much residential packaging for their lives of dependency. Moving from apartment to
apartment as landlords finally decide to evict them-leaving their quarters in a
shambles-the members of the welfare culture tend to consume more housing, in
terms of its financial value and depreciation, than the middle class does. This
process is as demoralizing for the clients as for the landlords and for the govern-
ment officials who condone it. It leaves vast stretches of many cities in a state of
physical and social ruin. It can be mitigated at least by paying the money to
landlords (a procedure used widely until a federal court vetoed it) or by issuing some
kind of rental stamps that are difficult to convert into cash.

A solution to the welfare problem is possible if the essentials are understood. The
preoccupation with the statistics of income distribution has led to a vision of poverty
as the steady state of an inert class of citizens. Social policy is conceived as acting
on these persons, but they are not believed to act on it-to exploit it in their own
interests. For most people, however, poverty is a passing phase, caused by some
crisis in their lives. The goal of welfare should be to help people out of these dire
but temporary problems, not to treat temporary problems as if they were perma-
nent ones-and thus make them so, This goal dictates a system nearly the opposite
of the current one.

The current system, like Harvard in a popular epigram, is very difficult to get
into but relatively easy to stay in. It is of comparatively little help to people in
emergencies. Applicants n,,rmally have to wait weeks, fill out forms by the ream,
submit to prolonged tests and evaluations, before they are finally admitted to the
promised land. As a rule, the more generous the grants, the narrower the gates. The
more commodious the benefits for the qualified recipients, the harder is the-rgimen
for the unpremeditated poor: the woman newly arrived from afar, the man who lost
his job or his wife, or suffered a medical catastrophe but did not choose to sell his
home. New York State's welfare program, for example, is third in the country in
the real value of its benefits but according to one study, it ranks fiftieth in ease of
entry. California is not much ahead. Both programs create maximum incentives to
qualify for them: maximum rewards for maximum familial strife and disruption. A
sensible program would be relatively easy on applicants in emergencies, but hard on
clients who overstay their welcome.

Ideally such a system should be supplemented with child allowances given to
every family of whatever income for each child. These payments, which would be
taxable, are designed to relieve the pressure on large families to become female.
headed, because welfare is the only income source that automatically increases as
the family grows. Allowances also reduce the pressure for constant inflationary
increases in the minimum wage rate, by counteracting the idea that every wage by
itself must support a family. If Moynihan's career in welfare reform yields any clear
lesson, it is that professors in politics should advocate their favored programs rather
than invent compromises sup edly more acceptable to the public. Mo nihan's
preferred policy was always child allowances, but he urged a guaranteed income
scheme instead because he thought it would be more appealing politically to the
Nixon Administration. The result was a lost decade of initiatives of little political
appeal or objective validity.

Child allowances are currently in effect in most Western industrial nations, but
the system has been most fully developed in France. There they were enacted as a
program to promote large families, the evidence is that it failed in that goal but
succeeded in strengthening all families and in permitting France to avoid the blight
of dependency that afflicts the United States. Child allowances succeed because they
are not means-tested. Because they do not create an incentive to stay poor, they
avoid the moral hazards of the war on poverty, while giving support to the most
welfare-prone families. There is no panacea. Overcoming poverty still inexorably
depends on work. But in a world where Children are little permitted to earn money
for the family, payments to those families that nurture and support the next
generation represent a social policy with its heart in the right place.

Such approaches to welfare will win their advocates no plaudits from welfare
rights organizations and few perhaps from politicians who enjoy the power of
granting exessive benefits to some and cracking down on others. But a disciplined
combination of emergency aid, austere in-kind benefits, and child allowances-all at
levels well below the returns of hard work-offers some promise of relieving poverty
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without creating a welfare culture that perpetuates it. That is the best that any
welfare system can be expected to achieve.

Welfare now erodes work and family and this keeps poor people poor. Accompany.
ing welfare is an ideology-sustaining a whole system of federal and state bureauc-
racy-that operates also to destroy their faith. The ideology takes the form of false
theories of discrimination, spurious claims of "racism" and "sexism" as dominant
forces in the lives of the poor. The bureaucracies, devoted to "equal opportunity"
and "affirmative action," combine with welfare in a pernicious campaign; subvert-
ing the morale and character of the poor-most expecially the poor who happen to
be black. But the chief financial influence on every poor community, exerting
continuous and erosive pressure on every lower middle class home, is welfare.
Welfare reform remains crucial in any program to combat poverty. But from the
viewpoint of the poor, successful reform must make welfare worse, not better. The
welfare problem is that it is already much too "good."

Senator MOYNIHAN. Dr. Robert Hill, who is the director of re-
search of the National Urban League was to appear at this poiniit .
on the program-or directly before Mr. Gilder-and he is, of
course, the author of a 1971 book called "The Strength of Black
Families" and prepared a sequel in 1977 entitled "Informal Adop-
tion Among Black Families" and he has a view that I think would
be at variance, although not necessarily in opposition, to Mr. Gild-
er's. I would like to say we are sorry that he could not stay and I
would like to put his testimony in the record at this time.

[The material referred to follows:]

K
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My name is Robert B. ill and I am the Director of the National Urban League's
Research Department which is based in W'ashington, D.C. I would like to express

the deep appreciation of the National Urban League and its President, Vernon E.

Jordan, Jr., for providing me with the opportunity to speak to you on the subject

of welf-, reform. It is indeed rare that we are asked to appear before a

Congressional committee to share broad principles and perspectives concerning an

issue of such vital importance to this nation. Too often we are asked for specific

reactions to particular sections of legislation and, consequently, often lose

sight of the forest because of the proverbial trees. Thus, we wish to strongly

commend this Subcommittv. on Public Assistance for having the vision--au.d courage--

to reassess popularly-held beliefs and myths about welfare reform in order to

develop a viable system for helping those in need.

These rem sk come from one who has conducted extensive research on the social

and economic n(eds of black workers and black families for more than a decade as

well as from one who represents an organization that has been directly involved
in enhancing the social and economic well-being of low-income groups for about

70 years. In fact, since its inception In 1910, the National Urban League has

served as the "lIEI' to thousands of blacks and other low-income persons long be-

fore that department was established.

Over a year ago, the National Urban League provided this Subcomsittec with seven

principles that we felt should be given serious consideration in the development
of any %.olfare reform legislation. Those principles were as follow:

1. TIlE SYSTEM SIIOUID BE EQUITABI.F AND UNIVERSAL

Benefits should be available, under a single trnified program to all

Americans whose introes fall helow the basic level of decency. "here

should be no categorical division of the low-income population into

different programs with different levels of benefits. There should

be both vertical and horizontal equity.

2. BENEFITS SHMILD NOT BE WORK CON111ON.[)

Eligilxility fox benefits shou ld not depend upon ;ccepting a j o or
job training. There should be ou n udatny work r'qxi xcsn . A jvh

program should not be a compone,-1 of any welfare reform plaun. R:'i lltr

it should be part of a full npli oymnent progr.ll.



3. fl1E PROGRAM SHOULD BE FEDERALLY ADMINISTERED

Federal administration will-bo more equitable and will eliminate the

wide margin of local administrative discretion which current exists.

4. THERE SHOULD BF. A NATIONAL MINIMUM BENEFIT FUNDED BY THE FEDERAL GOVT

This will insure that all Americans, whorcever they live, v. It have

access to an equal minimum level of benefits (relative tc need) and

be subject to the same criteria of eligibility.

S. TiRE SHOULD BE ADMINISTRATIVE SIMPLICITY

The administration of the system should be such as to be easily under-

stood by both administrator, the recipient and the general public. It

should also be effective and cost efficient.

6. THERE SHOULD Bi AN ERADICATION OF STIC',t

The syetm should not segregate, harass and stigmatize poor people. It

should be humane and dignified and aid should be seen not as a privilege,

but as a right.

7. BENEFITS SIIOJLD PREFERABLY BE IN CASH, RAWtIER THAN IN-KIND

- Cash is the most effective way to transfer income for two reasons: (I)

administrative and distributional costs are lower, and (2) the recipient

is permitted a full range of opitions and can uise the benlcfits in ways

which most improve his or her welfare, Wherever possible, therefore,

benefits should be in cash, rather than in-kind. While favoring cash over

in-kind benfits, the National Urban League believes that many reasons

justify the continued ue of certain in-kind benefits, e.., when cash

assistance is not adequate to meet minirmm consumption needs; when the

service being provided is extremely expc-nsive,but greatly need; when the

service is scarce or does not respond to foe-market forces and has a basic

soc" 1 utility.
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4ths About the Poor

One of the biggest impediments to meaningful welfare reform has been widely-

held myths abuut the poor and welfare families. And we are convinced that it will

not be possible to design any ablee 1, welfare system in the future unless many

of these popular misconceptions and stereotypes are exposed as such to the general

public as well as to policypakers. Fortu,itoly, over the past decade there has

been a positive accumulation of research knowledge about the actual characteristics

of poor and welfare far.: lies that should be incorporated into any future welfare

system. More specifically, we recommend that any welfare systems for the ISO's

and 190's should reflect the fact that:

(a) Poverty is not a static condition, but a dynamic one. Families move

into and out or poverty periodically. The non-poor family of today may

-be the poor family of tomorrow. And vice versa.

(b) Most poor people do not need to be coerced to vork. 'rhe only work

incentive they need is a job at a livable wage.

(c) M69t families stay on welfare for relatively short periods of time and

the long-term dependent families comprise only about 10-20 percent of

all welfare families.

(d) Welfare is the last resort and not the first for most poor families.

This, in part, explains why half of all poor families today do not

receive any welfare assistance.

In short, we contend that any future welfare systeP shoul' he specifically designed

to build on and reinforce the already-existing strengths, work orientation on,]

self-help efforts of minorities and low-income fiilics. that arc some of these

strengths?

In 1971, I wrote a book called, The Strengths of Black Familics, that focumnil on

five positive attributes that characterized the majority of lw-ircome and ilidic-

income families: strong kinships bonds, strong work orientation, flexibility of

family roles,-strong achiececrnert orientation and strong re.lt ion orientation. lit

1977, I prepared a sequel to that mludy entitled, Informal MAoploii Awig _hi at.

awilies, which described the significant role of i) aceteicI' sTJi¢ i

providing informal day care,fo ,;ter care, adoption ;nd i',c .',t ivc 'hild atu

servicess to mill ionrr of black children Iirooll rloli i t .hs l try lrIdy.
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Some commentators hive misconstrued our emphasis on strengths to mean that we

contend that black families have no weaknesses. On the contrary, we readily

acknowledge that black families--like many non-black families--have weaknesses.

But the only way we know that one overcomes weakness is through strength. We

need policies that make far;ies stronger by helping them to help themselves mere

effectively. This is why the National Urban League advocates that a perspective

of strengths rather than of deficits or weakness be adopted as a problem-

resolution strategy in designing policies, programs and services to meet the

social and economic needs of minoritiesand low-income groups. Focussing on

weaknesses may aid in the diagnosis of the problem, but focussing on strengths

leads one to the cure!

We feel that we can beft convey our concerns in this area by setting forth a-

preliminary outline of model welfare legislation that attempts to build on and

reinforce the strengths and self-help efforts of low-Income families. We,there-

fore, appropriately call it, "The Self-Help Services Act of 1980."

THE SELF-HEIP SERVICES ACT OF 1980

1. Administration

This ..-stem would be federally administered and funded. National stan',, 'd of

need would be defined and payment standards to meet those needs would he

established. These needs standards would also be periodically adjusted for

inflation.

Z Minimum Bnefits

National minimum benefits would be set at not lower than the official poverty

level--which was $6,628 for a family of four in 1978. However, this system t;ould

reward and not penalize states like New York that feel it necessary to provide

minimum benefits sbove the national minimum in order to more adequately meet tl|,

needs of low-income families there. Moreover, families with incomes below the

Bureau of Labor Statistics lower budget level (which was $10,481 in 1977) would

also be eligible for benefits under this system.
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3. Eligiblesami les

All families would be eligible for assistan,, under this system whether or

not they were one-parent or o-parent families or working or not working

vs long as their incomes were below the BLS lower family budget level.

a)Pamilies with parents not available for work

Benefits would be available for one-parent and two-parent families with

parents who are not available for work because of child care responsibility,

illness or other impediments.

b) Families with parents who are unemployedbot available for work

One-parent and two-parent families with parents who are unemployed and

available for work would be serviced by the "Full Employnent Division"

of the Labor Department. Such families may receive partial benefits in

order to supplement inadequate unemployment insurance coverage. Or they

may receive full benefits if they are not eligible for unemployment

compensation or may have exhausted their jobless benefits. Special job

training would be made available to these parents if needed, lUt this

would not be a condition for their receiving benefits.

c) Families with work n _p_,trent.s.

These families would also be served by the Full Unplnyment Division of

the Labor Department. Partial or full benefits would be provided to one-

parent and two-parent families with working parents thosc total family

incomes fall below the HIS lower budget level depe,ding oii their particular

family needs. Incentives would be provided by permitting them to accurulate

some savings. Lower rate of payroll deduction, would also be taken out of

the paychecks of these low-income working families.

4. Care

Low-income families with parents who are working or looking for work iuo01d

be eligible for free day care services or receive a 1007. tax credit for

their child care expenses.
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S. Food Stamps

Free food stamps and free school luOhes would be avail.,le to all families

with incomes below the BIS lower budget level. This would be available to

low-income families even if they did not wish to receive financial benefits.

6. Medicaid

Medicaid assistance would be available to all families with incomes below

the BLS lower budget level even if they did not require full cash benefits.

7. Adolesccn t regnancy

Sincr the overwhelming majority of unwed adolescent mothers live with their

parents in extended family households, this system would provide supportive

services to parents of the unwed mother as well as to the young mother.

Furthermore, these young people would not be forced to move away from their

relatives to set up independent households in order to qualify for financial

assistance. In short they would not be penalizLd for living in extended

families. orcover, special day care services would be provided to permit

these young women to complete their schooling. Furthermore, special job

training would be made available to the young fathers of the out-of- wedlock

children in order to enhance their employability--and possibly wariagability.

8. Foster Care

The current reimbursement practices would be reversed, such that states

would receive higher rates of reimhurscmcnt and matching funds for placement

of foster children with relatives than they would for placement with non-

relatives.

9. Elderly Services

Since about half of the black families headed by elderly blaci, womcn arc

raising dependent kin, special supportive services would be provided to

elderly families with informally adopted children.

In brief, these are the broad outlines of a wclfaie system for the 'SO'5 that wc

feel would go a long way toward producing families and children" that ,i!l make

significant contributions to this society. Thanks again for ibis opportunity.

ALu
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- Senator MOYNIHAN. And now, lastly, the much-abused bureauc-
rgcy. Mr. John Palmer, who is Acting Assistant Secretary for Plan-
nig and Evaluation of the Department of Health, Education, and
Welfare.

Mr. Palmer, you still are from HEW?
Mr. PALMER. We still are until some time after April 2.
Senator MOYNIHAN. Some time after April 2.
Mr. PALMER. And before June.
Senator MOYNIHAN. And before June.
We welcome you, sir, and if you would introduce your associates

who are, of course, known to the committee?
Mr. PALMER. Thank you.
On my left is Barry Van Lare who is the Deputy Assistant

Secretary for Legislation for the Department and, on my right,
Michael Barth, who is the Deputy Assistant Secretary for Income
Security Policy.

Senator MOYNIHAN. We welcome you all.

STATEMENT OF JOHN L. PALMER, ACTING ASSISTANT SECRE-
TARY FOR PLANNING AND EVALUATION, DEPARTMENT OF
HEALTH, EDUCATION, AND WELFARE, ACCOMPANIED BY MI.
CHAEL BARTH, DEPUTY ASSISTANT SECRETARY, FOR
INCOME SECURITY POLICY AND BARRY VAN LARE, DEPUTY
ASSISTANT SECRETARY FOR LEGISLATION
Mr. PALMER. Mr. Chairman, we welcome this opportunity to

discuss with you the several issues -that we think must be consid-
ered as the Nation sets its income maintenance policy agenda for
the last two decades of this century. The issues that emerge as the
most significant will surely command our attention. Accordingly,
your leadership in the examination of these matters is most impor-
tant and they deserve our attention and effort.

Among the many issues that might be examined in this context,
we believe that four stand out. These are: the reduction of povery
and welfare dependency, meeting goals of equity and adequacy in
public assistance programs, the Federal-State financial roles in
public assistance and the administration of public assistance.

Senator MOYNIHAN. Mr. Secretary, as you, I gather, are going to
read a somewhat abbreviated form of your statement I will put the
whole of it in the record first.

Mr. PALMER. I would appreciate that. Thank cu.
I would just like to summarize a few of the igh points of these

areas and, in the process of doing that, be as responsive as I can be
to some of the previous witnesses.

Senator MOYNIHAN. I am sorry to have to say that there is a vote
that has just begun and I will have to leave in 10 minutes and then
I really must get over to the conference committee-I am an hour
late now. It is just one of those unhappy things.

So why do you not, rather than summarizing what you have said
here, which shall read with great care this evening, why do you
not tell us what you think about what you have heard this after-
noon.

You have heard a lot of criticism, pro and con, of just about
everything.
*Mr. PALMER. Let me just--



4

392

Senator MoYNIiAw. I am sorry about that vote.
Mr. PALME. I understand.
Let me single out i few points. I think one would be with respect

to the testimony that Dr. Ginzburg gave. I think it is most impor-
tant, as we move forward to try to improve the adeuacy and
efficiency of our income maintenance programs that we do keep in
mind the twin goals of continuing to reduce poverty in this country
but, at the same time, to do it in a way that minimizes, as much as
possible, the dependency on welfare of those populations that are
able to work.

Dr. Ginzburg's message, I think, was twofold. On the one hand, it
will be very hard to use employment strategies effectively to deal
with welfare populations but on the other hand, there are some
promising results that we have had. The supported work projects
are promising. Some of the early returns in the employment oppor-
tunity projects that are eventually a pilot of the administration's
welfare reform proposal are showing very good success in the place-
ment of people in jobs in the private sector i.e., not having to have
to put them into subsidized public service jobs.

I think that one of the major points that I would like to empha-
size is the need to view income maintenance and job strategies as
complements as we move ahead in this area. We need to provide
both. Income maintenance should be both a supplement and a
safety net for those populations whose primary source of income
should be labor market activity and earnings.

Senator MOYNAN. What do you think about Mr. Gilder's propo-
sition that the welfare system is basically destructive of just those
virtues which we have in compensatory programs and that there is
an absolute danger that the immigrating Hispanic culture is going
to catch the urban problem?

Mr. PALMER. I think these are very complex matters which-
Senator MOYNiHAN. I know they are complex.
Mr. PALMER. I must admit our knowledge is not that firm. I

think that it is important that we do take steps as much as possible
to try to minimize people's dependency on the welfare system. I
think it would be a mistake to feel that we could just somehow
actively set a policy in place that would have welfare assistance
deteriorate and assume that, in the process, we would actually be
hel ing people on balance.

Senator MoYNIHAN. I am just being difficult because, if you think
I am being difficult with you, this committee is going to be a damn
sight more difficult than me when they find out that the new
House bill will, Texas for example-exactly double the number of
people who receive welfare. How are they going to think about
that?

Mr. PAimn. There are two reasons why those figures are true.
One, we will be moving people who are now subsisting at a level of
maybe 50 percent of the poverty threshold up to 65 percent. That is
certainly not a level of income support that I think is likely to
undermine basic values in this country.

It is simply trying to insure that people have access to some very
minimal decent standard of living. It is not a nmjor departure. In
building a minimum, I think there is a strong national interest in
insuring that poor people in this country at least have enough to
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subsist on, on a day-to-day basic while we! move on other fronts to
try to reduce their dependence on that assistance in the long run.

The other part of those figures are with respect to extending
assistance to the two-parent finily population.

Sepator MOYNIHAN. There would be another increase of approxi-
mately 40 percent in AFDC costs for those who are between the

* current level and 65 percent, and then there would be about 70,000
families who are two-parent families who have low incomes and
who do not now receive benefits because Texas does not have the
AFDC-U program.

Remember, you are going to have to explain that. I will do my
best, and fortunately the Senator from Texas is very concerned
with persons who are poor, but you are increasing the number of
persons on welfare all over the southern United States.

Mr. PALMER. That is correct. I think the point I would like to
* emphasize with the Senator from Texas is that for the two-parent

families it is simply the provision of a temporary safety net. The
major emphasis is on trying to find job placements and then if we
cannot do that, to find adequate subsidized public service employ-
ment and training slots.Senator MOYNIHAN. The trouble is that our employment bill has
not passed.

Mr. PALMER. I think that it is important to consider both of these
bills in this context.

Senator MOYNIHAN. I am going to say something awful. Would
you think it best if we-put off considering this one until we see the
employment bill?

Mr. PALMER. I think that the provisions that are in the cash bill,
in and of themselves, merit serious attention independent of the
jobs bill, but I also would hope that the Senate would consider both
of them.

Senator MOYNIHAN. Yes. I want to assure you I completely agree.
We are going to have a hard time getting this bill taken seriously
by this committee because-if you divide the States between pro-
and anti-welfare, as in some general way they are-it provides no
fiscal relief of any significant kind to States that have the kind of
overburden that the Advisory Commission on Intergovernmental
Relations spoke of.

In New York we would actually throw some 39,000 families off
welfare. These families will end up on home relief, which we pay
for entirely. Then it also greatly increases the numbers of persons
who are receiving welfare in the very States which have great
institutional resistance to extending welfare benefits.

Mr. PALMER. Is the 39,000 figure you are referring to the Mathe-
matica study?

Senator MOYNIHAN. Yes. That is all we know, and I am sure you
will have a different view of it. Indeed, I hope you do.

Mr. PALMER. We will be coming up with an estimate that is far
lower than that. I think there are strong reasons to believe that
the Mathematica results are very implausible and we will submit a
study very shortly to you that will show our problems with that
and what we- think the right numbers are.

Senator MOYNIHAN. Oh, good.-We will put in the record what we
receive in the mail on Monday. We did not do the study. The



Cone~~ sional Reearch Service designed and specify what they
wanted and tjustcame to us. I am sure you have reoniPe
that we were only reporting what hos been found and very much
want to see you respond to any problems you have here.

Mr. PALWIR We would be pleased to do so.
[The following was subeeuently supplied for the record. Oraltestimony continues on p. 412.



895

2/28/80

ESTIHATES OF FEDERAL AND STATE COST AND
CASELOAD DIPACTS OF H.R. 4904 AS APPROVED

BY THE HOU E 0 REPRESENTATIVES

I. Introduction

In Hay of 1979, President Carter sent to Congress two bills comprising
his Welfare Reform Proposal for 1979. The first bill, which revised
the Aid to Families with Opendent Children Progmrl (AFDC), the Earned
Income Tax Credit (CITC), and a portion of the Supplementel Security
Income Program (SSI), was introduced in the House of Representatives as
H.R. 4321, the Social Welfare Reform Amendments of 1979. The second bill,
which amended the Comprehensive Employment and Training Act (CETA) and
the Work Incentive Program (WIN), was Introduced In the House as
H.R. 4425, the Work and Treining Opportunities Act of 1979.

The Department of Health, Education, and Welfare estimated that H.R. 4321,
the Social Welfare Reform Amendments of 1979, would have a net Federal
cost In FY 1982 of $3,0 billion asuming no changes in CETA or WIN legis-
lation. This assumption permits cost estimates of this bill to be
independent of actions by other Committees. The combined cost of both of
the Administration's bill* was estimated to be $5.7 billion, Details on
the cost estimates appeared in the Administration's Welfare Reform Fact
Sheet which was distributed on Hay 23, 1979.

On July 23, 1979, the House Ways and Means Subcomittee on Public Assist-
ance and Unamployment Compensation reported out H.R. 4904, an amended
version of the Administration's original proposal. On September 13, 1979,
the full Ways and Moes Committee reported out a further amended version
of the Social Welfare Reform Amendments of 1979. HEW estimated the FY 1982
Federal cost of the Committee bill at $2.8 billion, about the same as the
Subcommittee bill.

On November 7, 1979, the full House of Representatives approved sL alight!y
amended version of the Social Welfare Amendmnts of 1979.

The Department of Health, Education, and Welfare has now prepared esti-
mates of the coat of H.R. 4904 as approved by the House of Representatives.
This rastimate has Incorporated the new economic assu.mptish for FY .1982
included in the President's FY 1981 Budget. It also has accounted for
updated information that has become available to the Department concerning
State benefit levels end includes technical and methodological revisions
end corrections. In asking these estimates, we have consulted with
Congrssional, State, and other Executive branch staff.
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In addition to the federal coet impacts explained in Section 1i, this
missionn includes estimates of the State distribution of net federal

costs (Section I1), State fiscal relief (Section IV), end changes
in Stats AFDC cseload (Section V).

Like all cost estimates, these rest in part on assumptions about
the future. Different asmmptions would clearly produce different
estimates. It Is important therefore to keep several points In mind
when reviewing these cost estimates.

o Cost estimates of Income resistance program are particularly
sensitive to economic asamptions sbcit future years. Any
significant increases or decrease* In inflation or unemploy-
ment projections could change the costs of the bill.

6 The cost impact ofs meral provisions, such as the national
minimA benefit level, are dependent upon State-determined
benefit levels in AFDC. The Department has assumed that
States would increase benefit levels at the se rate as
prices between now and FY 1982. If State benefit levels
increase at a slower rate then prices, costs could increase.
On the other hand, if States increse benefits at a rate
higher then prise, the costs of this bill would be reduced.

a The Department's estimate incorporates results (from the
Settle end Denver Income Maintenance Experiments) of the
impact of income assistance on work effort. Generally,
this research indicates that increases In benefit levels
lead to decreases in work effort end thus increase the
costs of income assistance program. Further additional
research, however, has indicated that the indirect effects
oh labor markets of this work effort reduction my signi-
ficantJy increase work opportunities and wages for incm
assistance recipients, and thus decrease program costs.
These indirect effects could reduce the sctual cost of
this bill.

a Hc staff is engaged in a continuing effort-to Improve
its estimating techniques end the data on which the
estimates are besod. A better methods and data become
available, these estimates may be revised.
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It. Net Federal Costs of H.R. 4904

HER. 4904 sakes numerous changes in the AFDC program and also inclues
amendments to the 551 and rood Stomp programs and the Internal Revenue
Code. The changes to the AFDC program end the expanelon of the Earned
Income Tax Credit are included In Title I of the bill end the cash-out
of Food Stamp benefits for certain SSI recipients L included in Title
1I-A. Changes to the SSI program are contained in Title I-8 and I1-C
end changes made to the Child Support Enforcement Program and other parts
of the Social Security Act are contained In Titles III and IV of the
bill.

The Federal coat estimates included in thia submiesion represent-the
entire bill. However, the State distribution of Foderal funds, the State
fiscal relief, and the caseload changes have been provided only for the
AFDC, EITC, and Food Stop provisions of H.R. 4904. Cost end ditri-
buttonel analysis performed by the Congressionel Budget Office and by
Mathemtica Policy Research for the Congreseonal Reserch Service have
also focused on these provisions. The explanatory material In this
submission and the accompanying tables will also focus on these portions
of the bill.

The Department of-Health, Education, and Welfare estimates that the
FY 1982 net Federal coat of the AFDC, EITC, and Food Stamp aspects of
H.R. 4904 to be $3.4 billion.*

The details of this estimate are found in Table 1. Table 2 contains
cost estimates for the other components of the bill.

* This represents an irscrese of $600 million over the estimate previously
provided to the House Committee on Ways and Means in September of 1979.
Approximately one-third of this increase is due to the incorporation of
the new economic assumptions included in the Presidvnt's FY 1981
Budget. Another one-third of the change is due to nb'v information
concerning Stats benefit levels in AFDC. Previously, HEW had used 1978
benefit levels to estimate the impact of the bill. However, information
on 1979 benefit levels Indicates that many States did not increase
benefit levels. The relatively lower State benefit levels increase the
coasts of several provisions of the bill, including the national mInImwu
benefit level. The remaining ircreases in costa were due to technical
and methodological corrections "ade in estimating techniques and
assumptions in response to comments from various Congressional, State,
and Executive branch staff.

60-502 0 - 00 - 25
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The NEW cost setimates are obtained using a large mlcroeimulation
computer model. The model uses data from the 1976 Survey of Income
and Education which provides Income data for U.S. households In 1975.
The model simulate@ current and proposed law AFDC benefit costs and
ceaseloads for each State.*

* Greater detail on the HEW micro-lmulation model is contained in the
attached methodological note on net Federal cost.



TAWU I

COSTS OF H.R. 4904 for FY 1982
dollars In millions

AFDC-Relatedh
NatnalMnimum + 478
Dieregards, CITC counting,

assets + 33
Eligibility to breek-even + 30
Monthly Reporting and

Date of Application - 100
Minimum Monthly Benaflt - 5
Mandate of UP + 89
Other UP Changes + 432
Offret from WIN Credit Expansion - 30
Increase In Hatching Rate * 778
Administrative Costs * 94

S.Autotal, Direct AFDC +1,7"

Others

Hold Harelees Payments + 513
Net Cost of EN 8lork Grant 154
WIN Tax Credit Expansion (gross) -. 170
EITC impact or WIN Credit Expansion * 6
FICA impact or WIN Credit Expansion * 16
UI impact of WIN Credit Expansion - 5
Food Stop changes - 232
Medicaid changes 64

Subtotal, Direct AFOC and Other +2,453

Internal Revenue Code ChanQes:

Expansion of the EITC + 562

Food Stamp Cash-Out:

Increase In SSI outlays + 625
Decrease In Food Step outlays - 222
Increase In Food Stamp outlays

due to efffords Amendment + 15

Subtotal + 418

TOTAL COST
PROVISIONS

OF AFDC, EITC, AND FOOD STAMP
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TABLE 2

COSTS OF CHILD SUPPORT AND SSI PROVISIONS OF H.R. 4904 IN FY 82
(dollars in millions)

Child Suroort Enforce-
ment(Title IV-O) - 70

SSI-Related:

Couples Living Apart
Individuals in Certain

Medical Institutions
Sheltered Workshops
Burial Expenses
Deletion of the term child
Assets Disposal
Rounding Cost of Living
Aliens
Disabled Child Services
One-third Reduction
Adjustment of Retroactive

Benefits

Total SSI Impact

Medicaid Impact:

Deletion of term child
Assets Disposal
Aliens

Total Impact, SSI-Related

+ 2

+ 55
+ 2
+ 3
+ 5
- 23
- 19
- 12
+30
+ 35

- - 27

.1
-3
-2

+ 47
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III. State Distribution of Federal Funds ("Flow of Funds")

One possible result of any proposed change in Federal expenditures
is an alteration in the percentage of Federal dollars which flows
into each State. The "flow of Federal funds" is defined as the
impact on the distribution of net Federal expenditures across States
caused by a particular policy change. This concept differs from *fiscal
relief" which measures the difference between pro- and post-reform
State ad local spending on AFDC and related program activity. Fiscal
relief Is discussed in the next section.

HEW has estimated the Federal flow of funds that would result from H.R.
4904. These estimates were generated by using the State output from
the HEW aicrosimulation model. The model distributes AFDC benefits
across States. Food Stamp changes were distributed according to the net
change in AFOC benefits for esch State, since the decrease in Food
Stamp costs occurs only because of the additional AFOC benefits to Food
Stmp participants (i.e., Food Stamp benefit counts depend (inversely)
upon AFDC benefit counts).

The distribution of Hold Harmless parents and Medicaid benefits are
determined by secondary models which use the output of the main HEW
model. The Hold Harmless calculation is made separately for each State
and is determined by the expected change In State AFOC costs given'the
programmatic provisions of the bill and the proposed decrease in the State
catching rate. The Mdicaid changes are estimated In a mall model which
determines the overall changes in State AFDC caseload and estimates the
impact cl existing State medically needy program on the net change In
Medicaid caseloads. The Emergency Needs block grant Is distributed
in accordance with the formula specified in the bill using data from AFDC
program records for 1978. National estimates of the existing emergency
assistance program are obtained from the Social Security Administration
and distributed across the States on the besis of 1978 data. The effect
9f the WIN tax credit expansion is distributed according to estimated AFOC
benefits for each State. This is assumed to account for differences in the
relative size of State caseloads and prevailing wages. Administrative
cost changes due to caseload changes are estimated on a State-by-State
basis using average cost per case. Other administrative costs, such
as those due to monthly reporting or the esvings due to the standardiza-
tion of work expenses, are distributed on the basis of post-reform AFDC
benefits.

The Stats distribution of the Earned Income Tax Credit expansion is taken
from the min EW model and applied to Department of Ttessury estimated of
the national Impact of the EITC expansion. The State impact of the
cash-out of Food Staps for certaJn SSI recipients is distributed on the
besis of SSI date from the Social Security Administration and Food Stmp
dots from the Departaent of Agriculture.



Three flow of funds tables are Included In this submissions

a Table 3 shows the distribution of funds on the basis of the,
four Census regions Northeast, North Central, South, and
West. Separate flows are given for the total cost of the AFOC
reform-provisions of H.R. 4904, for the Food Stap cash-out
provision, for the tax portion of Title I(EITC), and for the
non-tax portion of Title I("Cash Assistance"). Both dollar
figures and percentage distribution across regions are shown.

o Table 4 shows the dollar distribution across each State.

o Table 5 shows the percentage of the various funds received
by each State.

Because of the limited simple sizes in some of the smaller States, the
regional distributions are more accurate than th, State-by-State
distribution, especially for specific provisions.

Each of the above tables also Includes other distributions for campara-
tive purposes.

o Total pre-reform federal AFDC benefits (AFDC PR). This Is obtained
by using FY 1902 national estimates of AFDC benefits fro the
Social Security Administration and the CY 1970 distribution of
AFOC benefits across States.

o Total poet-reform Federal A DC benefits (AFDC PO). This is obtained
from the HEW model as described in Section 11 of this submission.

o Total population (POP) and total population In poverty (POOR). This
is obtained from Census publications based upon the 1975 Survey
of Income and Education.

o Fiscal relief (FR) and fiscal relief plus hold harmless (KH)
payments. The distribution by State is in Table 6. These
estimates are explained further In Section IV.

Many flow of funds analyses alec include the mount and percentage
of taxes paid by each Stats to the Federal government. However unlike
population or poverty counts, there is no uniform method of distributing
these tax flow. In :scent years, the Comissioner of Internal Revenue,
the National Tax Foundation, and the National Ineltute of Education have
each published distributions which- differed 7hom one another. These
differences result from many factor. Some distributions, for examle,
are unable to differentiate between Federal taxes paid by persons who both
work and reside In a State and taxas paid by persons who work In one State
but reside In another. There Is no consensus among experts as to which is
a better measure of a given State's contribution to federal revenues. for
this reason, the HEW analyes does not include a State distribution of
federal tax revenues.
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The results of the attached tables, while complex," are not very our-
surprising. H.R. 4904 1s a bill which Increases benefits to the moot
needy families in the United States through provisions such as the
notional minimum benefit and which st the ose time attempts to relieve
the States of sow of the financial burdens of welfare through changes in
the rate at which the Federal government matches State-determined AFOC
benefits. Most of the new Federal fnds, therefore, flow to States with
the lowest benefit levels while most of the fiscal relief accruss to
States with highest benefit levels. Thus, while the South, where there
are many low-benefit States, gets 37 of the now Federal funds, it gets
only 7% of the fiscal relief plus hold harmless payments. On the other
hand, the Northeast, where there are many high-benefit States, gets
121 of new Federal funds but 43% of the fiscal relief plus hold harmless
payments.

The HEW results appear to differ substantially from those recently
produced by Mathematics Policy Research for the Congressional Research
Service. The full version of the Mathematics study cites a number of
limitations which can significantly affect the distribution of funds
across States, such as the fact that their analysis did not Include
the csh-out of Food Stamps or the effects of the asset test
liberalization. While all estimates suffer from a certain number of
uncertainties and omissions, the Mathematics results seam implausible.
Two examples may clarify:

o The Mathematics report shows substantial declines in caseloads
in the relatively high-benefit States, a sixteen percent decline
in New York, for example. There are no provisions of H.R.
4904 which could cause this sort or reduction. The only provision
which would make any significant reduction in the number of
families eligible for AFDC in New York is the change in the
earnings disregards. H.R. 4904 would lower the "break-even"
point on earned Incme(or "eligibility ceiling") by $1,025 for a
family of four (from $12,360 per year to $11,335 per year).* The
1975 and 1977 AFOC characteristics surveys show that only 9% of
the AF C caseload in New York report any earnings, and this conforms
with Information from New York State and City welfare officials.
Even If every person reportin esarninS was made Ineliible by
the d career Ct!nes ch to certainly not the case)l the caselod
reduction in New York would be only 56% of te Mothemetics
estimate. HIM estimates using two separate cats sources
VW =nly a one to three percent decrease in New York's caseload
due ti this bill (the three percent estimate includes the impact
of monthly retrospective budgeting on the number of ineligible
cases). Previous estimates provided to us by New York State

* This example assu es no day care, but its inclusion would not affect
the relative change In the eligibility ceiling.
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officials showed an even smller decrease. The caseload reduction
shown by Mathematics affects the flow of funds in the following way.
By simulating -. implausibly as we Just indicated -- a obstential
reduction in caseload, Mathematics also simulates a reduction in AFDC
outlays, which ere matched by federal dollars. Chance, their analysis
yields a lower flow of Federal dollars in part because of the reduc-
tion In caseloads. Therefore, some doubt is raised about the validity
of the overall results.

o The Mthematics report also shows a very large increase in the
caseload for the unemployed parents segment of the AFDC program.
NEW estimates en increase which is large but lees dramatic then
Mothematica's (130 percent vs. 350 percent). A principal reason for
this difference is that in the Mathematics simulation, the earnings
amount at which one becomes Ineligible for AFOC-U -- the $500 per
month "gross earnings cutoff" -- was applied only at application,
whereas the bill requires that it be applied to continuing recipients
as well. Because Mthematics incorrectly simulated the bill,
their estimate shows too large en increase in AFDC-UP caseloads.

IV. Fiscal Relief Estimates

Fiscal relief is a reduction in State and local expenditures. In a world of
perfect knowledge, fiscal relief equals the mount of money a State would
have spent with no change in the law, less the mount of money a State
actually spent under the new law. Thus, in order to estimate fiscal relief
for H.R. 4904, one must estimate for a future year Stats expenditures in the
absence of reform end State expenditures under the bill. Hold-harmless
payments are made to States when their expenditure exceed some pre-defined
base which approximates State e cpenditures in the absence of refoo.

Fiscal relief estimates are presented in Table 6. The methodology by which
they are obtained is discussed In the Methodological Note on Fiscal Relief
Estimates, below. Fiscal relief (column 1) equals pre-reform State AFDC
outlays les post-reform State outlays. Under H.R. 4904, if fiscal relief
Is less than 5 percent of the pre-reform base, a hold harmless payment
(column 2) iA made so that fiscal relief plus the hold harmless (column 3)
equals 5 percent of pre-reform State AFDC spending. Column 4 contains
fiscal relief plus hold harmless as &percent of pre-reform spending.



MT IRDAL COS (MUMM3) In 1962 CF MU2At, MM - IN N=IM

NORTHEAST M.CENTRAL SOUTH WEST Us.s
PROORH DW.s PCT. M.RS, pCT. DLRS. PCT. D1.3, PCT. U M* PT.

"TOTAL FrKIAL'COST 414.0 12.1 617.3 19.0 1963,1 57.2 434.9 12.7 3429.3 t00.0
AOH ASSISTANCE 263.3 10.8 418.1 17.1 1456.3 59.5 311.3 12.7 2449.0 100.0

FS/I9 CASH-OWT 53.3 12.7 79.0 19.9 2506 61.9 27.4 6.6 419.3 100.0
EITC 97.4 17.3 120.1 21o4. 248.3 44.2 96,2 17.1 562.0 100.0
PRE-FORM FED. AMUC 2171.0 31.9 1995.9 27.9 1209.7 17.7 15390 22.6 6815.4 100.0
POST-REF. FED. AFDC 2369.4 27.8 2200.9 25.6 2202.5 25.9 1746.9 20. 9519.5 100.0
POPULATION 49.9 23.1 S7.0 27.0 67.9 32.1 37.7 17.8 212.3 100.0
POOR PFCFA.ATION 4.3 19.1 5.3 22.2 10.4 43.4 -3.9 16.3 24.0 100.0 P
FISCAL RELIEF 306.0 155.9 130.5 66.4 413.5 -210.5 -173.5 98.3 196.4 100.0
FR f HN 307*5 43.4 158.5 22.3 46.5 6.6 196." 27.7 709.2 100.0

FEBRUARY 15, 1290
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FEDERAL COST OF UELVARE REFORM It 192
(IN MILLIONS OF DOLLARS AND THOUSANDS OF PEOPC)

STATE TOTAL CASH FS CO EITC AFDCPRE AFDCPOST -OP

01 AL
02 AK
03 AZ
04 AR
05 CA
06 CO
07 CT
09 DE
09 DC
10 FL
11 IA
12 HI
13 ID
14 IL
15 IN
16 IA
17 KS
18 KY
19 LA
20 ME
21 MD
22 MA
23 MY
24 MN
25 MS
26 NO
27 MT
29 NE
29 NV
30 NH
31 NJ
32 NM
33 NY
34 NC
35 ND
36-0"
37 OK
38 OR
39 PA
40 R!
41 SC
42 3D
43 TN
44 TX
45 UT
A VT
47 VA
49 WA
49 V
50 U!
51 MY

TOTAL

18.6
3.3

26.5
69.1

226.9
17.7
20.1

9.6
4.2

143.2
182.4

15.6
4.9

97.3
54.9
37.5
26.9

131.3
149.7

18.9
53.0
52.9

134.5
30.8
91.9
64.6
13.7

9.6
6.4
5.1

67.5
31.7

131.7
114.0

6.3
111.9
34.2
40.7

106.9
6.4

93.2
3.2

169.9
419.9

90
4.6

62.6
37.4
46.6
34.6

2.1

3429.3

152.5
1.5

14.2
50.4

174.3
9.3

11.6
7.3
.9

93.7
139.6

10.4
1. 4

59.9
34.9
29.4
18.0

107.3
112.3

12.4
38.6
43.2

105.3
17.3
63.0
40*5
10.9
4.0
3.9
2.7

43.7
23.2
63.4
60.7

3.7
75.3
20.1
32.2
41.5
2.5

67.1
5.2

132.6
330.7

4.2
2.3

35.7
24.9
35.9
25.9

.9

2449.0

23.2
1.3
4.4
9.2

.0
2.7
2.4
1.0
1.718.7

23.6
3.4
1.3

17.5
6.4
2.4
3.4

12.5
24*3
2.7
S.2

.0
12.9
5.1

19.512,3
1.0

1.7
.7

10.7
3.8

15.9
20.3

.9
15.6
5.5
3.5

18.7
1.7

13.9
-. 9
20.5
40.6

.9

.9
13.7
4.2
4.2

.0
.2

419.3

12.9
.5

7.9
9.6

52.6
5.9
64.0
1.3
1.6

30.7
19.3

1.9
2.2

21.0
13.6

5.7
5.6

11.5
13.1

3.8
9.2
9.7

16.3
9.5

10.3
11.0
1.9
3.9
1.9
1.9

13.1
4.7

32.5
25.0
1.9

21.0
9.7
5.0

26.6
2.2

12.3
2.1

16.9
49.4

2.9
1.6

13.2
9.2
4.5
9.,

.9

562.0

67.9
10.2

16.6
46.3

1116.5
49.3

104.2
17,0
56.9

106.3
83.5
52.4
16.6

434.3
84.3

.75.9
46.6

102.1
80.8
42.3

101.6
307.9
494.6
112.9
30.7

113.2
11.1

26.9
4.8

16.2
-310.2

27.9
831.9
114.5
10.6

305.3
50.6
06.4

498.0
42.6
49.1
15.3
64.5
93.9
34.7

-17.9
93.4

109.9
43.6

184.0
3.7

6815.4

175.7
11.3
23.786.0

1225.1
55.1

111.1
21.2
57.0

165*5
170.7
59.0
17.4

461.4
103.0
100.1
61.8

183.6
158.3
52.9

126.5
352.0
574.6
126.6
85.9

137.2-
19.7
30.2

6.9
17.8

339.4
43.2

894.9
167.7

13.5
364.0

72.9
112.0
537.4

43.9
99.3
19.1

169.1
277.3
37.3
19.0

119.6
132.2
68.2

203.5
4.4

0519.5

3585
345

2274
2126

20991
2536
3062

575
693

8493
4908

842
323

10983
'5259

2936
2227
3372
3739
1054
4055
5746
9063
3989
2325
4704

745
1527
601
819

7240
1152

17815
5369
621

10632
2680
2290

11663
912

2781
672

4179
12297

1221
469

4907
3496
1792
4569
376

211311

PCOR

537
23

314
392

2192
230
.204

47
86

1225
003

67
85

4150
424
225
178
596
220
124
313
409
821
324
607
565
96

147
53
65

586
223

1671
"a0
66

997
370
204

1133
s0

479
08

660
1970
103

63
513
299
270
352

33

23790



407

TABLE S

DVrfi ZNT DISTRIBUTION FEDERAL COST-OF UELFARE REFORM IN 1"~2

STATE TOTAL

01 AL 5.5
02 AK .1
03 AZ .6
04 AR 2.0
05 CA 60A
06 CO .S
07 CT .6
08 Df ,3
09 .t
10 Fl. 4.2
11 OA 5.3
12 HX .5
13 10 *1
14 IL 2.6
15 IN 1.6
16 IA 1.1
17 KS .8
16 KY 3.6
19 LA 4.4
20 ME .5
21 MD 1.5
22 MA 1.5
23 MI 3.9
24 KH .9
25 MS 2.7
26 NO 1.9
27?T .4
29 NE .2

30 NN .1
31 NJ 2.0
32 N .,9
33 NY 3.6
34 WC 3.3
35 NO .2
36 OH 3.3
37 OK 1.0
36 OR 1.2
39 PA 3.1
40 I ,2
41 Sc 2.7
42 50 .2
43 TN 5.0
44 TX 12.2
45 UT .2
46VT $1
47 VA 1.l
48 VA 1.1
49 WV 1.4
SO ul 1.0

TOTAL 100.0

FEIRUARY 15.

CASH

6.2
41
.6

2.1
7.1

.4

.5
.3
.0

3o6
5.7

o4
.1

2.4
1.4
1.2
,7

4.4
4.6

.5
1.6
1.69
4.3

.7
2.6
1.7
.4
.2
.2
.1

1.6
.9

3.4
2.0,1
3.1
.6

1.3
2.5

2.7
,2

5,4
13.5.2

$1
1.5
1.0
1.5
1.1

100.0

1960

FS CO

5.6
,3

1.0
2.2

,0
.6
,6
,2
.4

4.5
5.6
.6

.3
4.2
1.5

,6

3.0
5.8
.6

1.2
,0

3.1
1.2
4o4
2.9,2
.4
,2
.1

2.6
.9

3.8
4.9

.2
3.7
1.3
.6

4.5
o4

3.3
.2

4.9
9.7

"2
,2

3.3
1.0
1.5

.0.
,1

100.0

EZTCAFDCPR AFDCPO

2.3
,1

1.4
1.7
9,4
1.0
1,1

,2
.3

5.5
3.4

,3
.4

347
2.4
1.0
1.0
2.0
2.3

,7
1.6
1.7
2.9
1.5

2.1
,3
.7
.3
.3

2.3
.6

5,6
4.4

,3
3.7
15
.9

4o7
.4

2.2
,4

390
8,6

,5
.3

2.3
1.s

,8
1.6

o2

1.0
,1
.2
,7

16.4
.7

-415
.2
.6

1.6
1,2

08
92

6.4
1.2
1,1

,7
&05
1.2
,6

4.5
7,1

1.7
.2
o4
*1
a2

4.6
,4

12.2
1.7

4.5
,9

1.3
7.3
.6
,7
,2
.9

1.4
as
,3

1.4
1.6
.6

2.7
a1

100.0 100.0

2.1 1.7
• 1 ,2
.3 1.1

1.0 1.0
14.4 9.9

06 1.2
1.3 1.4

o2 s3
.7 .3

1,9 4.0
2.0 2.3

.7 .4
,2 .4

5.4 5.2
1.3 2.5
1.2 1.3

•.7 1..1

2.2 1.6
.. 9 1.3

•.6 .5"

... 1.9
4.1 2.7
6.7 4.3
1.5 1.9
1.0 &."
1.6 2.2

4 .4
•.4 .7

,2 .4
4.0 3.4

•.5

10.5 8.4
2.0 2.5

-. .3
4.3 5.0

.9 1.3
1.3 1-1
6.3 5.5

.5 .4
1.2 1.3

,2 ,3
2,0 2.0
3.3 5.8

a 4 .6
02 ,2

1.4 2.3
1.6 1.7
.6 8 6

2.4 2.2
.1 02

100.0 100.0

POP PCOR

2.4
.*1

1.3
1.6
9.1
1.0

.9
.2
.4

5.1
3.7

.3

.4
4.8
41.8

,9
.7

2. I
3.0

.5
1.3
1.7
3e4
2.4

2.4o4
.6

.
2.4

.9
7.0
3.3

.3
4.2
'.,5

.9
4.7

.3
2.0
.4

2.8
7.6

,4
.3

2.1
1.2
1.1
1.5

.1

100,0
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TABU 6

FISCAL RELIEF 8 1902

STATE

01 AL
02 AK
03 AZ
04 AR
05 CA
06 CO
07 CT
08 DE
09 DC
10 FL
11 GA
12 H1

"13 ID
14 IL
15 IN
16 IA
17 KS

I 18 KY
19 LA
20 ME
21 MD
22 MA
23 MI
24 MN
25 MS
26 MO
27 MT
29 NE
29 NV
30 NH
31 NJ
32 NM
33 NY
34 NC
35 ND
36 OH
37 OK
38 OR
39 PA
40 RI
41 SC
42 8D
43 TN
44 TX
43 UT
46 VT
47 VA
48 UA
49 WU
50 UI
51 WY

TOTAL

HOLD FISCAL RELIEFf
HARMLESS HOLD HARMLESS

FISCAL
RELIEF

-41.9
1.5

-5.9
-11.8
169.5

3.4
15.4
-1.0
14.1

-27.6
-41.6

5.3
1.1

66.3
-4.9

-o7
-46

-27.2
-30.9

-,6
-2.7
40.5
39.3

8.7
-13.0
-5.2

* -2.7
2.2

-1.1
.6

44.6
-5.7

143.5
-15.0

-62

8.9
-2.1
-2.1

* 55.8
5.5

-20.2
-. 4

-38.1
-141.3

1.8
m7

-4.0
8.4

-9.3
17.1

41

196.4

43.3
,0

7.0
12.6

.0

.0
- .0

1.9
.0

31.3
43.6

.0

.0

.0
8.0
3.6
2.6

29.6
32.7

1.5
7.8

.0

.0

.0
13.4
8.9
3.0

.0
1.3
.0
.0

6.3
.0

17.8
.5

3.5
3.85.5

40
.0

21.0
.8

39.5
143.8

.0

.0
7.6

.0
10.4

.0.1

512.8

4.4
1.5
1.1

.9
69.5

3.4
15.4

.8
14.1

3.7
2.1
5.3
1.1

66.3
3.4,

2.9
2.0
2.4
1.9

.9

5.1
40.5
39.3

8.7
.4

3.7
.3

.2

,6

44.6
.6

143.5
2.7

.3
12.4
1.7
3.4

55.8
5.5

.3
1.4
2.5

1.8
.7

3.S
8.4
1.1

17.1
.2

709.2

(FRIHH) +
PR E TOTAL

5.C
14.2
5.0
5.0

15.2
7.9

14.8
5.0

24.8
5.0
5.0

10.1
12.2

5.0
5. )
5.0

5.0.

Z.0
14.1

8.1
9.7
.0

5.0
5.0

11.1S.O

5.5
14.4
5.0

17.3
5.0
5.0
5.0
5.0
5.0

13.9
17.65.0

5.0
5.0

9.0
11.1

8.8
5.47.6
5.0

12.8
5.0

12,1
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V. Caseload Estimates

HEW's estimates of changes In AFDC coseloads are intended to reflect
londitiona In FY 1982 with and without the passage of H.R. 4904. i;nb
distribution across States of pre-reform estimates ore based on the
actusl distribution of oeeloeds among the States In calendar year
1978 (CY 78). Oregon, which elilinted its AFOC-UP program In 1979
(and will presumably have none through 1981) Is an exception to this
procedure. Oregon eus ssamd to have a casaloed of zero for AFDC-UP.
The adjusted CY 78 distribution was then used to allocate projected
FY 82 national cseeloed totals, which were derived by the Social Secuity
Administration based on pest caseload behavior and projections of
inflation, unemployment, and population.

Post-reform estimates were derived from projections made by HEW's
icmro-aiulation model of the low-income population using the 1976

Survey of Income end Education (SIC). This model provides ratios of
poet-reform to pre-reform caseload counts which are then applied State-
by-State to the pri-reform caseload figures described above. A special
calculation is made to estimate post-reform AFDC-UP coeloade in States
that have no such program now. After the post-reform bess numbers are
calculated, they are adjusted further to take into account caeload
changes expected from two other provisions of H.R. 4904: 1) retro-
spective monthly budgeting; and 2) mandated retroactive payment for
the period between a eclpient's application for benefits and the
approval of an applicant's eligibility.

Caseload estimates are presented in table 7 for one-parent end two-
parent families end for the total AFDC caseload. For each group,
1982 caseloads with and without H.R. 4904 ara presented, as well as
the percentage change between the two. The table shows considerable
variations in the growth rate of AFDC-UP caseloads in the miller
states. This is due both to the relatively ama1 sample sizes in
those states and to the very amell size of the pre-reform AFDC-UP
caseload in those states.
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S9B. AFDC CASELOADS
PRE AND POST-1U;rOAm IN THOUSANDS

1-PARENT FAMILIES 2-PARENT FAMILIES TOTAL
STATE FRE POST MT PRE POST PRE POST

O1 AL 61.2 79,0 29.1 .0 4.6 - - 61.2 36 .
02 AK 540 4.7 "6.2 .0 2 - - 5.0 4.9 "1.7
03 AZ 1.1 19.2 5.9 .0 .1 - - 16.1 20.0 10v4
04 AR 31.1 36.4 17,2 .0 2.1 -.- 31.1 36.6 24,0
05 CA 460.5 439.4 "4.6 40.0 51.1 * 27.0 500.4 490.5 "2.0
06 CO 29.6 29.0 '2.0 .9 s.8 96.7 30.5 30.3 .7
07 CT 46.4 44.5 "4.1 1.0 1.3 21.6 47.4 45.6 '3.5
08 DE 11.1 12,0 oo .3 .3 "2o9 11.4 12.3 7.7
09 DC 32.9 29.6 "10o2 .4 .4 -5.0 33.3 29.9 -10.1
10 FL 85.9 98.0 14.1 .0 5.2 - - 65.9 103.1 204i
11 GA 83.3 99.2 19.2 .0 3.7 - - 83.3 102.9 23.6
12 HI 16.4 17.9 "2.9 1.0 2,0 96.9 19.4 19.9 2.3
13 ID 7.2 6.7 "8.0 .0 .3 - - 7.2 6.9 "4.0
14 IL 218.7 209.3 -4.3 8.6 10.7 23.6 227.3 220.0 "3,2
15 IN 54.1 55.9 3.4 .0 3.6 - - 54.1 59.5 10.0
16 IA 33.0 29.1 -11.9 1.0 11.1 993.3 34.0 40.2 l6.1
17 KS 26.3 24.9 "5.1 .4 3.9 690.0 26.6 20.8 6.0
is KY 63.4 72.2 14.0 .0 13.6 - - 63.4 65.6 35.5
19 LA 66.3 76,7 15.6 .0 7.0 - - 66.3 63.6 26.1
20 ME. 21.2 20.6 -1.7 .0 2.2 - - 21.2 23.0 6.5
21 MD 7445 79.3 6.4 1.6 5.3 231.4 76.1 84.6 1141
22 MKA 124.4 114.4 '8.0 6.4 12.1 66.7 130.6 126.6 -3.3
23 MI 195.6 196.0 1.3 14.5 20.3 40.6 210.0 218.4 4.0
24 MN 47.7 47.7 .0 1.6 3.9 149,6 49.3 51.6 4.7
25 MS 55.4 55.7 .5 .0 3.6 - - 55.4 59.5 7.4
26 MO 71.4 77.4 8.4 .5 1.9 307.1 71.9 79.3 10.3
27 HT 6.4 6.6 6.1 .3 1.3 399.5 6.7 8.1 22.0
28 NE 12.8 11.9 "6.8 .1. 1.6 2369.6 12.9 13.7 6.6
29 NV 3.6 4.2 11.0 .0 .2 - - 3.6 4.4 16.7
30 NH 7.9 7.9 .5 .0 .4 - - 7.9 F.4 5.9
31 NJ 145.6 137.6 "5.S 5.6 8.7 54.6 -151.2 146.3 -3.3
32 NN 17o6 20.2 15.1 .0 1.2 - - 17.6 21.5 22.2
33 NY 376.6 366,4 -3.3 12.0 17.3 44.2 390.9 383.7 "1.3
34 NC 76.9 61.7 6.3 .0 2.3 - - 76.9 04.0 9.3
35 ND 5.0 4.6 -5.2 .0 .9 5.0 5.7 12.6
36 OH 164.7 161.1 -2.2 15.2 26.1 71.9 179.9 107.2 4.1
37 OK 29.9 31.3 4.9 .0 3, - - 29.9 35.1 17,5
36 OR 42.0 "41.3 "1,6 .0 5.3 - - 42.0 46.6 11.0
39 PA 209.2 '203.4 -2s9 8.6 12.6 43,7 218.0 216.0 ".9
40 RI 17,7 17.1 "3.4 .3 .4 57.9 18.0 17.5 -2.5
41 SC 52.6 55.6 5.7 ,0 1.4 - - 52.6 57.0 6.4
42 SD 7.7 7.4 -3.4 .0 1.3 - - 7.7 8.7 13.3
43 TH 61.4 72.8 16.5 .0 5.4 - - 61.4 71.1 27.2
44 TX 98.2 132.5 34.9 .0 12.5 - - 98.1 145.0 47.6
45 UT 12.6 11.9 "6.0 1.0 1.6 56.5 13.7 13.5 '1.2
46 VT 6.4 6.2 -2.4 o3 .5 36.5 6.7 6.7 ".3
47 VA 60.5 62.7 3.5 .0 3.4 - - 60.5 66.1 9.1
46 MA 47.3 46.3 "3.1 4.0 7.9 97.4 51.8 54.2 4.7
49 MV • 23.3 29,2 25.1 111 1.' 75.5 24.4 31.0 27.2
50 MI 70.1 65.6 -6o4 3.2 7.5 135.1 73.3 73.1 "2
51 mY 2.4 2.5 2.3 .0 .2 " - 2.4 2.7 9.7

TOTAL 3504.0 3565.6 1.3 130.0 298.3 129.9 3634.0 3864.4 6.:

@OA*Ev-^.fe
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Methodological Note on Not Federal Costs

As noted in Section II, the HEW cost estimates are based on the
results of a large sicrosimulation model. The model was constructed
by first seulating current law AFDC coasts nd caseloads by State.

Once the model 1. calLbrated to replicate the actual coats in 1975,
several modifisctions, re made in order to incorporate changes made In
the AFDC program since 1975 and in order to account for price changes
between 1975 and the first year of full implementation of H.R. 4904, FY

"'1902., Program characteristics related to prices are deflated, date for
-States which have eliminated or adopted the AFDC Unemployed Parents
program or other option are adjusted accordingly, and more recent
benefit levels aro built-in.

The model then simulates the current law AFDC program as HEW expects
It to look in FY 1992. At the me time, a series of changes are made to
account-for the provisions of H.R. 4904 and a simulation of the revised
AFDC program Is run. This simulaton of the "post-reform" program Incor-
porates an increase In the participation rate for two-parent families and
the labor supply results from the Seattle-Denver Income Maintenance
Experiments. The model produces pro-refors and post-reform estimates of
those on welfare during the yar,average monthly casloads, and benefit
costs for both single-parent and two-parent families for each State.
Similar estimates are produced for the Food Stm program in order to
determine the impact of the AFDC changes on its costs and caseloads.

Te model's results are fed into a special program which determines
the ratio of post-roform benefit costs end caseloads to pre-refors
costs and caseloads. These ratios are then applied to estimates of the

,current law FY 1982 AFDC coats and caseloads produced by the Social
Security Administration. The application of the model results to the
Social Security estimates Is intended to adjust for any errors that the
model my make in simulating out-year program costs. Food Stamp program
savings or costs are obtained In a similar manner.

Secondary models are used to compute matching rate changes, hold harmless
and guaranteed fiscal relief provisions, monthly reporting and accounting
effects, and Medicsid program impacts. Out-of-computer cost estimates are
used for the WIN tax credit expansion, administrative costs, end the
emergency needs expansion.
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Methodological Note on Fiscal RelieF Estimtes

The pro-reform bass used to calculate both fiscal relief and hold-
hurmlese payments starts with an SSA estimate of total national FY 82
AFDC benefits. We assume that, the distribution of total AFDC bane-
fits in FY 82 is approximately the ame as in FY 78. We then multiply
this estimate of totil AFDC benefits in FY 82 by the State's Medicaid
matching rate percentage in FY 81 to find pro-reform expenditures.
For the four. States that currently do not use the Hedicaid percentage,
we use their FY 79 Stats shares based on the AMOC formula.

Post-reform Stats expenditures conusiat of post-reform State AFOC
benefit costs plus the change in State expenditures for AFDC admin-
istrative costs plus the change in the State share of Medicaid due
to the bill.

We derive post-reform AFDC by multiplying the percent change in AFDC
benefits from our SIC simulation times SSA-estimsted pre-reform FY 82
AFOC benefits. Because we have no pre-reform estimates for the Un-
esployed Parents program in States that would be affected by the UP
mandate, we adjust the SIC simulation for those States using the
participation rates in the AFDC-UP program in States which currently
have the program and the relative participation rate in the non-UP
program in the Stats being estimated. We make additional adjust-
ments to account for the requirement that eligibility be dated from
the date of application and the introduction of retrospective monthly
budgeting. Finally, we calculate the raw State matching rates and
multiply this percent times our post-reform AFDC benefits to get
Stats AFDC costa, post-reform.

The change in total AFDC administrative costs is distributed across
States as a function of caseloads and total post-reform AF'DC expen-
ditures. The State share of AFDC administrative coata would be no
more than 50 percent.

The change in Medicaid costs is calculated as a function of the
change in the size, demographic composition, and duration of AFDC
caseloads. An additional adjustment Is also made for retrospective
monthly accounting. We use the FY 81 Medicaid matching rates to
determine the State share of the change in Medicaid.
The Stats share of post-reform AFOC benefit costs and the change in
AFDC administrative coats and Medicaid costs sum to post-reform
total State expenditures.
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Senator MOYNIHAN. As it stands, it is devastating. As it stands, it
is just devastating to this bill.

The chairman has said we will have full committee hearings and
I hope we do. This is a Presidential year, there are a number of
things that are coming up, but we are certainly going to try-at
let I am going to try.

What is this known as in parapsychology? Sympathetic magic.
ISy holding these mock hearings we are hoping to induce real
hearings. These are not, in fact, mock hearings. These are hearings
_Which will set the basis for some thinking about this subject.

M,. PALMzR. I just want to say that welfare reform remains a
very top priority -of both Secretary Harris and President Carter'andwe are anxiously looking forward to working with you and the
-full committee on this. While our proposal is one we think is a very
,sensible and reasonably well-structured one, there is obviously
nothing set in concrete on it and we hope to engage in a very
constructive dialog with you.

Senator MOYNIHAN. That is a very handsome way to wind up,
Mr. Secretary. We appreciate what you are saying. We have not
heard from Secretary Barth or Secretary Van Lare but we see you
all the time anyway. It is our other guests who came from further
away who are more exotic than familiar.

I thank you and I am sorry to have to terminate this hearing,but I have to rush over and participate in the major legislative
effort of this year, which is to dismantle the Federal Trade Com-
mission, a pre-Wilsonian institution of reform. You would have
thought it would have been safe. Last night, by two votes, we kept
it from being dismantled altogether and that means that every one
of us who voted not to dismantle it is personally responsible back
n our State.

We thank you all, and we thank our always faithful reporter.
[The prepared statement of Mr. Palmer follows:]

S60-52 0 -8O- 27
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MR. CHAIRMAN, I am 3ohn Palmer, Acting Assistant Secretary for

Planning and Evaluation. Accompanying me this morning are Michael Barth,

'Jeputy Assistant Secretary for Income Security Policy, and Barry Van Lare,

Deputy Assistant Secretary for Legislation. We welcome this opportunity

to discuss with you several of the issues that muot be considered as the

nation sets Its income maintenance policy agenda for the last two decades

of the 20th Century.

The issues that emerge as the most significant will comemnd our

attention. They will be the subjects of policy analysis, research, date

collection, end ultimately, legislation. This overview of income main-

tenance issues and opportunities will shape our perception on how program

administration, regulation, and legislation can be coordinated to achieve

the critical goals of income maintenance. We take these goals to be the

effective and efficient provision of adequate assistance to those in need

while concurrently we reduce or eliminate their dependence on that assistance.

Our task is the continued growth of the extent to which we fulfill those

critical goals. Accordingly, your leadership in the examination of these

matters well deserves our attention and effort.

Among the many issues that might be examined in this context, we

believe five stand out. These are:

1. Poverty in America
2. The Reduction of Welfare Dependency
3. Equity and Adequacy in Publir Assistance
4. Federal-State Financial Roles In Public Assistance
5. The Administration of Public Assistance
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These issues are, of course, not independent; decisions in one

sphere frequently impact upon decisions in another.

The conclusions drawn from an examination of these issues will go

far toward developing an agenda for action and analysis in the income

maintenance area.

1. POVERTY IN AMER,. .

Poverty means not having enough -- not enough food, clothing,

housing, opportunity, or perhaps most importantly, not enouo hope.' The

quantifiablelsipeote of poverty that are reflected in the official poverty

counts to which I will refer compare the income of Individuils and

families with a poverty threshold; The concept of a poverty line measure-

ment was first given prominence in the early 1960's and with some change;

is still In use today. The poverty threshold varies by family size,

composition, and farm-nonrarm residence. It is adjusted each year by the

change in tie Consumer Price Index. In 1959, .,hen the poverty line was

first published, it was $2,973 for a nonfor. family of four; in 1978 it

was S6,700.

These official poverty counts do not include, in the definition of income,

the value of In-kind transfers, such as, for example, rood Stamps. There

continues to be debate over how to value in-kind transfers and which of them

should be-added to income in determining whether a family Is or is not poor. If

the value of Food Stamps were added to the income of low-income families the

poverty rate In 1978 would fall from 11.4 percent to about 9.8 percent (based

upon results of a Congressional budget Office study). The rapid growth of the

Food Stamps program hae, under this reckoning, had a substantial Impact on
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poverty. Whether and how to value other in-kind transfers is much more

problematic. The essential point is that while this ntion has made

great progress in improving the lot of Its pooreat citizens, poverty has

- continued to be a critical problem.

When one examines the official Census Bureau statistics on poverty

several observations and inferences stand out.

o The number of people in poverty has been reduced enormously
over the last two decades; from 22.4 percent to 11.4 per-
cent- o the total population using the official definition
(or to 9.8 percent using an income definition that includes Food
and Housing programs). Yet many Americans are still impoverished.
We believe that an explicit goal of our efforts in the income
security area should be the continued reduction end ultimate
elimination of poverty.

- Poverty reduction appearss to have halted during this decadel
there were 20,000 more poor families in 1978 than in 1970. This
leveling and slight increase over the past decade appears to be
related to several economic and demographic rectors. Overall
economic growth, s measured by the average annual increase in
:real median family income, has slowed from three percent in the
1960's to eight-tenths of a percent during the 1970's. In addition,
the country experienced a severe recession between November 1973
and Harch 1975. Furttsr, real growth in public transfers has
also abated.

o There has been only a relatively sall decrease in the incidence
of poverty 'among f6male-headed families, while at the same time
the number of these families has been growing. Of the 5.3 million
families in poverty in 1978, approximately 2.8 million were single
parent ramilies--95 percent of which were maintained by women.
While poverty among male-headed families decreased 66 percent
between 1959 and 1978, the decrease for female-headea families
was only 26 percent. The differences in median income between
different family types in 1978 are indicative: for all male-headed
families it was $19,229, for husband-wife families $19,340
($22,109 If both parents were in the labor force), and for female
headed families $8,537. The disproportionate incidence or poverty
can be substantially explained by two factors. Single-parent

,4-
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families -- the vast majority of which are female-hesdad --
have fewer potential erners than husband-wift families but
have the *e child care responibilities. At the eam
time, women earn only about 60 percent as such as men. In
adkltion, * large percentage of female-headed families are
Bleck.* forty-one percent of all Black families are headed
by women, threas fesele-headed families make up about 12
percent of all white families. Correspondingly, while
24 percent of white female-heeded families are poor, twice
thet any (51 percent) black famle-headed families are
iproverished. Thus, sex and race combine to produce a very
high poverty rate for black female-headed families--the outcome
of years of discrimination in education end the labor market.

o The incidence of poverty among the aged has declined more
rapidly in the lest twenty years then in any other group.
Over 5 percent ot persons over 65 years of age were poor
in 1959 as compared to 14 percent in 1978. This 60.2 percent
reduction can be explained in large part by the improved
benefits and availability of the Social Security end
Supplemental Security Income programs.

o Two-thirds of poor people are white, but Blacks continue to
experience the highest incidence or poverty. Black. are 11.6
percent of the total population but comprise one-third of the
total poor population; 31 percent of all Blacks are poor. The
incidence of poverty Is four times greater among Black families
than white, a fact that is reflected in the income differential
between those two groups.

o The South continues to have a disproportionate share of the
ration's Impoverished population; ae of 1978, 42 percent of
the poor lived In the South, sich had 32 percent of the total
population. In-regard to Southern poverty by race", 58 percent-
of all poor Black. lived in the South, and 52 percent of all
blacks lTved in the South. And although most of the poorn,-Tn
1978, lived in metropolitan areas the..Incldence of poverty in
normetropolitan areas remained higher.

*The Current Population Survey separately Identifies persons by race
(Slack, White, 3apanese, etc.) and whether or not they are of Spanish
origin (and whether Black or White). Racial and ethnic data in poverty
statistics are given only for Whites, Blacks, and persons of Spsa"sh
origin. Blacks represents 92.6 percent of the non-Whites in poverty in
1978. Peraons of Spanish origin represented 10.6 percent of all the
poor in 1978.

! j
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Wht con we conclude from this brief statistical picture of poverty

in America? We made enormous progress in reducing poverty in the 1960'.

and early 197,, lagly because or two factors, first, i buoyant
economy which facttstd the earnings Increases of two-parent working
families and, emenl, the Increase in real welfare benefits and the enlarged

program coverage (i.e., increased OASOI and SSI benefits and 'AFOC

/ participation rate.). Thus s we moved further into the 1970's the
redct ion of poverty virtually ceased. Wile tise is a complex matter,

the poverty plateau on which we unhappily .it 'appears to be related to at
Oleat three factors: (1) economic growth has slowed markedly while'

elaims on national income from other priority areas have grown; (2) family

type* that could mset easily make their exit frowm poverty did so in the

earlier period; leaving single-parent families ma the dominant group In

poverty and (3) in-kind transfer programs are expanding ieee rapidly end

reel benefit increases no longer take place. (The Food Stamp Program is

an exception to this in terms of coverage, but not in terms of benefit

levels.) In these circumstances we believe that searce resources must be-

directed to where they are most needed. Benefits for the poorest families

with children must be raised while we seek ways to achieve the long-term

solution to the poverty problem--the reduction of dependency, a subject to

which I now turn.

!g,



i. TK REDUCTION OF WELFARE DEPENDENCY

A principal objective of our income assistance policies must be to

reduce the need for welfare. Perhaps the beat way to do this, for

families with an employable member, would be to provide enough Jobs in

the private sector to give all such families & minimally adequate in-

come. The poverty date discussed earlier show clearly that In families

where work is more feasible, poverty is reduced more easily. Accordingly,

federal efforts to combat discrimination, stimulate the economy, ervi

subsidize the hiring of low-income workers in the private sector

promote the goal of alleviating poverty through increased earnings.

Despite these efforts to increase private sector employment,

many families remain poor. To alleviate poverty for families with

a mem r who wants to work but cannot find a Job, the government has

three choices:

a. provide no assistancel

b. provide cash or in-kind assistance, in some cases
contingent on a breadwinner's willingness to seek
and accept a Job; or,

c. -provide a public service job or training opportunity.

The alternative of providing no adsiatance to families with a

member who can work has been tried in the past. While incentives

to seek employment may be maximized by this option, families that

fail to..find.Jobe suffer severe deprivation. It is unlikely-Athat

in the near future the private sector will produce enough jobs for

p,,
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which the poor can qualify and which meet thor income needs. As a

result, some kind of direct assistance is and will be necessary.

Two basic forms of cash assistance are available to families

with a member who can work but is unable to find a Job. Families

with fairly regular earnings contribute to Unemployment Insurance

and Social Security. Benefits from these social insurance programs

maintain family income during periods when there are no earnings.

Although there are usually categorical tests for eligibility (retire-

aentp unemployment# etc.), these programs are not nsn-tested, I.e.,

they are not restricted to those below some income level. A1CC, General

Assistance, end Food Stamps are alternative forms of assistance for

this group, but they are also means-tested programs. A family must be

below certain Income end asset limits to qualify for assistance.

Eligible families can receive cash assistance or rood coupons from

these programs when the breadwinner is out of work as long as he or she

does not refuse any reasonable offer of employment. Many families who

are eligible for these programs do not participate, however, and many

States do not provide help for two-parent families through AFDC;IP or

General Assistance.

The appropriate mix of these two types of Income assistance has

long been a central issue in income assistance policy. Each has

4ie advantages. Income-tseted programs have the advantage of

targeting their benefits to a greater extent on those with the

lowest incomes. Nqn-incom-teeted programs are less stigmatizing,

v:.i ,, .
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run less risk of identifying the poor as a separate group, and may

thus enjoy a broader base of political support. The absence of a

direct income 'test'can result'in greater'monetary work incentives

although in some cases, categorical requirements of the non-means

tested social insurance programs, e.g., retirement disability, oir

unemployment, can also produce work incentive problems.

- Since passage of the Social Security Act in 1935, we have been

committed to a combination of both types of programs. The proper mix

has been a subject of continuing debate. Your own work on children's

allowances, Senator, stimulated considerable interest in universal'

payment systems that would reduce the need for means-tosted assistance.

Recently, considerable attention has been paid to ways to use this

type of program to help support single-parent families. The Earned

Income'Tax Credit represents an innovative approach to helping the

working poor which, wicile technically Income-tested, avoids the

need for separate application to a welfare office and separate

identification of recipients. While the Adinistration's current

welfare reform proposal concentrates on iaprovemsnt of our income-

tested program, we chose expansion of the Earned Income Tax Credit as

the best way to increase assistance to low-income working families.

As an alternative or supplement to cash assiatnce, many people

advocate that persons who can work, but cannot find jobs in the

private sector, be given public sector or subsidized private sector

jobs. When society provides assistance in the form of public

I _4 4
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sector Jobs, it receives some services in return, and wolfare payments

are rdLed, More important, when,# breadwinner takes a Job, he or .h.

also takes a step that my reduce a family's long tem dependence

on public wsetare. Participants in Jobs pr grma can learn skille and

work habits end receive credentials that will equip thea to move into

the private sector and eliminate their dependence on the government.

Even it Individuals cannot be moved quickly into private sector Jobs,

they may feel that. subsidized Jobs provide ore dignity then cash

assistance.

There are, ot course, disadvantages to providing assistance

in the tore of Jobs. It Is sore expensive to run a Jobs progro*

than a welfare program providing similar income. It my be difficult

to tind useful work ftr ll people who are expected to work. A

program that Is limited in size willtend to accept the best qualified

applicants who need the program least. A jobs program with good wages

and good training opportunities may attract workers who could otherwise

find private sector employment.

A balanced attempt to meet the income needs of the poor, at a low

coot and in a manner consistent with the preference of taxpayers end

tne poor's own desire not to be "on welfare", euggeste that cash and

jobs should be viewed as complements - Jobs being the preferred vehcltl

for those who can work, and cash assistance a necessary supplement and

safety net when Jobe are not available.

V:,L
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It Is also critical that our assistance program be designed

in such a way s to encourage work and noc hinder development

of self-reliance. For example, despite pressure tc reduce income

eligibility ceilings, earnings disregards must be sufficient to ensure

that a recipient will always be better' off when working than when not

working. In addition, receients must receive encouragement and the

supportive services needed to encourage their employment efforts.

And finally, administrative proce"res must enforce the requirement

that recipients seek and accept offers of employment so that they

understand that cash assistance is a temporary safety net and not a

permanent source of support.

The Administration's welfare reform proposal places major emphasis

on increasing work and training opportunities tar low-income families

with available breadwinners. Over 600,000 slots serving over one

million low-income families will improve incomes, increase

self-reliance and long term prospects for self-support, while

decreasing federal and stats costs ot AFDC and Food Stamps. This is a

bold step. It will ensure that earnings, rather than welfare payments,

will be the principal means of support for this group.

The Administration's proposal makes several changes In income

assistance programs to encourage the transition to work. An expan-

sion of the Earned Income Tax Credit will increase the rewards of

work. In the Unemployed Parent program, the definition of un-

employment is changed from hours worked to money earned. This

J44'4-i _g- 44
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together with the more rapid phase-out of benefits for ',11)C-UP recipients_

-> eliminates the Infamous "100 hour notch* in that program. In many

States today, if an AFDC-UP recipient moves from a hslt-time job to i

full-time job, the family's total income can decrease. Our proposal

would correct that. Our proposal also provides funding to allow an

expansion of job search assistance activities, Procedures for referring

recipients to job search and employment opportunities and imposing.

sanctions on recipients who do not comply with those requirements hax,,e

been streamlined and strengthened. Although income eligibility ceilings

are lowered as a result, recipients are always better off working than

not working.

In short, a major emphasis of our proposal is on decreasing the

dependence on the welfare system of those who c%n work. We believe

this Is best done by promoting work Incentives and expanding job search

assistance in the private sector. These efforts should be supported

by a generous and flexible program of work and training opportunities

in the public sector, coupled with stern sanctions for those who can but

won't work.

60-582 0 - 80 - 28
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111. EQUITY AND ADEJUACY IN PUBLIC ASSISTANCE

-Next I would like to examine briefly the adequacy and fairness

with which the Nation provides public aid to people in need. In such

4-- . an examination, we must remain aware that clear policy guidelines are

few and far between. We are not attempting to determine the exact size

of an adequate benefit or how to tell whether a difference in benefits

between States is too great. Rather, we will call attention to some of

the issues and suggest considerations to be taken into account.

Three dimensions of a person's or family's situation should be

examined In a discussion of adequacy and equity -- amount of need, family

type, and geographic location. Nearly all assistance programs provide

greater assistance to those with smaller incomes, thus complying with the

canon of vertical equity -- people with the greatest need, should receive

the greatest help; those who need less, should qet less. The adequacy of

particular income levels depend, of course, on standards of comparison.

When compared to official poverty levels, nearly all welfare incomes are

inadequate.

The equity of aid by family type and location are best examined in

the case of families with equal need. For simplicity, consider families

or persona with no income. Table I provides a snapshot or the important

relationships. For four different family types with zero income, it shows

the benefits available in different states, from different programs. The

principal inferences thatcan t,e drawn from these data are the following:

. It
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o Regarding location, a poor family receives more money in New
Yorl than in Mississippi or Indisna.(Precisely how much better
off they are depends upon cost of living differences between each
place, a treacherous subject on which there is not yet a firm con-
ceptuwl underpinning or adequate data, or even agreement on the
definition of "place".). Benefits, and thus adequacy, vaty because
States set AFOC benefit levels and SSI supplemental payments, if any.
(The Federal-State aspects of this issue are discussed in a succeeding
section of this testimony.) There are clearcut differences in the
amount of aid provided to equally needy people, depending upon where
'they live. Having made this obsevation, the appropriate response is
less than obvious. Should the Federal government's concern be met
,by havingit assure a minimum benefit or should Federal policy drive
states toward greater equality of benefit levels? At this time a
consensus seems to exist for the former.

o Food Stamp benefits, which are fully federally funded, are available
on equivalent terms across the Nation. However, benefit size varies
inversely with cash aid, i.e.', actual Food Stamp benefits are greater
in states whose cash assistance is lower. SSI benefits, which have
a federally-funded froor above which States may supplement, are next
in equality. AFDC benefits, set by the States ard federally matched,
vary substantially from state to state.

o An aged couple receiving SSI is better off than an equally poor
non-aged mother and child. Moreover, States meet AFDC needs
differently. Indiana, for example, provides no cash aid to two-
parent families. Thus, even though federally funded Food Stamps
make up part of the gap (about 30 percent), equally needy families
are treated differently within State boundaries as well as across
State lines--an observation that does not indicate what should be
done to remove these inequities. We believe that need should be
deemed a public concern no matter what the category or location of
the person who experiences it. This does not imply, however, that
all need should be responded to in precisely the same manner.
Society can, for example, decide that families with smell children
should receive priority over, or treatment different from,
single individuals.

This brief portrayal of some aspects of the equity and adequacy o! public

assistance indicates that there are departures from equity resulting in

different levels of adequacy. -Some of these are minor and some are not. All

have existed for some time and have been the subject of comment, debate, and
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legislative proposals. Variations in aid to the aged, blind, and disabled were,

until 1973, quite similar to those currently found in AFOC, for much the some

reason. At that time, the Congress decided to m,rgej the programs of aid to

the aged, blind, and disabled into one Federal program SSI. The welfare reform

bill before your Committee does not propose to make AFOC Federal program, but it

does propose measures that would increase the adequacy of the welfare system,

while reducing benefit disparities.

o 8 y instituting a minimum benefit standard in terms of AFDC
plus Food Stamps, the benefit gap across states would be
narrowed.

o The minimum benefit would also reduce the gap in benefits
between the aged and non-aged.

" Several steps would be taken to improve the adequacy of
benefits for families with two parents and for the working
poor.

States would be required to provide assistance to two-
parent families whose principal earner is underemployed.
This would eliminate the benefit disparity between one-
and two-parent families in States like Mississippi and
India a.

Earned Income Tax Credits would be expanded, thus
p.-oviding more aid to low-income working families and
improving their situation relative to non-working
welfare families.

-- The Work and Training Opportunities Act of 1979 would
provide jobs and training to potential earners in
welfare-eligible families.

o The President's proposal would also increase equity (and
adequacy) in two areas not shown on Table I: (1) it would provide
a federally-funded grant for emergency needs, bringing such a
program to needy citizens in all States, and (2) it would provide
cash In lieu of Food Stamps to many SSI recipients. Many who are
currently eligible for the stamps, but do not use them, would benefit.
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The next section examines aspects of the Federal-State relationship

that effect these benefit level differences.



4-Person
Single-Parent

Family

Benefit

Mississippi

AFOC
Food Stamps
SSI

Total

Indiana

AFOC
Food Stamps
SSI

Total

New York City

AFDC
Food Stamps
SSI

Total

120
196.

316

275
149

424

476

89

565

4-Person 2-Person
Tw-Parent Single-Parent
Family Family

0
209

209

0
209

209

476

89

565

60
115

175

175
85

260

333
38

371

Aged
Couple

44.00
312.30
356.30

44.00
312.30
356.30

20.00
391.78
411.78

(j - - .

4M0

TABLE I

Public Assistance Benefits tn Families with Zero Income, by Selected
Family Types, Programs, end States, January 1980
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IV. FEDERAL-STATE FINANCING ROLES IN PUBLIC ASSISTANCE

Income assistance programs reflect a wide variety of relationshipe

between federal, state, and local governments. In some programs, most

notably Social Security Retirement and Survivors Insurance, the Federal

government administers and funds the program exclusively. In other programs,

such as General Assistance, the federal government has no role whatsoever.

In many programs, several levels of government play a part.

The three major welfare programs illustrate the diversity of these

relationships.

Food Sta.pes The federal government pays all benefit costs.
While tiheederal government sets all eligibility rules and most
procedures, the program Is administered by state, and sometimes
local governments, with the federal government paying 50 percent
of administrative costs in most instances.

o SSIs The federal government funds and administers a uniform
Eioic payment. States may supplement this benefit at their
own expense and the supplement may be administered by either
the federal or state government.

o AFOC: The states set benefit and eligibility levels, and they
aso determine administrative procedures within certain federal
constraints. The federal government pays a major share of the
benefit cost based on state per-capita income and pays 50 percent
of administrative costs. State and local governments share
the administration of the program and the remainder of the
benefit costs In a variety or ways.

The differences in these programs result from many factors. In part,

they reflect different enactment dates--AFDC is over 40 years old, SSI

only six. In part they reflect the difficulties involved in adapting the

structure of income assistance programs to the changing political and

economic environment.
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The financial relationships among the federal, state, sqd local

governments in these programs can be looked at in two ways: what is the

flow of federal funds across the states? And how heavy are the state

and local tax burdens that support these programs?

The distribution of federal dollars to the states fo cash assistance

is to a great extent determined by the program's structure, particularly

the extent to which state decisions on benefit levels affect federal

costs. Because SSI has a nationally uniform, federally funded benefit

level, the distribution of federal funds is governed by the distribution

of the aged and disabled poor. Because AFDC benefits are set by states

and benefit costs aro matched without limit by the federal government,

more federal funds go to states with higher benefit levels, and in turn

their residents. Although Food Stamp benefit schedules are uniform

across the states, actual food Stamp benefits are lower in states with

higher AFDC and SSI benefit levels because the Food.Stamp program counts-

AFOC and SSI benefits when It deteimines need.

State and local taxpayers carry dramatically different burdens for

these programs. These differences are caused by:

o the level of benefits selected by the state for AFDC, SSI
supplements, General Assistance, and edicald;

o the number of poor people in the state, the categories of poor
people served, and the level of access to services;

o a state's per-capita Income, which affects its share of
AFOC and Medicaid costs;

o a state's decisions to share some or all of its costs with
local governments.
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The difference between these two concepts, the distribution of

federal dollars and.the distribution of state and local tax burdens, is

an Important one. Studies that investigate the distribution of federal

funds, often called "flow of funds analysis," have provided much of the

fuel for the so-called Sunbelt-Snowbelt controversy of recent years. In

distributing federal dollars to states, how should the need for a

program and a state's ability to pay for it be balanced? In defining

need, should uniform measures such as the national poverty line be used,

or should measurements such as the BLS lower living standard that allows

for state variations be used? Should states have some say in defining

need? In measuring a state's ability to pay, should we look only at its

present tax capacity or should we take some note of a region's dynamics

-- are its industr-ial and commercial sectors expanding or contracting --

is its physical capital old or young?

The alleviation of state and local tax burdens, on the other hand, is

usually referred to as fiscal relief. This is a very different concept

than the flow or Federal funds. It is not necessarily true that states

that receive a relatively large share of the federal dollars spent on income

assistance pro1hrams enjoy a relatively low state and local tax burd..n as

a result. In fact, just the opposite Is true. The states that

spend the most state and local dollers are the ones that receive the

most federal dollars. They also happen to be the states with above

average per capita lacome levels. As a result, proposals to establish a

national minimum benefit level and to increase federal-state matching

rates to make them more uniform would decrease the percentage of federal
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program dollars going to the higher benefit states and decrease their

tax burdens more than the tax burdens of lower benefit states. To put

it another way, states that now pay high benefits and have a low

federal matching rate would benefit from a relatively large

decrease in their currently large tax burdens; states that now

pay low benefits would gain from relatively large increases in

federal funds because they have larger low-income populations.

As noted earlier, a consensus has developed It.r the federal govern-

ment to guarantee a minimum benefit standard for all families with

children. Beyond that, the question arises as to whether the federal

government should share in the costs of payments above the minimum.

In AFDC, the federal government now shares In the costs of all bene-

fits with no limit. The Administration's welfare reform proposal

retains that feature. Although it sets a national minimum benefit

for AFOC, it does not mandate a nationally uniform benefit. The

states would still decide how much more thaa the minimum they will

pay, and the federal government would share In that expenditure.

Perhaps the most difficult problem to be faced will be how to

divide administrative and financial responsibility in.a way that

weJs local initiative and flexibility to national objectives. In

niividing responsibilities for an income assistance program, the

following questions must be answered: Who makes the rules? Who ets

the procedures? Who administers the program? And who pays for it?

In general, If the federal government directs that something be done,

It pays all or most of the cost, at least for some transitional period.

r
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If the federal government wants to encourage a particular activity, but

leave the final decision to the states, it often shares part of the

cost. The greater the federal share in the cost, the more the activity

is encouraged. However, when state decisions and administrative

practices control the expenditure of federal funds, it is important

that states have a strong financial interest in the marginal dollar so

that their interest In efficient administration is encouraged.

Admittedly, there are always tensions in the federal-tate relation-

ship. These are particularly evident in the case of AFDC. A high state

share of the marginal dollar ensures that states retain strong incentives

for efficient administration. On the other hand, a high federal share

of the marginal dollar encourages states to keep benefit levels in

step with inflation, to serve all the eligible population, and to make

programs adcessible to those eligible.

Balancing these tensions involves coming to some conclusions

about applicants' needs and states' motivations and abilities, The

process is bound to be difficult and will require wisdom, good faith,

consultation, and compromise among aill the parties involved.

The Administration's proposal retains the basic structure of

the current AFDC program with the following changes:

a. a national minimum benefit;

b. greater standardization of administrative procedures In the
states;

c. an increase in the federal share of benefit costs;
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d. an increase in the federal share of certain administrative
costs, and funding for the testing of innovative administra-
tive practices;

a. funds for a study of the structure of AFDC matching rates.

Although these are useful steps going in the right direction, they

do not fundamentally reformulate the federal and state roles. The

dialogue on these basic issues must continue even while we make these

long overdue and broadly supported adjustments.

A final issue that merits attention is consideration of the use

of local funds to finance welfare costs. Many people think that

nPtional funds are a more appropriate source of welfare financing then

state tax funds. Similarly, some opinion finds state tax dollars

more appropriate for welfare use than local tax funds. On the other

hand, Justification for local contributions has been found in Intra-

state variations in living costs and benefit levels. Beyond that,

the cost of welfare is but one of many governmental costs shared

by state and local governments and the small share of welfare costs

paid by a locality may not accurately reflect Its total tax burden

for human services.

Local governments' share of AFDC costs has been declining. In

1965, 26 states received some local contributions to AFDC benefit

costs, representing about 27 percent of the non-federal portion of

benefit payments. Our latest estimate, based on 1978 figures

projected to 1980 to account for announced changes in California's

local contributions, indicates that only 10 states will receive

.IM,



local contributions representing only 14.1 percent of total non-

federal benefit peymente. o,,se changes have taken place without

federal direction as a result of state and local decisions. In

general$ the federal government has viewed decisions on the silo-

cation of responsibility between state and local governments as

state matters.

AL
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V. The Administration of Public Assistance

Any- policy that Is adopted Is only as good as its implementation.

Unless we pay as much attention to the administration of a program as to

the policy underlying it, we face the possibility that the policy will

never come to life in the form of efficiently delivered humane services.

In an earlier section of my testimony, I discussed the nature

of :he Federal-State partnership that controls the delivery and funding

of almost all income maintenance programs. It appears that both

political and service delivery considerations will keep the partnership

in operation for the foreseeable future. Therefore, we need to focus

on the administrative aspects of that f-'tnershtp and the ways In which all

levels of government may be held accountt'e for their performance.

There are several salient points that must be kept in mind as wo

examine administrative issues.

o The three levels of government that administer the welfare

system have made considerable progress over the last decade,

Access has been improved and error have been reduced. We

have a record as public administrators that we can be proud

of. While we must continue to seek Improvements, the system

Is neither corrupt nor incompetent.

o As we publicly focus on the need for Improvement, we should not

allow that focus to contribute to the widespread myth or a system

fraught with fraud and abuse. There is fraud in welfare;

there Is abuse. But there is not much of either. Mille those
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problems must continue to be addessed, they must not be

allowed to obscure that fact that the vast majority of

recipients are eligible and that their need is real. lile

new legislation will help improve program integrity, change

must focus as well on gaps in coverage, the inadequacy of

benefits, and the unnecessary complexity of the program

itself. To focus solely on tightening the current admin-

istrative system is not only to ignore the most pressing

needs of our poor but to ignore as.-well the public's just

concern for the humane and efficient administration of

income maintenance programs.

o Programs must be designed so that they can be efficiently

and effectively administered. The way to achieve gains In

error reduction, for example, is to have stafites and

regulations that make the system simpler and less error-prone

and to develop management systems that reduce error.

In developing legislation, I believe we should consider five

major administrative areas:

o access to services and benefits,

o accuracy of benefit and eligibility determination,

o cost-effectiveness of eligibility requirements and

administrative procedures,

o appeals processes for aggrieved applicants or

recipients, and

o accountability for program administrator and/or

governmental jurisdictions.
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Access, accuracy, and coat-effectivenesa of the income maintenance

system are inextricably intertwined. By their very nature, income

maintenance programs create serious administrative tensions. Program

administrators have the responsibility of making payments to all

eligible recipients and to no ineligible recipients. Tension arises

from the fact that eligibility screening devices are far from perfect

and that procedures stringent enough to exclude ineligible claimants

may also exclude significant numbers of eligible claimants as well. In

addition, since benefits are finite and generally decline as recipient

income increases, it is necessary to relate the cost of continued

eligibility verifcation procedures to their impact on benefit payments.

Otherwise, the program may be investing more in administration that

it does in benefits.

Further, it is critical to remember that each of these issues

is related to both basic program design and administrative choices.

Decisions made about targeting benefits on the basis of categorical

eligibility or in relation to s variety of Income and asset tests will

substantislly affect access, accuracy, and cost-effectiveness. Congress

cannot decide to limit benefits to those who are willing to work

without imposing an employment test, nor can it avoid paying benefits

to recipients with homes or valuable assets unless it develops procedures

to verify ownership and establish value. The intricate relationship

between these factors is too often ignored in the basic legislative

design of income maintenance p:.ograms.
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The current welfare system-is complex (and thus crror-prone),

difficult to administer, burdensome to clients and staff alike, and

expensive. While much progress has been made at all levels of government

in addressing those problems, substantial progress is still needed and

is possible only if existing programs are simplified and made more

rational.

Consequently, we would urge Congress to consider carefully y a variety of

program changes that are designed to remove complexities, to improve access

to service, to reduce the opportunity for error, and to allow for less costly

administrative systems. Areas for consideration should includes

o establishing common eligibility criteria for all income
maintenance programs to allow for less complex appli-
cations and common verification;

o allowing for standardized work-expense disregards as a
substitute for the complex and error-prone calculations
of individual work expenses which now must be made;

o requiring the use or flat grants to minimize errors in
benefit calculations instead of the itemized procedure
now used in many states;

o standardizing eligibility procedures, such as monthly
reporting of income and a retrospective accounting
period for benefit calculation;

60-S2 0 -0 -29
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0 establishing more effective and enforceable work
requirements by, for example, eliminating program
components of no demonstrable value.

Cost-effectiveness not only reflects the impact of program design

but a variety of other factors as well. Automated systems, work measure-

ment, training, and organization may all positively or adversely affect

costs. Since state and local budget constraints unrelated to welfare

costs may have a major impact on welfare expenditures, special attention

needs to be given to the authority of the Secretary to review and set

standards and administrative budgets, to prescribe cost-effective admin-

istrative procedures, and to provide financial incentives for necessary

state investments in new equipment or procedures. The presetit flat

reimbursement provisions do not provide the needed leverage.

No system will operate without some administrative errors that

adversely effect individual clients. To protect against such effects,

the current welfare system provides for a system of fair hearings. However,

this system rests largely upon regulations and court decisions and does

not provide for a federal appeals process. Consideration must be given

to continued protection of recipients' rights.

Acc-ountability of program administrators and state and local

governments is a critical problem. At the present time, we rely upon

quality control sanctions and a cumbersome, seldom used, compliance

,'0!
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process to ensure that federal directives are implemented. Special

consideration needs, to be given to the modification of these tools.

In assessing performance, we need to look at a variet- of measures that

will assure us that access, accuracy, and cost-effectiveness are all

present. We also need assurance that the Federal government has the

tools in the form of both penalties and rewards, that will encourage

and mandate cooperation. This balance is lacking in the current system.

We believe it can be restored through a modification of the quality

control system, improved budgeting criteria, and effective use of

publicized performance measures.

In conclusion, these remarks have touched upon several of the

major issues that need discussion, analysis, and action as we seek to

improve the structure end operation of this nation's public assistance

system. It is clear that sincere observers of thee issues can have

legitimate differences regarding the resolution of these issues. The

Administration's proposals represent modest but achievable improvements

which have attracted broad support. We believe they can and should be

enacted in 1980. The Administration is committed to working with all

of the members of the Finance Committee as your deliberations on

welfare reform begin. We appreciate your leadership in this area,

Mr. Chairman, and look forward to working with you in the cooing months

to enact a meaningful welfare reform bill.
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[Whereupon, at 3 p.m. the subcommittee recessed, to reconvene
at the call -of the Chair.]

[By direction of the chairman the following communications were
made a part of the hearing record:]

WinOFHU
1125 FIFTEENTH STREET, NW. WASHINGTON. DC 20005

Edv.cd T Weo. Sue 300
cE .ctfi reccr Telephone (2o2)293-755o

February 4, 1980

The Honorable Daniel Patrick Moynihan
Chairman
Subcommittee on Public Assistance
442 Russell Senate Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

Although the National Council of State Public Welfare Administrators,
of the American Public Welfare Association, will not be testifying at
the Subcommittee's FebruarX 6-7, 1980, seminar on public welfare
programs and alternatives for their reform, we did wish to state, for
the record, the Council's current position on proposed welfare reform
legislation.

The House of Representatives (beginning with the Administration's
proposal, H.R. 4321) passed the Social Welfare Reform Amendments of
1979, H.R. 4904, in early November. The Council has endorsed the
Administration's "compromise-incremental" approach and supported the
bill during its consideration in the House.

The Council is pleased that you introduced the Administration's bill,
S. 1290, in the Senate, with the bi-partisan cosponsorship of Senators
Ribicoff, Bradley, Kennedy, Williams, Danforth, Baker, Bellmon, and
Hatfield. Now that the House-passed bill has been forwarded to the
Senate for action, we look to you, once again, to take the initiative.

We urge that you use the House-passed bill as your vehicle for welfare
reform legislation and for any perfecting amendments you may wish to
consider. The Council does believe the House-passed bill can and
should be improved upon and, toward that end, we stand ready to assist
you in any way that we can. Nonetheless, in our judgment it is the
best vehicle for these important reform efforts.

With best regards,

Sincerely,

3 h 7 _y, Ph.D.
Chairman, National Council of State

Public Welfare Administrators
and

Director, Michigan Department of
Social Services.

JTD :dr
cc. embers of the Senate Finance Committee
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Pouc Cou winU-MAss Acus tr STATC EMPLOYMENT AND TRAININo COUNCIL,
STATMr N RxoAanNGo T'" JoB CoMPoNENT or WlsAuh Ruvoiw

In 1979 the Carter Administration submitted to Congress its second version of
.welfare reform. Like the original Better Jobs and Income Program which died in
the 95th Congress, this year's version relies on an employment strategy which views
jobs as the vehicle for moving people from dependence to self-eu! ficiency. The Policy
Committee of the Massachusetts State Employment and Training Council fully
supports this approach and urges Congress to pve serious ce iuideration to H.R.
"4,25, the Admiistration's welfare reform jobs bill, and H . 4426, co-sponsored by
Congressmen Hawkins (D.-Cal.) and Perkins (D.-Ky.).

While the Policy Committee supports an employment stratep to welfare reform,
there are many issues which arise in connection with the Administration's bill, and
these must be resolved if welfare reform is to succeed. The essence of the jobs
portion of the Administration's proposal is a mandated, assisted job search period of
eight weeks for the primary earner in a family with children which is elig'ble for
Aid to Families with Dependent Children (AFDC). If, after eight weeks, no " is
secured, then the individual is referred to a job or training slot under CETA.

The mandatory job search requirement has much to recommend it. During the
eight weeks it is assumed that some people will find unsubsidized employment and
move off the welfare rolls; thus, the total cost of the subsidized * program is
reduced. The job search period has the potential also of rooting out a few fraudulent
cases where recipients are secretly working. Most importantly, however, the job
search period allows the client to "test the waters", by allowing the labor market to
respond to a person's qualifications for job entry and to indicate the parameters ofthe person's need for training. Thus the response of the labor market may form the
Sasis for the development of an employability development plan for the individual,

eared toward overcoming the deficiencies which were identified as a result of the
job search.

While a mandatory job search period is desirable, the eight weeks spe'fled in the
Administration's bill is too flexible. For many welfare recipients, lack of marketable
job skills is the major cause of welfare dependency. For these people who will be
unable to find jobs in the unsubsidized sectors, skills training will be a more
ap ropriate strategy than a 'ob search which results in an inevitable PSE slot after
eight weeks. When the employability development plan calls for training; the indi-
vidual should be referred to a training slot quickly, as an appropriate one arises,
and should not have to wait eight weeks. For this reason, a flexible job search
period, of perhaps three to a maximum of eight weeks, would be preferable to the
Administration's proposal.

With regard to the form of training itself, the Administration's bill appears to
envision a program of training coupled with PSE on the model of Title I1D. It is
Important that training not be limited to this model, but that classroom training
and on-the-job training, more intensive forms of skill training, also be allowed under
the welfare reform jobs program. While this will make it more difficult for the
Department of Labor to estimate the number of slots that will be available for any
given amount of funding, the experience of the CETA system in serving welfare
clients dictates that all forms of skill training must be available if the variety of
clients' needs is to be satisfied.

An additional issue with regard to training is this: in the Administration's bill,
the allowable costs are: 80 percent for wages, and 20 percent for training and
ror administration. Those cost categories indicate an intention to provide far

than the experience of the CETA system in ser welfare clients
.would dictate. For this reason, it is imperative that the costs for training should
pome out of the 80 percent, not out of the 20 percent.. This point raises the issue of the adequacy of the proposed funding for the jobs
onanent of welfare reform. The Administration estimates that approximately

600,00 slots will be needed in the welfare reform program, but in addition to the
pew slots which would be created in the proposed T1tl lIE, the Administration
ro pes to take slots frm Title VII, Title H and 167,000 slots from Title lID. This
'raid" on Title 1D in particular is totally unacceptable. Title I3D is intended to
gs ve the structurally unemployed, some of whom are on welfare, but maty of
*'bo -are not. Title UID must remain untouched in order to serve these poop*e
: edm of diverting ID in the proposed fashion, the Administration should ensure

rthem m enough funds in the jobs component of welfare reform Itself to serve
: 141 th0se eligible. The only way to ensure that demand will be met, as the Admini

tration claims,, s to create an entitlement to the prime sponsor If the Administr-
t$o Is as confident of the 600,000 figure as it clif to be, entitlement should not
prug, to be a problem. Entitlement also eliminates the need for an allocation
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formula which would be most difficult to construct in such a manner as to distrib-
ute funds according to need.

Perhaps the most difficult issues to come to grips with in welfare reform concern
the design of the delivery system. The Admniistration's bill proposes that the
Governor of each state will decide which agency shall deliver job search assistance
during the eight week job search period, but that CETA prime sponsor will deliver
the work and training opportunities that are available after that period. This design
creates the-potential for tremendous duplication, confusion and conflict in two
areas, assessment and the development of an employability development plan, in
the likely event that a system other than CETA is designated to j'. wide job search
assistance. In reality, because one does not know in advance of a~esment which
clients are likely to need a (ETA job or skills training, CETA must be involved up
in fr)nt of the eight weeks job search in the assessment of each client, Furthermore,
CETA must be the "ssm to develop the EDP since that is the system which will
have the responsibility for aaying it out, CETA cannot be made responsible for
carrying out an EDP .deelolT another organization which the Governor might
designate Because of its logial role in assesment and crucial role with regard to
the El)P, the CETA system should be designated le islatively to carry out the Job
search assistance program, and the funds to run this program must go directly to
the CETA system. This of course means that the 10 percent match in the job search
program required by the Admiistration's bill must be dropped.

With regard to one final issue, the Administration proposes to limit its welfare
reform program to principle earners in families receiving AFDC, thus eliminating
irom eligibtlit'r single individuals and childless couples. This limitation is due to
budgetary reasons rather than programmatic concerns or analysis of need; thus,
eligi'bility should be extended to all welfare recipients.

In conclusion, the Policy Committee of the Massachusetts State Employment and
Training Council supports the basic concept behind the jobs component of the
Administration's welfare reform proposal, and with the changes suggested in this
statement supports the bill.

IN COM Sucuiuvy AD SocL4,r Surpow. SHOULD THU FEDERAL RoLZ Bs RZDuczD?

In this debate or really exchange of views, I am sure that neither Alvin Schorr
nor myself will take the simple positive or negative, and say, yes, the Federal role
should be reduced, or not reduced. It is a characteristic of present-day debates over
welfare and income support that we no longer have any simple answers-at least
amorg the weil-informed. Many of us no longer have much hope, as we did in the
la a 1960's and early 1970's, that by ignoring services and setting up a simple,
meclunical negative tax-system, we could get rid of many of the problems of
welfare. It was a nice slogan, and so clearly sensible, to say that all the poor needed
was money, and obviously if that was all they needed, it had to come from the
Federal government. But the amount of money that poor have been getting has
increased enormously over the past ten years, because of the expansion of old
programs and addition of new programs-but we have no greater feei of satisfac-
tion tha t we are dealing more effectively with problems of welfare. Four times now
the Federal government has tried to launch major efforts to rationalize and in
meamre nationalize the welfare system by means of a guaranteed minimum family
income. 2ach version gets more complicated, less publicity, and less support.

What was the original hope of this now almost abandoned effort to introduce
something like a national income-support ssem to replace welfare? There were
many ob tive, but the chief oves were: First, equity or justice. Wefare support
shod not be so much lower in the South than the North and West Second, to
eliminate the incentive to family split-up in order to get welfare. While it is true
that even in 1969 in many states a husband-wife family with children could get
welfare, in a good number of states only the abandoned, divorced or separated
motLer could qualify. Third, encourage work by the adult able-bodied. Different
approaches to this objective have been emphasized at different times child-care, job-
training, incentives to work by permitting the welfare recipient to retain largerS shares of earnings without los of welfare benefits, or pressures requiring register
log for work.

ere were other objectives of course-reduce the incentive to the dependent poor
to migrate to high-welfare areas or to stay in them, Increase the amount going to-i . the poor, relieve state and local governments of fiscal burdens, reduce the stgm of

• :' welfare-with whatever consequences tiat might have-by reduin thisceto
of individual poa workers and investigators1 and by mkinq welfare more of

- / right and less of a bnefit. But unobtdy the mao objectives were toge



rntioral uniformity for greater justice and equity, to support family stability, to
eftouraw work io the welfare recipient could get out of dependency.
- All these were admirable objectives: But it turned out the road to them was more
06pplicated than anyone realled ten yea ago. Not that we could not have noticed

'tMt there were going to be problems. In 1969 1 examined the welfare system of New
Yqrk 4Ciybecause it was so very much like the new, national, uniform non-
stiai income-mintenance system that was then being proposed. The hus-

ie family could get support, a proportion of earned income could be retained,
ine _Wuld get on welf#. through a simple declaration. As a result, welfare had
sy s handed enormously during the second half of the 1960's--despite the fact that this
was a period of high employment in New York City. The benefits provided, the
numbers aided, the welcome offered, had all expanded gtly under Mayor Wagner
and Mayor Lindsay. But it was very hard to see any of the h -for benefits from
these changes. The poor were certainly not ha pier in New York. T air neighbor-

ghoods were ravaged than before by crime and drugs. Illegitimacy and single-parent
families, far from being curbed, had grow rapidly. In a time of prosperity, an
Idereesing number of t e city's children and mothers were being supported by
public funds, and it was hard to see that they were any better off at the end of the
1960's, when benefits were so much more generous and distributed with so little
restraint, than they were at the beginning of the 1960's. One could seriously
woqder, then, whether there was any reason to spread the enlightened system of
tncme-maintenance of New York City to the rest of the country, which is after all
'what national income-maint6nance proposals intended to do. The chief characteris-
tic of all the Federal reform proposals between 1969 and 1979 was that they did very
little to change things in New York, but a good deal to change things in the rest of the
country so that, when it came to welfare, it was more like New York. Now was that a
very sensible thing to do?

What has been neglected in the proposals for a national income maintenance
system is that welfare not only relieves distress-it also has dynamic effects, it
creates that which it relieves. It is of course noble and charitable and meritorious to
provide an assured income for a mother left alone with young children and relieve
-her of some of the burden of making a decent life for them. But it turns out that as
thi provision becomes more generous, more assured, less stigmatized, more a
matter of right and less a matter of charity, it encourages mothers to live alone if
they find their husbands inadequate. This was the unsettling finding of some of the
income maintenance experiments. Even if, as in these experiments, income was
available to the husband-wife family, it encouraged wives to leave husbands, or
husbands to leave wives. Well, you will say, if the husband beat her if he was
drunk or a drug addict, if he was incapable of supporting her and the children, better
that she did leave him- But the dynamic aspect of welfare is that it assures that
i eand more husbands will be found to be inadequate. What husband, with poor

k is going to get a job that will automatically provide more money
when thrent goes up, or when a new baby is born, or when growing children need
more clothm and shoes, or provide unlimited funds for medical care? That is what
welfare dow; and it is a rare low-income earner who can match that deal. Thus the
very fine oK.etive of providing more generously for the mother living alone and her
children insures that men who might have considered themselves decent and pro-
viders will now find that their pay is totally inadequate to compete with welfare.

I would mrge all of you to read a book that has received all too little attention,
George Gilder's Visible Man. It is a book-length study of a single teen-age black
youth in Albany who keeps on getting into trouble. His mother is on welfare, his
girl-friends are on welfare. Where does that leave him? This book is if anyting even
more valuable than Susan Sheehan's Welfare Mother because It focuses not on the
direct recipient of welfare but on those in the shadows-the men who have fathered
the children and are companions to the mothers, and who live in a culture in which
very young woman is assured ready cash and services that make young men

s(nly superfluous in their key roles as earners and providers.
oNow Visible Man bears directly on the Federal role because in the conclusion of

tat remarkable book George Gilder, the author accompanies his young protagonist
ea f rip to the South to find his southern famil y and relatives. They are better off

hi is, and better off than the mezogbers of N fmily that have moved toy , d lving in the shadow of that generous capital. More of the Southern
members are working, mpre ar living in regular families or indeed have

4o6 the problem of the expendUng Federal role in welfare is that it wants to
,W;, .rhat we have in New York. Masahusetts, and Other Onerous Northern

W6 , sor-W states, sure that the Soith-the delinquient and reluctant
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part of the country-will have it too. That has to be effect of a greater Federal role
in welfare. The Federal presence must mean greater uniformity. It will not push up
benefits in the generous states-they have gone about as far as they can go, and the
additional funds will go to push up benefits in Southern states, in Texai, for.
example, which is regularly put forward these days, whether in the Wall Steet
Journal or Newsweek, as just about the stingiest and least generous state In the
union. In other words, a greater Feeeral role means spreading the benefits of New
York to Texas. Now I realize that not everything good in Texas is related to its low
welfare benefits, and not everything bad in New York is related to its high welfare
benefits-and I realize too that not everything Is good in Texas, or bad in New
York. But undoubtedly the high rate of employment in Texas is related to the fact
that welfare benefits are so lo%; and the high unemployment in New York City is
related in some measure to the fact that welfare benefits are so high. The links are
of a number of kinds: If welfare is high, first, fewer people have to work, and
second, businessmen and investors, paying higher taxes, have lees to invest in
creating jobs.

We should be very careful before we decide that what they do in Texas is awfui,
and spread over the entire country a common Federal benefit level and system of
requirements. This is a country of many cultures, regional, ethnic, racial. This does
not mean that in each state they therefore automatically know what it is best to do
for the needs of their various subgroups. But if some states are tough on welfare
recipients, and some states easy, if in some states it is seen as charity and in others
as a right, if in some states benefits are low and others high, I do not believe we
know enough about the dynamic effects of welfare to say that the practices of the
rights-oriented and high-benefit states should be spread to the others, nor do I think
we would even be doing any good for the poor. I don't believe that young black and
Mexican men in Texas are worse off than young black and Puerto rican men in
New York and Massachusetts because welfare benefits are low there and high in
the Northeast. I am not even single mothers and their children are worse off. Indeed,
I believe George Gilder is right in arguing that these young men of the North are
worse off when all around them they see the young women they should be husbands
to, the young children they should be fathers to, being better than care of by
welfare than they can.

Does that mean we do nothing, Well, when this administration started asking all
over for advice on how to reform welfare, three years ago, a lot of very well-
informed people said, don't try, leave it alone, reform something else. Basically we
have to rind means of support of the poor that are not dynamic, in the sense of
encouraging peopleto become poor or stay poor so they get the support. Thereare
such means, andI think the next step in thinking about income-maintenance should
be to find them. A universal child allowance is one such means. Everyone gets it, it
doesn't require investigation, it will take some part of the welfare population off
welfare, and since it comes whether the father or mother works or not, it will-,
encourage men and women to work, rather than encouraging them to find ways to
qualify by earning less income, concealing income, and dropping out of the labor
force. Collecting money from absent fathers is not a bad idea-In some places. It
seems to work well in Michigan, according to a study just published. It's never
worked well in New York. There might be reasons for that we may be able to apply
elsewhere. But if it works well in Michigan because of its Friend of the Court
System, as David L. Chambers argues, then we should realize that system was not
created by Federal regulation-and one wonders whether it can be effectively
spread through Federal regulation.

The Friend of the Court has a general concern for the child-something like the old
charity organization, which weren't limited to one narrow function, whether to

provide income or some supportive service. I think one of the reasons it works is
that the Friend of the Court not only has power-he expresses a local community
standard that parents should support their children. The federal role all too often
overrules a more stringent local standard. - and in many cases that is not a good. idea. ..Another. thing we need is a system of health (urance which does not severely

penalize 'the low-income earner who is not on welfare. Peirhape the best idea'
though a very hard one to. Implement-is to find ways to make low-paying jobs more
competitive with welfare, We won't do that by raising welfare beefits ad maki
them easier. They already offer far too potent competition to the kind of jobs tWe
poorly educated and unskilled can get. We have to see how we cpn attach some of
the benefits of welfare to Jobs. This means that a man's incoe should go up as the
nuinber of children he hos to support goes up. It eane that he AptM d4 i well In,
getting free or low-cost medical care as the welfare recipient of the same income, It

A. "- *
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means he should have some vacation and leisure, so that there is not so radical a
contrast, between the nonworking welfare recipient-whether a direct recipient or
'04- indirect one-and the low-income worker. It will not be easy to make these kinds
Ofjobs competitive with welfare . But we won't get there by akin welfare better.
We have to leave welfare where it is, letting the states struggle with it in their various
waja ad stabout making Jobs better instead.
,In speaking of child allowances, health insurance, and making low-wage jobs
letter, I am, of course, speaking of an expanding Federal role. But tis expansion, I
;,= will subsitute for welfare. The issue is how we expand the Federal role--
ther by means of a general income maintenance system, the export of New

.York and Massachusetts to Texas and Mlssisippi, or by new prorazm that reduce
iticentives to dependency and replace them with encouragement and the require-
ment of family responsibility and productive work. It is such proqrars we must
think of, rather than universalizing the welfare standards and practices of the most

bMra Btate&
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