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Preface
e e L

Mearly all policymakers agree thar the current welfare system is badly in
need of refoarm. Many argue that it offers too few incentives to work and
almost no means by which to obtain employment. Moreover, the rax
structure penalizes low-income workers so that those who can find a job
have lictde reason o remain emploved.

In this Public Fl‘.l]l'l:“j' E'I‘ie_f, ]_El.n_,l Insrirute Fesident Ressprch Asociane
Dren M. Levin-Waldman argues that the economic incentives in the
CUTTELRD EVETEMm [I-!'l:‘!l'.-'hi-l: Jl[lll_" rEascn foe ALY mcthiers rvl:l.:u'i'l."il::.g ﬁm:ﬂﬂ.
to enter the work force, given that ir is likely that they would ke
emploved in low-paying jobs offering no kenefite. Levin-Waldman sug-
gests that the current array of benefits be restructured into a consolidat-
ed assistance program that would mot eliminare benefits almogether, but
wonild give welfare recipients the necessary economle Incentive o work.

In order to evaluate the variety of measures chat have been proposed and
to gain perspective on the debate abour welfare reform, we should recall
the function the original welfare system was designed o perform. As
Levin-%Waldman notes, “the initial welfare stace was not designed to
encourage women with children to wark, but mcher, to keep them
home." T.‘:lﬁ',."ﬁ ermpliasis on encouraging mothers to work is a dTu.:il:'iI:HHj,r
differemt g-.'r::l. :'-Eﬂer_'lin-_q_ cl'l.nl:uw i the structure of the labor force, the
fﬂJlLi]'r', and women's role in society. When we place welfare i this con-
DeXD, it comes as no surpeise thae the system does not contain the eco-
nomic incentives espoused by many in the current debite.

The Jereme Levy Economics Insntue of Bard College 8
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As Levin-Waldman suggests, additional incentives to work eould be
insrimured through a restructuring and coordination of existing programs
such as the eamed (ncome rax credit (EITC). Recent hearings by the
Senate Governmental Affairs Committee indicate char structural
changes should be made to the EITC o address problems stemming from
fraudulent claims. The existence of fraud does not imply that the EITC
should be eliminated or benefirs reduced; mther, restructuring efforts e
address problems associared with fraud provide sn excellent opportunity
to redesign the EITC also vo mrger its inrended msdience more efficient-
Iy and to coordinate better with other programs.

The issues surrounding welfare reform are complex, and many factors
influence a mather's decision about whether she can or will enter the
wotk force. Access ta affordable health and child care, adequare educa-
tion, and job rmining are all factors in the work decision. Lack of pater-
nal responsibilivy, high rates of out-of-wedlock births and eenage preg-
nancy, and the trade-aff (especially for single mothers) berween time
spent working and time spent rearing children must also be addressed
before any effecrive reform of the current welfare system can take place.
The proposals in this Brief address some of these issues, bur they should
be viewed as cne part of @ larger stratepy thar would deal with all the
issues confronting the welfare sysram.

Dimitri B. Papadimitriou
Executive Director

May 1995
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Reforming Welfare by
Synchronizing Public
Assistance Benefits

Dwring the 1992 presidentizl campaign, candidare Bill Clinton pledged
o end welfare as we know it. He made ic clear thar those who playesd by
the rales and worked should not live in poverty. As president, Clinron
proposed a two-year time limit on welfare benefits, after which benefi-
ciaries would be required to work; for those unable to find work, the
povernment would provide assistance im the form of a mininumn-wage,
puhlie secror job. For low-income workers, additional assistance would
be provided through an expansion of the earned income wax credic
(EITC:), & measure designed to reduce the cost of payroll taxes. The
expansion of the EITC, legislated under the Omnibus Budget
Reconciliaton Act of 1993 {OPRA 93), was aimed not only at provid-
ing low-income workers with additional assisrance, bur also at comple-
menring the president's plans for welfare reform by offering an additional
incentive for those receiving public asisrance benefits o enter the labor

market.

However, the expansion of the EITC provides only a small amount of
wax telief to lower-middle-class workers (those eaming up to $27,000).
As lsudable as ehis relief might be, it is questionable whether it is suffi-
cient to induce those on welfare wo forsake public benefits for the world
of work. Moreover, when the EITC interacts with other public assis-
tance programs, it s questionable whether the entire army of benefies
procuces any added Incentive to work,

In this Brigf | inrend oo show that the cument benefit package does not
offer sufficient incentives for recipients toe enter the work force, In view
of this failure, we must ask what can be done o create a system that

The Jevome Loy Ecomomics Institnte of Band Ciellepe 11
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would offer such incentives. Will merely expanding the BEITC or adding
another program to the current package be sufficient o counteract its
disincenrives? 1 suggest that a synchronization of benefits—a plan con-
solidating existing programs into a more integraced system—Is needed.
The EITC, while not a had program in and of iself, in conjunction with
the current array of public assistance programs is simply insufficient o
offer such incentives. | therefore offer a plan that would synchronize and
consolidace existing benefit programs by combining elements of the
EITC and other programs into one program, the consclidated assistance
program (CAP). This paper intends to argue that a program composed of
a two-tiered assistance component (one tier for working parents and the
other for nonworking parents) and a child support component would
assure minimal subsistence to those unable o work while providing posi-
tive incentives for those on welfare to work without in effect punishing
them in the process. Such a program would accomplish welfare refarm
more efficiently and effectively than a plan thar would simply expand
the EITC and place a time limic on benefit.

Overview of the Major Existing Welfare Programs

Wellare for the poor consists of a wide armay of prograns, mcleding Aid
to Families with Dependent Children (AFDC), food stamps, the
Women, Infants and Children (WIC) program, Medicald (medieal agsis-
tance for the indigent), public housing assistance, school lench pro-
grams, nucricion programs, supplemeneal income programs, and, mose
recently, the EITC. This Brief focuses on AFDC, food stamps, Medicaid,
and EITC benefits and acemprs o establish whether the EITC as (1 (s
currently structured is sufficient to affset the disincentive effects of a
welfare package consisting of AFDC, food stamps, and Medicaid.

Aid to Families with Dependent Children

AFDC is the basic welfare progrum and is the program we perhaps are
mast familiar with. It is a childrens program that provides benefis
through assistance to their mothers. AFDC is a cooperative program
between the stares and the federal government. The federal government
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esrablishes minimum benefit levels and provides funding to the staves,
and the srares derermine actual benefit levels and program eligibiliny.

In fiscal year (FY) 1993, 14.1 million recipients collected $22.3 billion
in AFDHC benefits. Consalidared inee family vnis, there were 4,951 mil-
lion AFDC beneficiaries (LS. House of Bepresentatives 1994). In addi-
tion to benefit costs, wtal adminiscranive costs for AFDC were 53 billion
(LI5S, Homse of Representatives 1994}, The Congressional Budger Chfice
(OB estimates thae in 1994 AFDC benefis will total $23 killion
(Congressional Budger Office 1954,

Ciriginally cifled Ald to Dependent Children (ADC), the program dates
back to the Soctal Security Act of 1935, which created both a pension
plan for the elderly and a public asskstance program for dependent chil-
dren. The pension plan was to operate as an insurance system in which
individuals would receive benefits commensurate with payments into the
system. Public assistance was intended for widows with children and
operated as a public charity, The esmblishment of this dual operaring sys-
tem was based on conceptions of faimess and the social mores of the
time. Social Security beneficiaries were thought w be “entited” to bene-
firs by wirtue of having made payments into the fund. Public sssistance
was specifically for children. Predicated on the assurmprion that families
with fathers had no need for asistance because the fathers would suppon
the children, public asistance benefiss were desipned o sid families in
which the father was no longer present (Weir, Orloff, and Skocpol 1983).

However, the depression of the 1930s undermined che assumption that
living fachers would be able to work and support their children. One way
in which the Mew Deal sought to address the problem of wide-seale
unemployment was by creating public works programs. The public works
were to furnish able-bodied men with work in an economy in which jobs
were scarce and thereby enable them to fulfill their traditional role as

providers.

Public works programs were based on the belief that by working in
exchange for their relief, men would be able to maintain their moral
incegrity and self-esteem, which would be lase or impaired if they had o
accept public assistance. Consequently, the moral fabric of sociery would
not be undermined. Mor would it be undermined by women’s staying

The Jerome Levsy Evonoemics Instituee of Bard Callege 13
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home with their children, as that wes precisely whar sociery choughe
women were supgased to do. Hence the initial welfare state was not
desipned o encourape women with children to work, but mather to allow
them to seay home. In face, the system was structured o that women on
ADC found ic difficult o "marry off” of welfare. “Man-in-house™ rules
effectively discontinued benefits o any woman who either had or was
presumed to have a man in the house. Moreover, it was a common
assumption that mothers who were courting were neglecting their respon-
sihilities to their children. Even though widows were considensd “deserv-
ing” recipients, they were not above moral suspicion (Gordon 1994).

Food Stamps

The food stamp program is designed prineipally to incresse the food pur-
chesing power of eligible low-Income howseholds so that they can buy a
nutritionally adequate, low-cose diet. Food seamp henefies are equivalent
ta the difference between the amount judged o be sufficient o buy an
adequate, low-cost diet and a houschold's expected conrsibution o its
food costs. The CBO estimares that meore than 224 billion in food stamg
benefits were paid im FY 199%4; in an average monch, benefles were paid
o an estimated 17 million recipients {Congressional Budger Office
1994).

The food stamp program, administered by the U.S. Department of
Agriculrure, dares back ro the early 1970s. Because food stamp benefic
races are based on a housshold's ncome and resource levels including
AFDC benefits, households in states with lower AFDC benefit rares
receive more food stamp benefits than households in states with higher
AFDC benefit rates. The food stamp program therefore has had the effect
of equalizing some of the state-to-state disparities in AFDC benefit levels.

Medicaid
Medicaid, authorized under Title XIX of the Social Security Act, is an
entitlement program providing medical asistance to individuals or fami-

lies with incomes under 39,000 who are "aged, blind, disabled, members
of families with dependent children, and certain other pregnant women
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and children® (1.5, House of Represenracives 1994, 783). The program
ks funded by federal funds thar are matched at & set mte by state funds.

Eecent Reforms of Welfare Programs

As demographics and our assumptions about who can or should work
have changed, a grearer emphasis has been placed on the need to ger
welfare mothers—previously encouraped to refrain from entering the
work force—o work. Over the years AFDC has been amended several
rimes o increass work incentives, but thess incentives have often been
negligible.

The most spgnificant welfare reform in recent vears has been the Family
Support Act (FSA) of 1988, [n addition ro provisions aimed ar enforcing
paternal child support, the act provides for job rraining chrough the Job
Chpportunities and Basic Skills {(JOBS) program, The 1988 act stipulared
that mathers with children receiving AFDC benefits participate in train:
ing programs of risk losing their benefits. The goal of the legislation was
to transform welfare into a cransiticnal propram aimed ac helping an
increasing porton of AFDC recipients get jobs and aveid long-term
dependency, Through the JOBS program, states are supposed o (1) pro-
vide a broad range of educational, maining, and employment-related
activiries, {2} incresse the number of AFDC recipients participating in
these acrivities, and {3} target resources to long-term and potentially
long-term recipients.

The FSA did recognize that states might not be able w serve all who
were requited o participate. To ensure satisfacrory parcicipation in
JOBS, the mct therefore established minimum pardeipation standards
that attempted to go beyond including all AFDC beneficiaries in the
participant base to including only those who would be required ro parti-
cipate in JOBS in the base. The minimum participation standards rose
from 7 percent of all participants in FY 1991 o 20 percent of all partici-
pants in FY 1993, Bur due m exemptions, relacively low minimum parc-
ticipation standards, and the growth of dhe AFDC caseload, the share of
AFDC reciplents active in [OBS remains limited and has not increased
(LS. General Accounting Office 19%94a). The General Accounting
Oftice (GAQ) also found that from FY 1991 through FY 1993, in an

The Jerome Levy Ecomotdcs Inseifute of Bard College 15
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average month the JOBS program served only abour 11 percent of the
more than 4 million parenits seceiving AFDC. The GAD concluded thar
the current JOBS program has not served a langpe portion of the AFDC
caseload and is not well-focused on employment (1.5, General

Aecounting Cifice 1994a).

Interaction of AFDC, Food Stamp, and Medicaid Programs

AFDC recipients wsually qualify for food stamps and Medicaid. And,
wually, the total value of the benefic package is greater than the value of
the package would be if an Individual worked full time at the minimom
wage. Although a family supported by wages at or near the minimum
wige will seill gualify for some AFDC, food stamps, and Medicaid (the
lase so long as earmned income is at or below $9,000), the family may not
have much maore disposable income than it would if it had no earned
income, because for every dollar of carned income over 330 per month
there i a corresponding reduction of AFDC benefis, The way the sys-
tem is currently designed, then, provides little incentive o warl.

Earmed Income Tax Credit

The earned income tax credit is a refundable tax eredit available o
working households with a qualifying child (defined as a dependent
child under the age of 18). The goal of the credic is to increase the
incentive o work by offering a tax credic to offser the cost of federal pay-
roll taxes. The credit is refunclable in thar claimants can receive a check
for the amount of the eredit that exceeds their federal rax lability, The
EITC therefore acts as a government subsidy of low-wape labor.

Because the credic s completely dependent on family income, not indi-
vidhal circumstances, the EITC is unlike a negative income m@x or some
other type of minimum income flooe. In order to receive the crediz, one
st work and must file 3 tax retum. What distinguishes the EITC from
other tradirional welfare ransfer payment programs is that it is depen-
dent on both the number of qualifying children in a family and the
family's amount of eamed income.
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The Office of Manapement and Budger (OMB) estimares that the EITC
will cost close to $16 billion by 1995; some estimates place the fipure
at around $221 billion {Office of Manapement and Budger 1994}, The
Joint Committer on Taxatben (19594) estimares thar in 1996 (when the
expansion of the credie legislared under OBEA 1993 is fully implement-
ed) the maxienum credic will equal 3,370 for a family with two eligible
children, 32,040 for famllies with one eligible child, and $382.50 for
these with no childeen; the toral cost is estimared ar $24.3 billion. 5o
although the EITIC does not entail spending in terms of sctual outlays, i
is nonetheless a social maintenance program because it involves the
expendirure of tax revenues. In this regard, it i no different from any
other soclal program and thus warmants the same type of seruting as do
others.

Introduced in 1975 a5 a means of offsetring che Social Security payrall
ta, the EITC has come to be viewed by observers all along the political
spectrum as ane af the better mechanisms for assksting the poor. Because
it is refundable and is ried to work, it is a means of assisting those who
work, Comsistent with the view that the nonworking poor nesd to be
mintivated o work, the expansion of EITC under OBRA 1993, in acddi-
ticm o offering asitance w© the working poor, was desipned to assist in
overnll welfare reform.

Operation of the EITC

The BEITC is calculared in three income ranges: the phese-in mange, the
stationary range, and the phase-out range (see Figure 1). In 1996 {when
the expansion under OBRA 1993 is fully implemented), families with
two or mare children will be eligible to receive a credit equal to 40 per-
cent of the first $8,425 of camed income; for thase with only one child,
the credit equals 34 percent of the first 56,000 dollars of earmed meorme.
For a family of two or more children with income between $8,423 and
$11,000 {or berween $6,000 and $11,000 for a family with one child),
the eredic remains constant at the maximum credit level (hence, the
term stationary for this income range). The maximum credic will be
$3,370 for a family with two eligible children and 32,040 for a family
with one child. For incomes above those in the stationary range, the
EITC gradually declines. For a family with two or more children, the

The Jerame Levy Ecomumics Institvite of Bard Collepe 17



The Corsalidared Assiseance Progriss

Fh:l-l'- 1 Income F.‘i.l'.'lg,Ei of the Barned Income Tax Credit. Thzﬂgu': is
Easied o carnings of a family with gwo or more children.

Miaocimum credi
o H H:II|I:ri.LIn.i;ttd|t
i Earmed] irsonme i {eamed income =
Credic 1 = 0 ! £330 §11,0000 x 20.05%-
Phase-in Seationary Phiase o
Eamed —_— - 1
Income a0 38425 11,000 $T1,000

credir decreases by 21.06 percent for every dollar of camned income
abowve 311,000 for a family with one child it declines by 15.98 percent
for earned income above the stationary range. The Congressional Budger
Office has estimsaved the maximum credit, when indexed to inflation, at
53,560 for raxpayers with adjusted gross incomes of up o abour 311,600
(Congressional Budget Odfice 1994).

For example, a family with two children and with eamings of $10,000
{in the staticnary income range) will receive the maximum credic of
53,370, A family with two children and with earnings of 517,000 (in the
phase-out income range), will receive much less, This family's credir will
be equal to the maximum credic of $3,370 minos 21.06 percent of the
difference between its income and eamings ac the end of dhe staclonary
range. Therefore, a family income of $17,000 would receive a credit of
$2,106."

Beciplents can receive their credit in one lump sum paid wpon filing
their antual tax return, or they can request that their employers disburse
the credir in advanee through regular payroll checks. To receive the
credit in advance, employees muse fill out forms that allow their employ-
ers oo pay them their credic over the course of the year, with l::mp]n'!.'m
reimbursed at the end of the year. The advance payment option is mat
widely familiar to either emplovers or eligible employess. The GAO esti-
mated that less than 0.5 percent of dhose who received ehe EITC in 1989
received it in advance through che payroll oprion (U.S. General
Accounting Office 19921, In a survey of 617 employers, the GAD found
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that 60 percent did not know abour either the credic or the advance pay-
ment option. Although the RS, through it outreach efforts, did publi-
cize the credit, it did litde to promoce the advonce payment option.
President Clinton attempred to publicize the option by instructing fed-
eral apencies and departments to inform all federal employees wha would
qualify for the credit of the sdvance payment feature.

Peoblems with the EITC

Despite its popularity, there are some problems with the EITC, Because
the EITC requires filimg 8 rax retum, many people who are eligible for
the credic may not receive it. Many families who eamn too litte to pay
taxes do not file retums and, hence, do not receive the credie thar ghey
are otherwise entitled to. Based on data from the Survey of Income and
Program Participation (SIPF) and Froum special tabuliations on files con-
taining tax return data provided by the U5, Census Bureaw, Schaols
(1994} estimared that in 1990 only B0 o 86 percent of eligible credic
recipients filed for the credit. This means that abour 2.1 million eligible
tuxpayers failed to receive the credic

At the same time, many file for and recelve the EITC who are ineligible
on the basis of toal income. The EITC is based solely on eamed income
{wages, tips, and salaries). A family can have substantial investment
income (such as income from dividends, capical gaing, or interest), buz
lictle earned income and thus still qualify for che credie. For instance, a
family with a toral income of $30,000 could conceivably qualify for the
EITC if ar least $3,000 of the toml was investment income.” Based on
the IRS: Individual Scatistics of Income database, O'Meal and
Melsestuen (1994) found that approximately 10 percent of the EITC
benefits paid in 1988 went to households with substantial accumularions
of investment assets. One extreme example was a recipient who had
portfolio income consisting of interest and dividends in excess of

$299,000.

Further, as the EITC s currently structured, the bulk of claimed benefits
go o families with eamed incomes in the phasc-our range. Based on
adjusted gross income dara from the Internal Revenue Service, in 1991

The Jeremme Ly Economics Irnstitige of Bosa College 18



The Clorsalidaied Asaimance Pragsesn

only about 5 percent of EITC remusns had incomes that fell in the phase-
in range, but more than 50 percent had incomes thar fell in the phase-
out range {see Table 1), Holeblan, MeCubbin, and Gillere (1994} cal-
culated thar prior to OBRA 1993 4.1 million (2B percent) of all EITC
claimants had incomes in the phase-in range, 2.8 millioce (19 percent)
had incomes in the stationary range, and 7.6 million (53 percent) had
imcoxmies in the phass-out ranpe. As a consequence of OBRA 1993, in
1994 the number of househokls with incomes in the phase-in and sta-
tixmary angpes declined, and the number in the phase-out increased; 3.5
millicns (22 percent) of claimants had incomes in the phase-in range, 1.5
million (16 percent) in the stationary range, and 9.8 million (82 per-
cent) in the phise-out mnge. Similarly, Hoffman and Seidman (1990)
found chat the typical EITC family had low-to-moderare income, placing
it above the poverey line. Although 76 percent had incomes below
315,000 (in 1988 dollars), approsimarely 11 percent had incomes above
F20,000, and some had incomes above $30,000.

Cin the whole, then, the EITC appears to be providing benefiss pricarily
to lowermiddle-class families who, although they are not much above
the poverty line, would not be considered poor by official definitions.
This is precisely the group excluded from most income transfer programa.
The majority of families claiming the credic were single-parent farmilies,
of which 80 percent had a female as the head of household. More than
80 percent of claimants had only one or owo children. Almost 60 per-
cent of EITC recipients worked at least 1,500 hours a vear, and almost
15 percent reporeed working more than 2,080 hours {Hoffman and
Sedran 1990).

If the majoricy of EITC recipients fall in the phase-out range, some of
the intended purpose behind the expansion is called into question. The
bulk of the roral dollar value af EITC benefits is claimed by those who
are not covered by current welfare programs. The poorest members
of society [those caming between 30 and $1 1,000} do not benefit much
from the EITC, And yer, this s the income range thar welfare recipi-
ents wouk] presumably be earning if chey were o work. The problem
with the EITC as a tool of welfare reform is that those whom che esedit
should be targeting are precisely those who derlve no real benefic
from it
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Table 1 Distribution of EITC Retums, by Income Level

EITC Betumns Value of Credit  Average

Imconve Ranpge Muniber Percent {in thousandsh Credit
$5,000-10,000 331,636 5 332,853 FRE.T6
$10,000-15 000 2,079,143 3l 734,474 I62.87
$15,000-20000 3,036,209 a0 1238443 405.13
$20,000=25,000 06,628 11 38333 B2.54

Mz Pagures pegreseint tlhe EITC as v was weied wooffser mxe before the credie,
Sanerie: Imterral Bovenue Service, Ststbos of nomee—I181 | [ndivithasd fngime Tox Returmne,
['ﬂ';il\iu“:ltm.\_ G RS, 199],

Interaction of EITC with Welfare Programs

According to the Survey of Income and Program Participation (SIPF), in
1988 an average 27 million individuals collected AFTA and other cash
assistance each month (Bureau of the Census 1990). Those who qualify
for AFD and food stamps and alss work qualify for the EITC, caming
incomes that fall primarily in the credits phase-in and stationary ranges.
Although some af the 4981 millicn AFDC families are working and
comld be receiving sane EITC benefits, most do not work and therefore
cannot claim the crediv. The question o be answered is how does the
overall structure of existing welfare programs prevent those on welfare
from moving o work and thereby deriving the full benefic of the EITC.

For families whose incomes fall in the phase-in and smadonary ranges,
the effect of the EITC is to raise wapes by as much as 40 percent. Since
this is also the range of income received for working ac a full-cime job for
a salary at or near the minimom wage, it is presumably the same income
range that those who are currentdy receiving AFDC benefits would be in
were they to work and file for the credic. Because the EITC increases the
rewards to work, the expansion of the credit lepislated in OBRA 1993
should present a greater incentive to work.

The stated purpmse of the EITCs expansion was o lift the incomes of
poar working families above the poverty line. It woald seem, then, that
families who should receive che maximum credit are those earning
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incomes in the phase<in range, as they are the ones whose effective eam-
ings the expansion wis meant o target.

For example, consider a single parent who has two children and works
full-time at the minimum wage. In 1996, when the EITC s fully imple-
mented, the familys annual earnings would be $8,840 ($4.25 per hour x
40 hours per week x 52 weeks per year); the addition of the maximum
credit of $3,370 effectively ratzes this family's annual income oo 312,210
(or $5.687 per hour), Conrrary oo those who anpue chat the current wel-
fare system encourages people to seay home and collect benefits (see, for
example, Kaplan and Tausky 1972, Banfield 1974, Auletta 1952, Murray
1984, Mead 1988, and Freeman and Holzer 1936}, the EITC would
appear to provide the right incenrive to work (see, for example, Ellwood
1983). Yet evidence seems to suggest otherwise.

Consider the example of a mother of two children wha lives in
Pennsylvania and has worked four months on a job. The economic
trade-off berween work and welfare for this mother i= presented in Table
I. As the dara show, a the mother works more hours (or as her wage
rises) and she moves up the income ladder through the phase-in and sta-
tionary ranges of the EITC, her AFDC benefits decline. In addition, the
value of the EITC is completely ahsorbed by work expenses such as child
care. When her income reaches $9,000, combined Social Securiry and
work expenses exceed the EITC.

Initially, then, there might be an incentive for this moether to work pam-
time and earn $2,000 a year for a gain in total disposable income of
$1,375 {or $683 per $1,000 of earnings). But the nes gaim from earning
an additional $2,000 (the differcnce berween eaming $2,000 and $4,000)
will be only $367 (or $184 for cach additlonal $1,000 of eamings). The
marginal benefit of working for each additional $1,000 of eamings is only
about $184 until eamings reach $7,000. When carnings rise tao $8,000,
the marginal benefit drops ro $116. When eamings Increase 1o $9,000,
the marginal benefir of warking rises to $567. When earnings reach
$10,000, the marginal benefit of working drops again, o $414.

Still, ar an income level of $10,000 this mother clearly has a greater dia-
posable income than she would have if she were not working ar all. Ar
the same time, however, she no langer is eligible for Medicaid benefirs, If
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The Consolidated Assistance Program

the value of Medicaid—in Pennsylvania escimared to averape 34,128
(31,810 for an adule and 51,159 for each child)—were included as an
experse, the working mother eaming $10,000 would find hersell consid-
erably worse off than the nonwarking mother (see Table 3). If we sub-
tract the value of Medicaid benefits from the previous caleulation of dis-
posable imcome (10,937, her new level of disposable income would
teaal 36,809, 5739 less than the level of benefits (excluding Medicaid)
recelved |.'|1r & nonworking rsiither?

Hence, given the current structure of the welfare-EITC package, wark
incentives appear 1o exist for earnings ot or below 59,000, The marginal
benefic of 5414 for eaming an additional $1,000 is by no means suffi-
cient to offset the cost of purchasing health insurance on the privare
market. Mo one knows exacely what it would cost to purchase a bare-
bones policy, bur even if a bare-bones policy could be obtained for half
the value of average Medicaid benefits (32,064), the working mother in
this example would have a disposable income of enly 38,873, which srill
wonihd be less than the disposable income of a mother in similar circum-
stunces who earned only 52,000, Unless an employer were to provide
health insurance, working may actually be a more costly option than not
working. Even though in terms of absolure income level the worker
earning $2,000 has more “income” than the nonwaorker, it is clear thar a
worker is not necessarily better off than a norworker, On the contrary,
omce eamings exceed 58,000 and a working mother loses her Medicaid,
she may be much worse off than a nonworker,

Om the face of ir, then, it appears that Medicaid is the aggravaring vari-
able. Bur such an appraisal is o simplistic, because Medicaid varies
with place and is an intangible, noncash benefit. In this example, the
value of Medicaid could cleady aleer the decision shour whether to for-
sake welfare for work, However, in another state Medicaid could easily
be half the amount and therefore a much less imporant factor in wel-
fare-to-work decisions. In addition, a welfare recipient might not see any
benefit in working if the difference berween not working and working is
that one receives Medicaid in the former case and does not in the latrer.

T a barge extent, Medicaid acts much like a dummy, or qualitacive, vari-
able and, as such, cannot be as easily quantified as the other assistance
programs.” Blank (1939) has noted that the acoual {(dollar) value of
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Tha Comsolidared Assteurmce Program

Medicaid benefits has litle effect on AFDC panticipation. This is not
the same as saying that because Medicaid is available only to AFDC par-
ricipants, Medicaid will nor have an impact on the decision abour
whether to work in che minimum-wage marker or simply participate in
AFDC, Rather, the meaningful factor is the availability of affordable
health care, In other words, the value of the program may be of no con-
sequence, but the program in and of itself is (Bane and Ellwood 1994).

This conclusion is supporoed by Moffitc and Wolfe (1992), who found
that if 100 percent of workers received medical coverage, AFDC partici-
pation would fall by 7.3 percent snd the employment mate wouald rise by
16 percent; medical coverape would acoeally reduce the AFCHE caseload
by 20 percent. The sffect of Medicaid on the welfare-to-work deciion
cannat, therefore, be dismissed. The choice facing AFDC recipients is
no lenger whether there is a positive incentive to work, bur whether
they can afford o work given that Medicaid benelin are lost once earin-
ings exceed 39,000, Unless an employer provides health insurance, there
5 an effecrive marginal ax on the worker, the size of which 5 contin-
gent on whar ic would cost to purchase insurance in the privare marke-
place.

Although the combination of welfare benefits and the EITC does not
appear o provide an AFDC recipient much incentive to leave welfars
for full-time, minimum-wapge employment, she would indeed be worse off
if she did work and there was no EITC. Consider agmin the working
mother living in Pennsylvania with twao children. Withoue the EITC it
makes sense for her to work anly if she eams 32,000 (see Table 4).
Eamings between 52,001 an<d 5,000 are asociated wich negtive mare
ginal benefits and falling digusable ncome. Although marginal benefis
are positive far Ernings over $E,|:."|'_'D.. the mother who works full time at
the minimum wape (and therefore earms berween 58,000 and 39,000 per
year] would realize roughly the same amount of disposable income as if
she were not working ac all.

Even though comparing the world wich the EITC ro che world withour ic
[Table I compared to Table 4} shows that a mother earning the mini-
mum wage would have more disposable income with the EITC than
without it, the EITC still does not make cur working mother much bet-
ter off than if she were not working at all. And any incentive thar she
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The Consolidated Asstssamce Program

might have to weork is likely to be muted by the fact that if her eamnings
are alightly higher than the minimum wage (thar is, more than $9,000),
she will lase her Medicaid assistance.

The extent to which rhe current EITC-welfare package is able o
provide incentives i complicated by the fact that no one knows how
many people who enter the low-wage labor market will be lucky enough
to find jobs providing health insurance benefits. Nor does anyone know
how many of those who cbtaln employment but do not receive healdh
insurance benefits will still be able w obain medical care at afford-
able prices.

Anather major obstacle to working for the poor and the near-poor is
child care, o far only alluded to in the above example’s computation of
disposable income (s a portion of “work expenses”). The cost of child
care alone will affect women's decisions about entering dhe labor market
{Connelly 1992). According to the GAO, the provision of a full subsidy
e mochess who muse pay for child care could increase the propostion of
poor mothees who werk by 15 percentage poines, from the curren sare of
19 percent o 44 percent, and the proportion of near-poor mothers who
work by 14 percentage points, from the current rate of 43 percenr to 57
percent (L5, General Accounting Office 1994h). Such a subsidy would
increase the proportion of nonpoor mothers who work by 10 percentage
paines, from the current rate of 53 percent to 65 percent. The findings of
the GAQ study appear consistent with these of Berger and Black (1992),
who estimated that subsidized child care programs would lead toa 12
percent increase in employment. These results suggest that among the
factars encouraging low-income mothers to seek and keep jobs, afford-
able child care is a decisive one. And because most mothers do pay for
child care while they work, their decision o enter the werk force is
therefore contingent on how much income they have aiter child care
expenses have been paid. Admirtedly, considering cost facrors alone may
miss the complexities involved in child care. While such complexiries
may not be quantifiable, they seill are likely to enter into a mothers deter-
mination of whether to wock or to continue receiving welfare benefis,

Analyring the welfare-to-work decision is made even more complicared

by the fact chat under existing programs states {or localiries) ser benefi
levels. Variations across reglonal and stace boundaries mean thar che
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EITC (as currently seructured) offers grearer incentives to wark in states
in which AFDC benefits are considesably less gemerous. {The appendix
provides an example of how variations in benefit levels across sraces
might affect incentives to work.)

Given the variery of factors affecting the decision to waorl, it scems clear
that, even at its projected 1996 level, the BEITC alone canmot mativace
those on welfare to go o wark. Even though it offers relicf, the credis is
simply insufficient to provide an adeguate income o mathers who may
congider leaving welfare, Given the wapes that most mothers whe leave
welfare would receive, the size of the credit in mast cases woukd cover
only the cost of child care. In a sense, the eradit's only effect may be ta
Life the living standards of working mothers to levels comparable to those
of welfare mothers; without the credit a working mother earming the
minimum wage would clearly be worse off. Moreowver, if a welfare recipi-
ent ks faced with a low-skill labor marker im which there i no dignity

associared with woek, there is really no Incentive oo work.

Implications for Welfare Reform

W hat s ipnportant o steess ds chat while welfare recipients who wodk are
eligible for the EITC, the interaction between welfare programs and the
credic ultimarely leads oo a situation where there s not much Incentive
oo work. Yet, these recipients are the very people who should be targeted
by the EITC as part of any welfare reform effors It is clear thar work
incencives nesd oo be stronger than they are under the current sorscoure
of welfare programs and the EITC, The current structure appears to pro-
vide an incentive to work only if incentive is measured in terms of

absolute income. Cirenter absolute income, however, does not necessarily
mitke a person better off {Bane and Ellwood 1994),

It would seem, then, that serious wellfare reform requires more than just
the addition af the EITC—even an expamded one—to the current amay
of welfare programs. An expanded EITC mighe enhance wock incen-
tives, but not enough to entice significant numbers to leave the welfare
rodls. Fiese, an expanded EITC may not be correctly structured to reach
the correct targers o achieve thar goal. Second, the value of the credit
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Table § Demographics of the 1992 AFDC Population

Average iarnillf gize {pemms:l P
HMumeber af child recipients {percent of AFDC cases)
Cne 4.5
Twa e
Three 155
Foair or more 101
Unkmown Q.7

Basis for eligibilivy (percent af child recipienss)
Parents present in household

Parent incapscitated 4.1
Parent unu:nph:rg,!n:! k2
Parents abeent from household
Dhearh 15
Divoirce or soparation g
No marital tie 531
Cithesr reason 2.0
Unknown (L)
4"':3: of mother 'I'pe:'r_m‘rd' mothers}
Under 20 vears 1.4
Db 14 years 4.5
25 g 29 yoars 235
3 ter 39 years 3.7
40 vears or older 118
Uik 0.1
Age of children {percemt of recipient children)
Urider 3 vears 4.6
Srak e ZL.F
6 1o 11 years il4
12 years and alder 21.2
Unknown Q.0
Pace (porcent of parents}
Whit= 389
Rlack kY e
Hisgpanic 175
Mative Ansrican 1.4
Asian 24
Oicher or unkmnown 3.0
(Comzinued on near page)
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Table 5 (Continued)

Educarion af mother (percenn of mothers)

Eighith grade or les 449
Cine oo three vears of high school 158.5
High schood diploma 14
Some college .5
College graduare 05
Uﬂll’ll.'l“'l'l q'ﬁ“-ﬁ
Muorher's conploymsent status {percent of mothers}
Full-time job 23
Part-time job 4.3
Presence of income (percent families)
With easmnings 1.4
Mo mon-AFDC fome 74.9
Father's relatiomship o youngest child {percent of fathers)
Mo father B4
el Ftheer A
Adoprive farher 114
Sneplither - -
Cxher factors {percent of househaolds)
Living in public howsing b2
Parriciparing in food stamp of donared food progeam B7.3
[neluding nonrecipient members LG

i not available

Beamee: 1.5, House of Bepresenmcives, Commirree om Waye and Means, Owerplaw of
I'.'11rl"-||rmrl1_ Programs; The Dreen Bocok, 1999 (Washingron, DT LS, Covermment
Priving Office, 1994, 401401,

(even when fully implemented in 1996) appears to be oo low o make
any sigmificant difference in the decision to leave welfare for worck.

The problem, howeves, is not the presence of the EITC, but the strecture
of the other programs. The question thar peshaps should be addressed is
what prevents AFDC recipients from entering the work force. Thar is,
assuming that jobs exise {(which is ancther issue aleoperher), why ts this
populacion unable to rake advantage of work oppormunities?

To answer this question, it is necessary to examine the compesition of

the AFDC population. Table 5 provides basic demographic information
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for the AFDC populatlon in 1992, What stands cut in the data is thar a
considerable percentage of mothers (46.3 percent) cared for young chil-
dren (under 6 years of age} and thar many (at least 46.1 percent) had
omly o high schiool education o less. With o few years of schooling, it is
likely thar these women would be able to find only low-skill jobs paying
noe more than minimum wages. Moreover, if they were to work, they
wonmild have to pay child care and have 1o find and pay for medical insur-
ance. As tables 2 and 4 show, if a mother can omake ooly the minimum
wigre and has to incur child-care expenses, she has tictle incentive m
move off welfare, even given the benefic of the EITC.

Problem of Synchronization

Althenggh there would be even less incentive to work withowt the EITC,
even with the EITC there is lictle incenrive at the low end of the sam-
ings distribution to move from welfare o work. At the upper end of the
diseributian the credit may adversely affect labor incentive insofar as it
enables workers to trade off some hours of work in exchange for greater
lelsure time (Hoffman and Seidman 1990, U5, General Accounting
Office 1992, and Kosters 1993). If the end result is thar more people in
the phase-our range receive the credic than people in the phase-in and

stacionary ranges, the EITC i, in effect, no more than cax relief for the
lower-middle class.

What, then, are the advantages of the EITC? In light of the program's
costs, this is by no means a trivial question. If the only goal of che credic
i5 to reduce the poventy rare, there may be some evidence that the EITC
does its job. The GAOD estimared that the EITC reduced the poverty
mte by as much as (.7 percent in 1991, after having reduced the rate by
a relatively smaller 0.1 percent in 1985 and 04 percent in 19858 (115,
Geneml Acoounting Office 1992). According to the Center on Budger
and Policy Priorities, the effect of the Clinton expansion of the EITC
proposal was to reduce the number of people in poverry by over 2 mil-
lice in 1994." {Data on the number of families living in poverty are pro-
vided in Table 6.)

However, adding the 1993 maximum credic for a family of three of
$1,511 wo minimum-wage yearly eamings yields only $10,351 in votal
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Table & Families Living Below the Poverty Line, by Race, 1992
{im thousamds)

Family All White Black Hispanic"
Population Gf, 144 57,858 1,863 5318
Mumber in povery TG0 3,160 435 1,395
Percent of mumber
in poverty 12053 4.8 s 17.5
Percens of own proup 1.7 LAY ELL) 6.2
Mmind-trmph houssholds 3418 2631 4HG GED
Percent of number
in poverty #41.7 33 &1 a5
Female-headed households 2171 2202 1,835 G4
Percent of number
in poverty 9.4 277 13 14

T Those of Hispanic orlgin may be of any race.

Seercer Bureaw of the Census, LS. Depastment of Comanerce, *Paventy in the Usnied
States 199" Carrent Poprdoton Beporrs, PS0-185 (Washiingran, DuC: ULS. Govemment
Frinsing Hfice, 1993),

imcome, a5 compared o the 1993 poverey line of 311,572 (314,763 for a
family of four). Even with the EITC such a family would scill have lived
below the poverty line, and even with food scamps ic would noc have
risen much above the line. With the expansion of the EITC under
OBRA 1993, a family wich camings of 511,368 in 1994 would still have
found itself with less than a poverty-level income, Even though food
stamps would have raised this family’s total income above the poverty
line, in net temms (that is, in terms of disposable income) the family
woald still have been living in poverty.

[r may be that our expecations of the EITC are too high. As a form of
ax relied, the credit does its iuh. Bat many now are viewing the EITC s
a staple of welfare reform which, in the credir’s current form, may be too
much oo expect from ic. Reducing the number of people in poverty and
mocivacing people o go from welfare o work are two different marters
entirely. If 2 million people are asslsted, there s no doubr tha the EITC
has some meric, But it does not follow thar becawse the program is a bene-
fit to the working poor, it will be a good wehicle for motivaring the pooe-
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ese members of society to forsake welfare for work, The EITC, then,
should be targeted at the poorest in the market.

The first step in targecing this population is making emplovers and
potential employess aware that this labor marker subsidy exists; many
potential beneficiaries do not rake advantage of the credit because they
simply are unaware of it. Both employers and employees must be made
aware that eligible emplovess can receive the EITC through their regular
ravchecks and thar the credit can be payable either during the working
vear or & & lump sum at the end of che vear. They must also be informed
that there are forms to be filled our and inserected how o do 2o, 50 the
potential beneficiaries do not fail 1o ke advaneage of the credit because
of the complexity of the forms (Nelson 1992).

Bt rargering the EITC at low-wage workers raises serlous questions. For
example, would widespread knowledge and use of the credic give
employers an incentive t0 maintin low wage races! At present, answer-
ing this question 1s almost imposible. The GAO found thar 60 percent
of the employess they surveved between December 1990 and Ocrober
1991 knew lintle or nothing about the ETTC (1.5, General Accounting
Office 1992); given thiz lack of knowledie of the credit, it is hard o
make & case that the EITC has up to this point kept wages artificially
low. But if the Clinton administration successfully publicizes the
advance payment oprion, might employers find themselves armed with a
new mechanism for mainmining low wage rates? That is, if employers
know that their emplovees are receiving higher effective wages as a resule
of the credit, would employers be encouraged o pay lower wases? The
question of just who is being subsidized—workers, emplovers, ar both—

WATHNES AfteEntion.

Targeting also involves the coordination of the EITC with other public
assistance programs. If there is litgle incencive for an AFDC recipient
to work because she will be penalized by the loss of other benefits, of
what value s a labor matrket subsidy? Tt is one thing to say the EITC is
intended to assist the working poor and possibly offer a small incentive
to move from welfare to work; it is quite another to show thar the credic
actually accomplishes these abjectives.
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For the EITC o offer a greater incentive for those an welfare o go to
work, the program would have to be restructured; that restructuring
would have to inviolve no less than che synchronkzacion of benefis. One
approach would be to eliminare the other assstance programs; if the
EITC were the only assistance program, the poor would have no cholce
bt to rely on it. But this option is essentially negarcive, as ic would fail oo
fester the type of dignicy work should have, Aldvough it is true thar sim-
ply cutting the other programs can make the EITC appear to be a posi-
tive inducement to work, such redwctions would in realicy be a form of
“tough love™ (Heclo 1994) based on the assumptions that the poor are
lazy and that they do not work for what Mead (1992} calls “myseerioos™

(BRI BB

For an elimmation of bensfits to succeed, welfare mothers would have to
be able mo find cypes of jobs that would enable them ta earn mone than
they are currently receiving through transfer progroms. As the demo-
graphics of the AFDC populacion show, this is highly unlikely (Burtless
1994}, Moreover, the private marketplace would have to be able to gen-
erace sufficient employment so thar all who want to work can find a job,
and it is not encirely clear thar sufficient jobs exise. If there are noc

enough jobs, the end result would be moee suffering and misery.”

Some believe that there are encupgh kow-skill jobs for existing welfare
mothers, For instance, Blank (1995) has arpued that there is Lictde evi-
dence that jobs per se have become less available, especially for less-
skilled female workers; in fact, women'’s unemployment rates have fallen
relative t0 men's over the past decade, Burtless {1995) has observed that
despite the existence of roughly ¥ million jobless workers, most labor
economists believe that employers have the ahility to offer jobs ta L ta 3
million cument AFDC recipients if the recipients were forced to leave
the welfare molls. Blank {1993) also notes, however, that substantial evi-
dence indicates that the attributes of available jobs have deterionted. So
while the U5, labor marker has changed since the early 19705, these
changes have noc led o the elimination of jobs for less-skilled workers,
hur rather o a reconfiguration of those jobs into lower-paid positians dhat
provide fewer opporunicies for advancement into higher-wage positions,

Although an able-bodied and moderately resourceful welfare reciplent
can almost certainly find employment if she is willing to accept low
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wages and a meaper packapge of fringe benefits, it is those very working
conditions thae create her welfare-to-work dilemma. Jobs may exist, but
they will not suffice 1o support a family unless accompanied by an array
of support services, Ir i3 simply unrealistic to expect that all single
women with young children will be able o work full-time, year-round.
Many will choose to work part-rime so as wo make child rearing more
feasible, Others will spend part of the year without jobs as a result of
imvoluntary unemployment, illness, ar difficuley in armogring child care
(Burtless 1995}

Eliminating the major welfare programs would certainly make che EITC
essential as a labor market subsidy. Bur the EITC alone i ot encugh o
support a family given current labor market conditions. Those who
advocate time limits for benefics simply fail to consider the *damper dhar
the low end of the labor market places on opportunities for low-educared
workers” (Haveman 1995). The decline in earnings opportunities for
less-skilled workers needs to be addressed for welfare-mo-work programs
o lead reciplents oward self-sufficiency.

The role of pul.’:-lir_ ]!u'.ll.lrz'f, rhe“, shemldd be to Further the Enal.n n'l'-sl:u:ii:r','
in a positive and constructive way, a8 opposed to a negative and harmful
way. A positlve approach would be g offer an inducement to work by
making work pay. Such an approach would involve a whole new way of
thinking about how the welfare stare is adminiseered, what the poals of
the welfare state oughe to be, and how is varkous programs can be syn-
chromized to achieve its goals,

A Program for Consolidated Assistance

The Congressional Budger Office estimared the 1994 cost of AFDC ot
323 billion, food stamps at $24 billion, and Medicaid ar 3140 billion
{Congressional Budger Office 1994}, The total cost of the major public
wssistance programs is 3187 billion, In addicion, the 1996 cost of the
EITC is projeceed at $24.5 billion. The federal government is spending
in excess of 3210 billion on these programs for the poor. The actual cose
of the welfare state & considerably more, however, as the 3210 billion
does not even begin to take into sccount a number of other assistance
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programs, such as public housing, nutrition programs, educacional pro-
grams, and school lunches. Despite their cost and number, there has
heen lictle coordination of existing welfare programs. And, there has
been relatively little coondination of the parallel systems created by the
tax programs and the public msstance programs. As a result, the current
welfare system has become "inequitable, inefficient, overly complicared,
and expensive o administer” (Forman 1993, 418).

Given that nonworking or minimum-wage-earning welfare reciplents
should derive the greatese benefit from the EITC, one solution o the
current welfare problem i oo find a way in which the program can be
restructured or synchronized with other programs so chat ic (1) assists
thaose wiio most need ic and (2) creates a positive inducement to work so
thar individuals are able to achieve a degree of self-sufficiency. To put it
another way, could the 3210 billion currently spent on the major welfare
programes and the EITC be spent on ancther, better-coordinared set of
programs devised to accomplish these objectives? Such a positive inper-
sction might be achieved through the consolidation of these programs
imte @ plan offered through the mx code. Alibough the CAP does not
take regional differences in the cost of living into account, its goals are
to encaourage work, to deliver Fir and equitsble benefies, and o do both
cfficiently.

Goals of Welfare Reform

Although welfare reform should seek to move people off the rolls by
mn.king wirk Pay, it firse shanaldd H:lnurwluti'g: thie IMpOT L O -:‘:lf]‘!lrl.‘l'n':il:lr
ing hasic assistance to those wha, for whatever reason, will ot be able to
work. With this underseanding, welfare reform should be predicared on
four principles.

m Work allows people to be self-sufficient and confers dignicy. It social-
izea people inro the common project of society in which they all work
togecher as equal citizens,

m Children should be adequately provided for, This support should,
when possible, come from their family. Fachers have a responsibilicy
to supporet their chikdren; a welfare system should aim to ensure that
fathers coneribute ro their children®s support.
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B A person who works should not be penalized economically for doing so.
B Positive incentives to work should not vary reglonally, but should he
uniform throughout the country.

The New Program: CAF

Berurn to the example of the mother who has wo children and lives in
Pennsylvania. If she did not work, she would receive $7,548 in benefits
($5,051 in AFDC and $2,4% in food stamps) plus health coverage
through Medicald. The progrom proposed here—the consolidared assis-
tance program (CAP}—would do away with the distincrions berween
AFDC and food stamps and instead would consist of two basic compo-
nents: & child support component and an wsistance component.

The child support component would be modeled alemg the lines sug-
geseed by Garfinkel (1992), A minimum assured benefic for children—
between $2,000 and $2,500 for the first child, $1,000 each for the
second and third child, and $500 each for the fourth, fifth, and sixth
child—would be provided through a child support assuramce system
(CEAS). The cost of the CSAS would be shared by known fathers and
the government. For children whose paternal support is less than the
minimum assured benefit, the povernment would pay the difference.
Children whose paternal support exceeds the assured benefit would
receive no msistance through the CSAS.

The assistance component of the CAP would be available to both those
who cannor find work and these who are working, The assistance com-
ponent for nomworkers would corsist of 2 maximum benefit kased on che
existing annual median srare AFDC benefit. (In 1994 the monthly
median state benefit for a nonworking mother with two children was
5366, or am annual benefic of 54,3925

The assistance component of the CAP for workerss would be modeled
along the lines of the current BITC. It would provide a positive incen-
tve o work by offering a maximum credic of $5,500 w anybody who
worked and earned between $8425 and $11,000. As such, this oM
nent of the CAP would be similar to the existing EITC. Toral benefies
would still be based on eamings in one of three income ranges, although
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Table T Disposable Income Lnder the Propased CAP

Monwaeking Warking

Income and Expenses Recipient Recipient
[mm
Eamings 50 $8,540
Assistance component 4542 5,500
Child suppart component 3,500 3,500
Tl £v.402 517,640
Expenses
Taxes 30 Fa74)
Child cane ] (2,000)
Cither i (700}
Toaal [ 21337
Disposahle income 37,892 114462

Mores: Enmlngu are thase al one pERch mm"l;mi full-sime at the
minlmum wage. The assisance component for the nonworking
recipient msumses T childnen

benefits in the phase-in range would be expanded and the level of quali-
fying income in the phass-out range would be narrowed from chose
under the existing EITC. Specifically, benefits would equal 65.1 percent
of eamnings in the phase-in range (eamings up to $8.425); $5.500 (the
maximurn credit in the phase-in range) for eamings in the sationary
range {carmings berween 35,425 o 51 1,0000; and would decline &t a race
aof 61.1 percent on earnings in the phise-out rnge (eamings between
$11,001 and $20,000). Unlike the current EITC {and the CSAS compo-
nenc), the assistance component of the CAP for workers would not be

tied to the numbser of children in the howsehold.®

Total benefits for a mother with twoe children, then, would be 57,892 for
the nonworking family (34,392 in assistance benefits and 53,500 in
CSAS benefits). Working families would receive a maximum benefie af
§9,000 (55,500 in assistance benefics and $3,500 in CSAS benefis).
Table 7 provides a comparison of effective incomes for a working and
nonworking femily with two children.

Under this benefit structure beneficiaries do not lose anything by poing
o worek; the ner income gain of almest $7,000 means that the person in
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our example is berrer off working. And although the maximum credit for
working families under the CAP would be considerably larger than the
maximum credic allowed under the EITC in 1996, the increase is par-
tially offset by the narrowing of Income parameters and the higher rate
at which the credic declines in the phase-out rnges.

In addition, although the higher phase-out eare under this scheme as
compserecd to the currene EITC (61,1 percent versus 26.10 percent) does
create a work disincentive for incomes ac the higher range of the credit,
any disincentive could be offser by maintaining the CSAS component
for workers with incomes up toat bease 537,000,

There are two reasons why the CSAS, or at least the government por-
tion of che child support subsidy, should be extended w0 incomes above
the maximum level ar which the working asistance benefit is allowed.
Firsz, children simply deserve our support regardless of family income. If
wi are o nation purporting to uphold fmily values, we should be ready
fo SUPPOTE our most precious resource. This & simple justice.

Second, we do not want to take away all benefits from those at the upper
end of the curment EITC phase-our range, as they are not truly wealthy,
As a matter of faimess, as part of the lower-middle class, they should =til]
receive same relief following synchronization. As shown in Table 8, mest
single mathers with earnings at the upper end of the current EITC
phase-our range will do as well under the new program as under the cur-
rent scheme.

It is true thar under the CAP marginal tax rates are racher high for eam-
ings between 311,000 and $20,000; overall, however, a single mother
with two children would have a higher income under the new program
than she would under the old one. Even after food stamps are added o
the incomes of mothers with eamings of, =y, $16,000 under exisring
programs, these mothers scill fare berter under the new program. It
should alse be noted that mochers wirth more than swe children would
receive mare under the new program (as a result of increased CSAS pay-
menits) than under the old program {as EITC kenefits do not increass for
families with more than two children). Moreover, CSAS is a minimum
for child suppors; children whose court awards for parermal suppart were
higher would receive more support,
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Table B Comparison of the Disposable Income of a Working Mother Under
Existing Programs and the CAP

CAF Existing Programs
Lzrioes Faid LEL AT
Eamings  Assistance C5AS5  Income Swmmps  EITC  Income

$11.000 $3.500  §3,500 520,000 P13 33,310 516344

12,000 4,899 3500 20,389 1,733 3159 16892
14,000 3667 3500 21067 1,250 1,736 17,5968
16,000 2445 1500 21,045 M LAt 1900
18,000 (rk 3500 1.1 o3 1A% 20,149
20,000 0 3500 23,500 0 1475 2405
21,000 0 3,500 25500 ¢ 1053 23053
24,000 0 3,500 27,500 (1 632 24632
26,000 0 3,500 29,500 ¢ 1 25211
27,000 (U 3,500 30,500 ¢ 0 27000

Mate; Caloulation of bemefins under existing proprams assames & family of a single mocher
with two children.

Finally, in order to sddres the issue of health care insurance, under the
CAP Medicaid benefits woald be extended for one year for those who go
to work (as is cumrently the case under the Family Support Act of 1988),
It should e rm:inrn:l cnot thint such an extension m'q;hl; ot mtinﬂ-p soilve
the problem of health care for these families. Mochers with children
mighr find thar, despite the CAP benefits, onee their Medicaid expires,
they can no longer afford o work. On the other hand, it might wel] be
that a vear of consistent work might socialize these mothers into wark
parterns and provide chem with an adequate work histery so tha if their
employers were not providing privare insurance, they might be in a bet-
ter position o find jobs thar did offer healdh benefits.,

Extending benefits beyond a year ralses the tsue of falrmess w people
whe have been working but have not been able to afford health insue-
ance. Why should free health insurance be available o welfase moth-
ers ready to go to work, but not to those who have been working?
There is no easy way o answer this question. Certainly, health care
reform would also contribute to welfare reform. The reason for not cue-

ting aff Medicaid for newly working welfare mothers is that they
shauld not be penalized for doing what society has demanded of them;
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falrness would dictate thar the umbrella be extended o cover mothers
whao are currently waorking, rather than contrecred so char ir does not
cover those who ate not newly working.

Budgetary Effects and Financing Proposals

The estimated cost of the asistance component af the CAP for non-
working motherss is essentially the same as the curment cost of the AFDC
program. Because the food stamp program would be eliminated under
this proposal, the 524 billion currently spent on food stamps could be
transterred 1o offser government spending for the CSAS program.

The sssistance component of the CAP for nonworking mothers would
be administered through the same tax system as the asistance compo-
nent of the CAP for working recipients, which would mean that non-
working mothers would have oo file a tec return in order to receive hasic
assistance. Such a recrganizacion would eliminare the current AFDC
bureaucrincy, for a potential savings of $3 billion in federal adminissmtive
coats i addition o administrative cost savings sssociated with the elimi-
nacion of the food stamp program,

A best guess of total expenditures for the CAP Is thar they would be
somewhar less than the costs of the current, three-program system.
The C5AS component would be paid for in part by faches, The worse-
case scenario—in which no father makes payments—would cost the
government an estimated $17.5 billion.” (Benefit costs would, of
course, run higher if the CSAS were extended to those with incomes
up to 27,000 or if the average recipient family size were to increase. )
Estimated costs for the assistance component of the CAP range from
512 hillion {if nobody works and only nonwarking benefits are paid) to
$27.5 hillion {if everyone works and only working benefits are paid),"”
Esrimared costs for the entire CAER then, would be o maximom of 545
billion (and likely less). This level of spending appears reasonable
when eompared to the $50 billion currently paid for the AFDC and
food stamp programs ($47 billion in program costs plus $3 billion in
administrative costs for AFDIC),
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It is true that some of those who already file for the EITC would have
eamnings that fall within the eligible range of income to receive warking
benefits under the CAF, which would add to the cost of thar componene.
But capping the working component of the CAP ar earnings of $20,000
eliminaces perhaps one-third of those who currently are eligible for the
EITC. The elimination of those with earnings between 320,001 and
$27,000 would save ar least $8.5 billion. Moreover, many who now file
for the EITC and also receive food stamps would no longer be recelving
food srarmps, which would result in sddittonal savings. However, as men-
rioned above, those eligible for benefits under the new program would
receive more than under the current system.

[n summary, the hodgepodge of current programs now costs around $210
hillion. The consolidated asistance program would cost roughly che
same 5 current programs, and possibly 33 to 33 billion less. Some sddi-
tinnal administrative savings from the food stamp program might be real-
ized. But even if this proposal were oo cost more than the current pro-
grams, the new program for welfare reform would address in o positive
and conscructive way the kssue of work incentives and disincentives pre-
gent in the current system (Aaron 1973),

Conclusion

The goal of welfare reform is to make work pay. True welfare reform,
then, will involve more than marginal changes of existing progrms; it
will require making work a more economically ateractive option. If the
EITC is vo be a staple of such reform, the credit would need 2 more dras-
tic alceration than a simple expansion coupled with a two-year time
limir on AFDC benefits. Welfare reform requires a synchronkzadion of
benefits so thar the system can move people from welfare o work and
ensure that those who do 0 ane not penalized because they chose to do
what sociery wants and demands of them.

The comsolidated asstance program collapses existing welfare and work
incentive programs into one program withour increasing che federal bud-
get. The CAF offers a posirive inducement o work while ensuring that
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those who cannot find work are still provided for. Its geal is to encourage
work, oo deliver fair and equitable benefin, and o do so efficienth.™

Efficiency is, of course, defined by many as spending less momey; reducing
spending often entails reducing and streamlining programs. The eeadi-
tional means by which federal povemment programs have been cur have
been comsolidation into Block grants and cransfer of responsibilicy o the
states. [f as a result of the implementation of the program sug-
peated here, the federml povernment spent less, the achievement of effl-
clency could be claimed by some. However, such a definivion of efficiency
ey well be too narrow. Efficiency in government can also be defined as
the best possible use of resources or the least costly way to achieve the
objectives formally established in the policy-making process. In terms of
welfare, Mmany pél.'np]E believe that these objectives ane o ENCOUTEEE P
ple to work and not ro wantonly allow children to starve. If, through the
synchronization of benefits, these objecrives can be accomplished (and in
a positive manner), then, by definitlon, government will have become
more efficient. Moreover, synchronization of benefits is in the spirit of
President Clinton's program for reinventing governmment. This progran,
then, could seree a5 & major step im the effort tw reform govemment as
well as o reform the welfare system. The effect of spnchronkation of ben-
efits along the lines of the consolidared assistance program should be
greater efficiency and greaster labor market activiry, chat is, more people
applying for jobs and entering the private lbor marker.

44 Public Policy Brif



Beforming Welfare by Ssmchranizing Public Assisrance Denefies
Appendix. Regional Variation in Wellare Benefits

Ureler existing welfare programs, staces (or localivies) ser benefic levels.
Variation aeross regional and state boundaries means thae the EITC (as
currently structured) offers greater incentives to work in states in which
AFDC benefits are considernbly less penerous,

Consider the ﬁ.:lul.l'ul'i.““ ::-l::unpil:. Iy the state of Mew 1I‘I:I-r]c, a 5i.n[ﬂt, non-
working mother with two children receives $6,924 in AFDXC benefits
and approximately 31,934 in food stamp benefits, or $8,853 in total ben-
efite.” If the value of Medicaid, which in Mew Yok is equal to 34,790
(32,214 per adule and §1,288 per child), is added to this ﬁgurc:, our
mother has an income value equal to $13,643 (see Table A1).

Table Al Comparison of Benefit Levels for Monworking and Working
Maothess in New York and Texas

Momwarking, Monwarking,

Mew York Texas Woarking

Earnings (804.35 per hour) 30 30 0048
AFDC 6,024 2,208 i
Food stamps 1,934 3,345 2442
Taxes 1] Q —578
Child care 0 Q — 2,000
Uither expenses 1] Q 700
EITC 1] Q 3570
Medicadd 4,790 1,892 (1}
Total 513,548 SB,5449 11462

Sowrcen LS. House of Representarives, Commmirves on Wins ard Means, Cherdew af
Ensitement Programs: The Green Hook, 1994 (Washingren, DUC.: LLE. Government
Primting Office, 15%4]), 761=-76% "The Earned Income Credit—Inregraring Tax and
Welfare Provisions,” Tax Mo, no. 7, July 1994 and Mary Jo Bane and Dawid T,
Ellwood, Welfsre Realities: Erom Rheioric io Baform [Camhridge, Mass.: Harvard
Lirivensty Press, 1994]

Herwever, if this same mother worked full-time for slightly more than che
minimum wage (34.35 per hour), received food stamp benefics, and
climed the EITC, her gros annual income would equal 14,860, We
must, however, accoumt for the costs associared with work not bome by
the nonwarking mother. To recalculate net income, we subtract from

gross monthly income the costs of tmces (3678), child care (52,0000, and
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other expenses ($700)." To this figure we add $2,442 in food ssamp ben-
efits (5295 — 30 [income = $131 - (earned income x .20) = child care])
and 53,370 from the EITC, which yields an annual ner income of
$11,452, Glven the benefit structure in Mew York, then, the woman
would have livtle incentive ro wark at 4 minimum-wage job,

Regional variation further complicatss the isue of work incentives, Bor
instance, a5 shown in Table Al, dhe monthly AFDC prant in Texas is $154,
or $2,I08 for a rwelve-month period. The single, nonworking mother
would also be entided o 33,349 in food stamp benefits, yielding $5,557 in
total benefits, If the value of Medicald, which i Texss i= 32,992 ($1,542
per adult and 5725 per child), is added w this figure, our mocher has an
income vilue cqual oo 56,549, In Texas, dhen, a mother would receive g
higher net income by working at the minimum wage, receiving food stamp
benefins, and chiming the EITC than she would by not werkiog at all.
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MNotes

1. The difference berween the Family’s earmings and enmings ot the upper end
of the stacionary range is 317000 - $11,000 = $6,000. Multiply chis
amaunt by the percentape applicable to the phase-out range, that is,
$6,000 « 2106 = $1,263.60. Subtracring this amount from the maximam
credit, $3,370 = §1,264 = $2,106, viekds dhe amount of the familys E1TC

L. If, sy, 53,500 of the toal 330,000 is investment income, the family woald
be eligible for the EITC on 326,500 (the earned portion of cheir toral
incame ), still within the php:s-u::-:_'qjt TENEE,

3. The number of hours consldered equivalent o full-time work is 2,080, chat
is. 40 hours per week, 52 weeks per year,

4. This assumes cthar the mother working at the minimum wage would nor
receive empdover-pald health cane bemnefits and that such benefits could be
ohtained ax & cost equivalent m the average vahe of Medicaid benefins.
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5. In a quantimative model dummy vanables are wsed to quantify qualimeive
actribures. “Such qualimtive variables usually indicace the presence os
ahsence of a ‘quality’ or an aceribure,” such 25 male or female, black or
white, AFDC recipient or nonrecipient, thoughe to be factors that influ-
ence the variable(s) being modeled (Gujaraci 1992). These atmibutes aze
quantified by conatmucting “antificial variahles™ that take on wvalues of 1 or
0, indicating the presence or absence of the atenbute in question.

& These figures were provided to me by the Center on Budget and Policy
Priorities, whose source was the Congressional Badget Office.

7. It alo should not be fomotten thae the sbow growth of the American econe
amy since the eady 1970s has been at least part of the cause of the mse of
incomes at the op of the income distctbation and the fll of those at dhe
battom (see, for example, Papadimitricn and Woldf 19893, Walff 1904,
Hm'tgerfurd. 198, F'l'iil|i|_:-r. 190, amad Lll!\"" 19851 Had there been sufficient
economic growtl, the current discussion about welfare and the EITC

mmight be unnecessary,

B, The benefies ta warking families suggested here would essentially be no dif-
ferent from the expansion of the EITC suggested by Bane and Ellwood,
who would have tripled the 1992 valee of the EITC from $1.800
F5 400, Bam: asd Elwood albso would have eliminated fooed stamps baut,
addivion, would have raised the minimum wage from $4.25 w 33,50 (Bane
apd Ellwoad 19594, 148-150)

9 This fgure is derived by multiplying the cument oumber of AFDC families
by the meximem CO5AS benefit for a family with owo childmen (53,5000,

10, These figures are derived by multaplying the entire cumene AFDC caseload
by the maximum momworking henefic of $4.392 (o amive at the 522 bil-
lion Figure) and by multiplying the entire caseload by the maximum work-
ing besefit of §5 .50 {to arrive ab the $27.5 bEllion fgare ).

11, These proposals are similar in spicit to those of Bobert Haveman, who
ailvocates reforming the welfare spstem o achieve equity and efficiency
[(Haveman 1988}, His idea is to penerate opporunities, offer effeerive
incentives po work, and make individuals responsible for their own acrions,
The CAFE child support component flows from Haveman's uniform child
support sveten, in which the message 1o fathers i@ that dhey must suppoer
thiir childnen,

13, The value of monthly focd stamp benefits is equal o the maximam allow-
able bemefic (5295 for howseholds conraining thiee people) minus 30 per-
cent of monthly counved income. Counted income is defined as gross
montlily ivcome mims a sandard deduction of $131 minus 20 percent of
monthly earned Income mines monthly dependent care expenses up 1o
3175, per depenndent over age oworand 3210 per child under che ape of o
(L5, House of Representacives 1994, 7a1-769).

13, The tax figure is from Tox Podiey Moee (1994). The $2.000 expense for
child care, based on the fipures uged In rables 2 and 4, is based on che
sssumpricns many make with regard o whar 8 mocher with two children
olight ©o expect To pay for these services (sez, for example, Bane and
Ellwood 1994, 146=147; and Tax Policy Motz 1994].
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