Executive Summary

poverty level in 1993. But this number is misleading, as non-cash welfare
benefits like food stamps, housing and energy assistance, and Medicaid
are not counted toward the level of income necessary to raise a household
above the poverty threshold.

In 1964, President Lyndon Johnson led America into a war that was to become
our biggest, most expensive, most protracted, and least successful: the War on
Poverty. Today, after thirty years of failed reforms, America faces higher poverty
rates than when the War on Poverty began, and millions of welfare casualties are
ensnared in a web of costly government dependence.

Since 1965, welfare spending has cost taxpayers $4.9 trillion in constant 1992
dollars. The federal government alone administers 76 federal programs at
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a cost of more than $240 billion—more than twice the amount necessary
to raise every welfare recipient above the poverty level.

In 1995 government at all levels will spend at least $355 billion on
welfare, or nearly one billion dollars every day. Meanwhile, the
"official” poverty rate in 1993 was higher than the one reported in 1966.

Using "official" poverty estimates, 39 million people lived below the
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Almost 80 percent of all welfare benefits are of the non-cash variety

and have no potential to reduce the "official" poverty rate. This failure to

account for non-cash benefits has led to an "official” poverty rate th
overestimated by as much as one-third.

There are many reasons why poverty exists in America, but only a

small percentage can be traced to a lack of economic opportunity.

According to Census Bureau statistics:

proven to be the system’s biggest downfall, providing what is for many a
more attractive alternative than work. Welfare programs have contributed
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Over 64 percent of those living below the poverty level are poor
because of behavioral decisions.

Only about 20 percent of those living below the poverty level are poor
because of lack of economic opportunity.

Only about 15 percent of those living below the poverty level are poor
because of illness, disability, or other inability.

The income transfers associated with most welfare programs have
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to the breakdown of the family, with serious societal and economic implications.
Married couple households earn an average 2.44 times more than female-headed
households, and female-headed households are associated with low standards of
living, poor educational performance, and higher crime rates. Collectively, these
have produced a general deterioration in the cultural fabric of the poor in America.

As the welfare system has expanded, the connection between income and work
effort has deteriorated, replaced in substantial part by an increased reliance on
government welfare. President Clinton has promised to "end welfare as we know
it," and the American people are waiting for action. Every day that passes without
a serious effort at remaking this system is one more day in which more and more
people are captured by it, and are isolated from the mainstream of American
economic and social life. Our government welfare system is a billion dollar a day
disaster that America, in more than just the economic sense, can no longer afford.
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Figure 1

U.S. Welfare Spending vs.
Poverty Rate, 1970-1992

Source: U.S. Statistical Abstract, 1992,
Table 560, p. 354; Charles Murray,
Losing Ground, Appendix Table 5, p.

245; Economic Report of the President,

1994, Table B-31, p. 304.
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During his preS|dent|aI campaign, President Clinton promised to "end welfare
as we know it." \NeII the American people agree with him—54 percent think we
are spendmg too much on welfare, compared to only 16 percent who say "too
little."? But the administration and Congress’ focus on health care reform pushed
welfare reform to the back burner. Unfortunately, this leaves us with a government
that is spending almost a billion dollars a day on a welfare system that isn’t
working, and leaves millions of welfare recipients isolated from the mainstream of
American economic life.

The American people intended welfare to be a safety net—a series of programs
designed to reduce poverty, and to support those who for a variety of reasons are
simply unable to support themselves and their families. Unfortunately, the
evidence suggests that the welfare system has become less of a safety net and more
of a lifestyle choice.

As a means of reducing or eliminating poverty, welfare has been an abject failure:

* The federal government alone spends more than $240 billion on welfare
annually, which is more than twice the amount needed to raise every welfare
recipient above the poverty level 2

* Including state and local efforts, total government spending on welfare
for 1995 will be at least $355 billion, or almost a billion dollars a day4
Welfare now absorbs 5 percent of GNP, up from 1.5 percent in 1965.°

® Since 1965, the federal government has spent over $4.9 trillion on welfare
programs. Meanwhile, the poverty rate has gradually risen.?

An unintended consequence of the welfare system has been to aggravate
poverty by undermining families. By discouraging marriage and work, the welfare
system has encouraged the development of female-headed households.

* Today, about 3 of 10 children live outside the traditional family arrangement,
double the proportion of a generation ago.7

® Since 1970, an average of 44 percent of female-headed families have been poor
versus six to eight percent of married couples.8
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® The median income of married couple families in 1993 was $43, 005 some
2.47 times as high as that of female-headed households ($17, 443)

* Nearly 45 percent of female-headed households have incomes under
$15,000, compared with barely 10 percent of married-couple families.**

As a result, the welfare system perpetuates itself by creating dependency:

* Children raised in families that receive welfare are themselves three times
more likely than other children to be on welfare when they become adults.!

* Today nearly one out of ten Americans collects Food Stamps, and one of
every seven children is enrolled in AFDC. About half of them will remain
on welfare for over ten years.12

This is why welfare reform is again being discussed today. Unfortunately, the track

record of welfare reform efforts is not very encouraging.

Figure 2

Total Welfare Spending as
a Share of GDP
Source: Heritage Foundation

calculations based on U.S. Bureau of
the Census data.

A SHORT HISTORY OF WELFARE REFORM

Welfare reform has been one of the enduring themes of American politics,
almost since the beginning of the welfare system itself. As early as the 1960s, the
welfare system was already showing its tendency to grow rapidly:

* Between 1950 and 1960, cash public assistance per poor person (adjusted for
inflation) in the United States increased by 65 percent while real per capita
income rose by only 16 percent.1

During the early 1960s there was a sudden burst of concern about poverty in
America. In particular, the economic condition of Appalachia and rural America
became a major issue during the 1960 Democratic presidential primary elections.
Two major intellectual works of the time also had a profound impact on the
formation of public policy: John Kenneth Galbraith’s The Affluent Society, published
in 1958, and Michael Harrington’s The Other America, published in 1962.14

The point of these two books was that a new kind of poverty was emerging in
America, a poverty that was rooted in structural impediments that restricted
people’s participation in the American economy. Adherents to this view did not
believe economic growth was sufficient to remedy poverty in America, because the
new poverty population was just too far removed from the mainstream to be
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30 Years of Presidential
Welfare Reform Rhetoric

affected by economic growth. Cash income transfers were rejected because they
would not provide a long-term solution to the underlying structural problem,
treating the symptoms of poverty, not its causes.

The Galbraith-Harrington perception of poverty and welfare came to dominate
American public policy. John F. Kennedy’s first Economic Report of the President (January
1962) referred to people, "whose poverty is barely touched by . . . improvements in
general economic activities," adding that, "To an increasing extent, the poorest
families in America are those headed by . . . people who are shortchanged even in
times of prosperrty ® That Economic Report recommended policy changes designed
to rehabilitate people and bring them back into ordinary American economic life.

In the three years following Kennedy’s Economic Report of 1962, inflation-adjusted
cash public assistance per poor person increased by athird, and in 1965 alone, the year
following the institution of the modern welfare state and President Lyndon
Johnson’s fated pronouncement of the death of the dole, cash assistance escalated
by more than 12 percent

In the years following 1965, the volume of income transfers, both cash and non-cash,
grew tremendously. By 1967, Lyndon Johnson felt compelled to appoint a presidential
commission to consider, of all things, welfare reform. One of the more forceful statements
of the nature of the problem appeared in Fortune magazine in 1968

Seldom has a nation governed by rational men created an institution
so erratic in its operation, and so perverse in many of its social effects, as
the U.S. welfare system . . . welfare payments have zoomed . . . million[s]
of Americans are now . . . on some form of the dole . . . It has done nothing
to rehabilitate people and put them to work, and far from promoting the
cohesiveness of family life, it has tended to encourage the break-up of fami-
lies, with particularly disastrous results in the Negro slums.

"Our American answer to poverty is not to make the poor more secure in their poverty but
to reach down and to help them lift themselves out of the ruts of poverty and move. .. along
the high road of hope and prosperity. The days of the dole in our country are numbered."

-President Lyndon B. Johnson

"The present welfare system has failed us—it has fostered family breakup, has provided
very little help in many States and has even deepened dependency by all-too-often mak-
ing it more attractive to go on welfare to to go to work . . . . | propose a new approach
that will make it more attractive to go to work than to go on welfare."

-President Richard M. Nixon

"Shortly after | became President, | announced that a comprehensive reform of the Na-
tion’s welfare system would be one of our first priorities . . . . | would like to point out
that the most important conclusion is that the present welfare system should be
scrapped entirely and a totally new system should be implemented.”

-President Jimmy Carter

"l am pleased to sign into law today a major reform of our nation’s welfare system . ... reform
that will lead to lasting emancipation from welfare dependency."

-President Ronald Reagan

"We must revolutionize our welfare system. It doesn’t work. It defies our values as a
nation. If we value work, we can’t justify a system that makes welfare more attractive
than work . . . If we value families, we can’t perpetuate a system that actually penalizes
those who stay together.”

-President Bill Clinton
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But the best Johnson’s Income Maintenance Commission could offer was a
repackaged version of the dreaded "dole," this time in the form of a negative income
tax. Meanwhile, the volume of income transfers continued to rise.

In his Family Assistance Plan (FAP), Richard Nixon insisted on a stiff work
requirement. However, the FAP failed to muster necessary congressional support,
largely because it was regarded as being too stingy in dispensing benefits to the
poor. During the rest of the decade there was sometimes talk of reform, but there
was also much tinkering at the edges, sometimes with disastrous results. During
the Ford administration, Casper Weinberger suggested an income supplementation
plan that some estimated would have put another twenty million people on the
welfare rolls. The President chose instead to tighten up the rules on the food stamp
program, but Congress balked. In 1977, the Carter administration proposed a
thorough change in the welfare system that would further federalize it, extend
eligibility, substitute cash payments for food stamps, combine major income
supplement programs (except for housing), provide public sector jobs, and expand
the Earned Income Tax Credit. Congress rejected the proposal, choosing instead to
take actions that insured that the food stamp program would continue to grow.

The welfare system grew rapidly during the years 1970-77, when by one measure
the welfare burden per person in the United States rose by over 120 percent.18
Regardless of which party controlled the White House, more programs were
instituted, more benefits extended, and more people were ensnared in the web of the
welfare system. The modifications made to the basic income transfer system were like
rearranging the deck chairs on the Titanic, all while costs spiralled and spending
soared. The New Frontier and Great Society had become the Transfer Society.

Finally, time had shown, as had penetrating analyses of the basic premise underlying
the transfer society,19 that providing direct income supplements would not solve the
poverty problem, but rather worsened it. For example:

® Between 1973 and 1981, real per capita income rose a mere 7.2 percent,
meaning that real per capita public aid rose more than five times faster than
real per capita income. [Figure 3.]

* During that same period, the "official" poverty rate rose from 11.1
percent to 14.0 percent. ! During this same period, federal public aid
expenditures rose by 38.6 percent in real terms.?

* Between 1989 and 1992, real per capita income fell by 5.5 percent. At the
same time, the real level of income security payments shot upward by 28.0
percent.
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Change in Real Income
and Real Public Aid,
1973-1992

Source: U.S. Bureau of the Census;
Social Security Administration
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This last burst of growth in the welfare system came following our most recent
excursion into the realm of welfare reform, the Family Support Act of 1988. Its major
sponsor, Senator Daniel Patrick Moynihan, was quoted as follows:

"We’re going to turn the welfare program upside down. We’re going to
take a payments program with a minor emphasis on jobs, and create a jobs
program in which the income supplement is assumed to be temporary."

Unfortunately, the Senator was mistaken. Today, in addition to the apparent
inability of the current welfare system to reduce poverty, there is increasing concern
about welfare’s relationship between juvenile crime and declining educational
performance. All in all, while there is almost universal agreement on the need for
reform, the legacy of welfare reform has been the continued expansion of the
system, with its associated problems.

WHAT IS WELFARE?

Figure 4

Federal Participation in
Total Welfare Programs,
1992

Source: Rector, op. cit.

Typically, when people think about welfare, they think only of AFDC and the Food
Stamp program. But our modern welfare system includes at least 76 programs on the
federal level alone, including cash aid programs, food programs, medical aid
programs, housing aid programs, energy aid programs, jobs and training programs,
targeted and means-tested education programs social service programs, and urban
and community development programs. In 1992, total federal, state and local welfare
expenditures reached $304.6 billion, of which $221.3 billion came from federal fundlng
But because the majority of state and local programs, though funded locally, were created
by the federal government, roughly 96 percent of welfare spendmg represents either
federal funding or state contributions to federal programs [Flgure 4.]

In 1995, government will spend at least $355 billion, or nearly one billion dollars
every day, on the welfare system. [Figure 5.]
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& Local Programs
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(72.75%)
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WHO ARE THE POOR?

Defining poverty is the obvious first step before attempting to discover the causes
of poverty. Unfortunately, there are conceptual and measurement problems
associated with defining poverty. Originally, the poverty level of income was fairly
straightforward: the level necessary to provide a family with a diet that was minimally
adequate in a nutritional sense.”’ However, two major problems have emerged. First,
there is the matter of how to treat non-money sources of income. Over time, more and
more welfare benefits have taken the non-cash form. Generally, no more than
one-third of welfare spending takes the form of direct cash assistance that is
means-tested, i. e., is limited to those regarded as being "in need."?®

Non-Cash Benefits

Only money income is counted by those who determine the "official” poverty
level of the United States. Non-cash benefits to the needy are not counted by the
Census Bureau toward the level of income necessary to raise a household or person
above the poverty threshold. Thus, such major welfare initiatives as food stamps,
housing and energy assistance for the needy, and Medicaid, by definition, cannot have any
impact on the "official" poverty rate. In fact, for reasons that will be spelled out later,
the work disincentives that accompany means-tested benefits will reduce
work-related income, leading to an increase in the "official" poverty rate.

Massive Underreporting of Benefits

Census Bureau estimates of poverty are plagued by massive underreporting of
welfare benefits. Depending on the particular form of the benefits, anywhere from
one-third to three-fourths of welfare spending simply does not get counted, even
in the alternative estimates.29 Some of the non-counting is deliberate, as in the case
of medical benefits. The Census Bureau chooses to count only a fraction of medical
benefits towards meeting the poverty threshold levels of income. The rationale for
this is that these "benefits have no income value if the family is unable to meet basic
food and housing requirements."e’O

Table 1 illustrates the magnitude of the problems associated with producing the
"official" poverty statistics. For means-tested cash transfers the reporting in the
Current Population Survey (CPS) for the year 1990 is the most complete, accounting
for 72.1 percent of the $50.3 billion of actual means-tested cash transfers estimated
by the Congressional Research Service (CRS).e’1 In contrast, only 35.4 percent of the
CRS estimate for 1990 of $108.6 billion of means-tested non-cash transfers are
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Figure 5

Projected 1995
Government Welfare
Spending ($ billions)

Source: The $355 billion total
government welfare spending
projected for FY '95 was compiled
using sources reflecting 1995
government projections for Medicaid,
Cash Assistance (AFDC, EITC, SSI),
Food Nutrition Service and Housing
Assistance. All other categories are
based on 1992 actual expenditures
calculated by the Heritage Foundation
using Census Bureau data. Because
these figures are dated, total welfare
spending for 1995 will most likely be
higher than $355 billion.

Green Book, July 15, 1994.

CBO, "Projections of National Health
Expenditures: 1993 Update," Table
A-11, October 1993.

Robert Rector, " Combatting Family
Disintegration, Crime and Dependence:
Welfare Reform and Beyond," Heritage
Foundation, April 8, 1994.

Budget of the U.S. Government, Fiscal
Year 1995, Executive Office of the
President, OMB, February 1994.
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Table 1

Census Bureau Spending
Estimates of Poverty, 1990
(billions of dollars)

Source: Poverty, Income Distribution,
the Family and Public Policy,
Subcommittee on Trade, Productivity
and Economic Growth, Joint Economic
Committee, Congress of the United
States (Washington: U.S. Government
Printing Office, 1986), p. 31.
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Figure 6

Potential of Welfare
Spending to Reduce
"Official" Poverty Rate
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Spending Taken Account of by Census Bureau in
Welfare Spending Estimate of Actual Estimating Poverty
Category Spending "Official” Estimate Alternative Estimate
Means-Tested Cash $50.30 $36.27 $36.27
Means-Tested Non-Cash 108.61 0.00 38.40
Other 26.34 0.00 0.00
Total $185.25 $36.27 $74.67

actually considered in the alternative poverty estimates from the CPS data. There
are also other types of programs that do not include income transfers (either cash
or non-cash) but are designed to improve the economic prospects of the needy.
None of these are taken into account in either the "official” or alternative poverty
estimates developed by the Census Bureau.

To summarize, it appears that only about 20 percent of all welfare spending has any
potential at all to reduce the "official”* poverty rate by supplementing the money income of
needy persons. [Figure 6.] Further, even where some non-cash income is
considered, only 40 percent of all welfare spending is taken into account. The
significance of this undercounting is substantial. The failure to consider the true volume
of all welfare spending when estimating the poverty rate in the United States led to a possible
overstatement of the 1990 alternative poverty rate estimate by 4.5 percentage points. This is
not quite one-half of the final alternative estimate for that year of 9.8 percent and is
exactly one-third of the "official" estimated poverty rate of 13.5 percent.

There is a third problem with poverty rate estimates from the Bureau of the Census.
They employ poverty income levels calculated from the official Consumer Price Index
(CPI-U). Itis well known that this index developed a pronounced upward bias in the late
1970s and early 1980s due to its treatment of homeowner costs. This is recognized by the
Bureau of Labor Statistics, which has developed and recommends the use of an
alternative data series (labeled CPI-U-X1) that is free of these biases. Since the estimates
of poverty threshold levels of income are nothing more than extrapolations of real living
costs through time, and since homeowner costs are a significant factor in determining
poverty status, it would seem desirable to use the CPI-U-X1 for purposes of calculating
poverty rates. When this is done, both the "official" and alternative poverty rate estimates
are lowered substantially. For the year 1990, for example, the "official" rate would have
been 1.4 percentage points lower and the final alternative rate would have been
reduced by 1.3 percentage points.

“a
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Adjusting the CPI-U-X1 version of the 1990 poverty rate to fully reflect the
impact of welfare spending would reduce it from 8.5 percent to about 4.0 percent.
Suddenly, the "poverty problem™ that is the justification for the welfare system seems to
have significantly declined. It is important to realize this in the context of any national
debate concerning welfare reform. Waving the "bloody shirt" of massive poverty as
an excuse for further expanding welfare programs is an inappropriate foundation
for considering the future directions of the welfare system in the United States.

WHAT CAUSES POVERTY?

Though we have determined that "official” estimates greatly inflate the true size
of poverty in America, beyond doubt there are those who are genuinely in need.
Several things may cause people to have poverty levels of income at any time.

First, there is the obvious matter of not having a job that provides an income
sufficient to raise someone above the poverty level. This is what may be called
poverty based on lack of economic opportunity. There is more than one variant of this
form of poverty. First, an individual may not be able to find a job. Here,
unemployment is the crucial factor. Asecond possibility is that a job is available but
it is only part time and the person would like a full-time job but cannot find one.
Finally, there is a third situation, one in which someone has a job that is full-time in
every sense of the word but the wage rate is so low that the job does not produce
enough income to lift the person above the poverty threshold.

Being poor because of a lack of job opportunity may be viewed as an indication
of a dysfunctional aspect of the economy. However, it is not the only form that
poverty can take. People may choose to do things other than work. For example,
what about those who spend their time in school rather than working? Or, those
who prefer not to work for family reasons or because they have elected to retire
from the labor force? Their poverty says nothing about the effectiveness of the
economy in providing economic opportunity. Since poverty of this sort arises out
of patterns of behavior that people have chosen, it is better thought of as
"behavioral" poverty.

There is a third form of poverty that involves those people who are not working
because of illness or incapacity. Not working because of poor health is clearly not
related to the availability of economic opportunity, nor does it reflect the kind of
voluntary choice suggested by the notion of "behavioral" poverty. For lack of a
better term, it may be thought of as poverty due to inability, poverty that is in a
sense peripheral to the other forms of poverty that have been described.

The critical category is what we have called "behavioral" poverty. Behavioral
poverty implies that people are making life-style choices that preclude them from
participation in the job market. An obvious reason for their being able to do this is
the availability of some alternative source of income, namely transfer payments
through the mechanism of the welfare system.
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Figure 7

Composition of U.S. Poor,
Derived from 1991
Census Bureau Data

A Taxonomy
of Poverty
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This being the case, the relative importance of both "economic” and "behavioral"
poverty becomes an important consideration from the standpoint of welfare
reform. What follows is an attempt to determine what portions of the poor
population belong in each of these three categories.

Fortunately, the data in standard Census Bureau poverty reports in the United
States provide enough detail to permit sorting people into these categories.32 The
critical information is that which documents the reasons that people give for either
not working or for being out of the labor force at some time during the year.
Combined with other data, a distinction may be made between poverty caused by
a lack of economic opportunity and poverty produced by other factors.

Of the total population of 191 million civilians aged 16 and over during 1991,
22.5 million of them are considered to be living in poverty by the Census Bureau.
Again, of the total population, 132.5 million worked during 1991 and 58.5 million
did not. Those working can be further subdivided into three categories, those who
worked year-round full-time, those who worked during the year but spent some
time out of the labor force, and those who worked year-round, but part-time.

We turn first to those who worked year-round full time. They account for about
60 percent of all workers. Not surprisingly, the number of these persons who are
classified as having poverty levels of income is small. Only 2 million of the 79.5
million year-round full-time workers, 2.6 percent, are in this group. These people
are clearly a part of what has been called poverty resulting from a lack of economic
opportunity.

Next are those who worked during the year but were out of work at some point.
The incidence of poverty among this group is much higher. Almost four million of
the 28 million persons in this classification had poverty levels of income. This gives
a poverty rate of 14.0 percent. The important thing here is the reason members of
this group were not employed year-round, full-time. The CPS asks people why this
happened and groups the answers into five basic categories: (1) Il or disabled,; (2)
Retired; (3) Home or family reasons; (4) Could not find work; or (5) School or other.
The classification of people’s responses is based on the major reason for their status.
Consequently, there is no overlap in the responses.

Only one of these reasons indicates a situation where there is a clear lack of
economic opportunity—the case where people said they could not find work.
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516,000 poor people offered this explanation for their work interruption. These
should be added to the 2 million already judged to be poor because of lack of
economic opportunity.

The bulk of the poor whose work was interrupted during the year give
behavioral reasons. 108,000 said retirement, 1 million home or family reasons, and
1.7 million school or other. This sums to 2.9 million, or 73.7 percent of the total of
3.9 million. This leaves the ill and disabled, some 527,000, who make up what we
have called poverty due to inability.

The last group of poor workers, those who did not work year-round full-time
but were not out of the labor force during the year, is more difficult to classify. They
number 3 million, but the reported data do not provide reasons for their less than
year-round full-time status. However, the Bureau of Labor Statistics (BLS) presents
data on the total number of people working part-time and those who are working
part-time for economic reasons, either slack work in their normally full-time job or
could only find part-time work. According to these statistics, at mid-1991,
approximately 28 percent of those working part-time were doing so for economic
reasons. If we take 28 percent of the total of 3 million, we estimate that 876,000
persons should be added to the poor whose poverty can be attributed to a lack of
economic opportunity. The BLS describes the remainder of those working part-time
as "voluntary part-time." If that terminology is accepted, the remainder of the 3
million poor we are talking about, 2.2 million people, should be viewed as an
addition to behavioral poverty.

So much for those who worked in 1991. What about the 58.4 million who did
not? Over one fifth of them, 13.3 million, were "officially" classified as poor.
However, only about one in eleven of these people (a total of 1.2 million) gave "not
able to find work" as the major reason for not working during 1991. That group
represents an addition to those who can be considered to be poor because of a lack
of economic opportunity. Of the other 12 million poor who did not work, 2.8 million
said they were ill or disabled and 9 million gave either retirement (2.6 million),
home or family reasons (4.3 million), or school or other (2.4 million) as the primary
explanation for their not working.

The distribution of poor persons aged 16 and over into the three categories of
poverty that have been discussed is shown in Table 2. For the entire group, the
"official” Census poverty rate is 11.8 percent. Lack of economic opportunity
accounts for 2.4 percentage points of this aggregate poverty rate, inability for 1.8
percentage points, and basic behavioral decisions of people for 7.6 percentage
points. Thus, only 20.7 percent of all poverty among persons aged 16 and over in
the United States can be traced to a lack of economic opportunity. At the same time,
64.4 percent of "official” poverty falls into the category of behavioral poverty, i. e.,
poverty that is the result of various personal decisions with respect to life-style and
the like. The remaining 14.9 percent is due to inability resulting from illness and
disability.

Reason for Being in Poverty Number of Persons Percent of Total
Economic Conditions 4,664,000 20.7%
Behavioral Choices 14,482,000 64.4%
Inability 3,352,000 14.9%
Total 22,498,000 100.0%
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The preceding analysis is incomplete in that it does not account for the sources
of poverty among children. This is a very sizable group. The number of related
children under age 18 living in poverty in 1991 is reported by the Census Bureau as
13.6 million. The difficulty here is one of relating the source of a child’s poverty to
the reason for the poverty of other individuals in a household.

The information describing the work experience of individuals is detailed
enough to permit replicating the analysis for all persons focusing only on those
aged 16 to 64 who are householders with related children under age 18. The
aggregate "official” poverty rate for this group is 17.8 percent, 5.4 percentage points
of which can be attributed to lack of economic opportunity. Poverty induced by lack
of economic opportunity represents 30.34 percent of total poverty for these
individuals.

If it is assumed that poverty among children is distributed in the same fashion
as poverty among householders with related children under age 18, it follows that
the number of children whose poverty stems from lack of economic opportunity
will be 30.84 percent of poor children. Before making this calculation, there is one
minor adjustment that must be made to the number of children in poverty. Since
the basic data for poverty among all persons encompasses people age 16 and over,
any related children aged 16 and 17 living in poverty have already been accounted
for in the previous analysis. Fortunately, data on the poverty status of people aged
16 and 17 are available, making it possible to calculate a total population aged less
than 16. This group numbers 59.3 million and 13 million of them are classified as
being in poverty. 30.34 percent of that number is 4 million. These are children who
should be added to those whose poverty condition can be traced to a lack of
economic opportunity. This raises the percentage of those living in poverty for this
reason to 3.5, not quite 25 percent of the 14.2 percent overall poverty rate.

In conclusion, a relatively small proportion of poverty in the United States can
be traced to a shortfall of economic opportunity. Instead, the primary causes of
poverty are a combination of people making behavioral choices that are consistent
with low-income status and illness or disability, with thebehavioral factor being the
dominant one. The most dominant cause of poverty is personal behavior that
carries with it a relatively low level of income.
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THE LAW OF DELIBERATELY-IGNORED
CONSEQUENCES

It is not enough to state that welfare has failed to cure poverty. The paradox of
welfare is that it appears to actually worsen poverty.3’3 This was the emphasis of the
critics of the welfare system during the 1980s, who argued that a welfare system
that emphasizes the "dole" as a means of alleviating poverty is doomed to failure
because of its effects on the behavior of its clients. In the early days of the welfare
system the effect of the work disincentives was discounted by advocates of an
income transfer system. However, evidence emerged suggesting that people tend
to reduce the amount of their work after receiving income transfers.

In an attempt to defuse criticism of income transfer systems, an extensive set of
experiments were conducted by the Federal government during the late 1960s and
early 1970s. The most widely known of these became known as the SIME/DIME,
standing for the Seattle and Denver Income Maintenance Experiments. The results
provided a powerful confirmation of the importance of work disincentives,
indicating that an additional $1.00 of transfer payment income reduces income
from work effort by $ 0.80. Not to be deterred, the advocates of larger programs of
income transfers often took the position that since the loss of work income was less
than the amount of the income transfer, transfers would still have a poverty
reducing effect.>® However, this ignores the non-money character of many
transfers.

In a series of analyses conducted in the mid-1980s, we demonstrated that, after
controlling for macroeconomic conditions, income transfers tended to reduce
poverty up to a point. However, beyond that point they tend to reduce money
income, rather than increase it.”" Unfortunately for the welfare establishment, that
critical point had been reached in the early 1970s, meaning that a major part of the
expenditures of the American welfare system were absolutely counter-productive
in terms of reducing the "official” poverty in the United States.

The way income transfers reduce both work effort and income is simple. As
alternative sources of income become available to people, some reduce their work
efforts, even to the point of withdrawing from the labor force.e’7 Further, even in
those cases where people do not withdraw from the labor force, they become more
selective in their job search, often refusing jobs because they do not pay enough.
This leads to a rise in the amount of unemployment that is considered "normal” or
"natural” in the United States.3 Thus, as the welfare system has expanded, the
connection between income and work has deteriorated, replaced in substantial part
by a connection between income and the beneficence of some government agency.
This is the essence of the modern welfare state.

The paradox of a social program that produces results contrary to its objectives
is often described as an example of the Law of Unintended Consequences, with the
assumption that those who designed and supported the program in the first place
had admirable intentions but were betrayed by changes in human behavior. This
interpretation can be defended the first time something occurs. However, when it
happens time after time, as it has in the case of the welfare system, the law should
be amended to read The Law of Deliberately Ignored Consequences.

It appears to be in the interest of the poverty and welfare establishment to
support two basic propositions; (1) poverty is an intransigent phenomenon and (2)
dealing with it requires greater and greater social efforts, especially the
commitment of increasing amounts of public resources to programs designed to
reduce poverty.
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WHICH POVERTY PROGRAMS WORK?
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As far as reducing poverty is concerned, the welfare system has been a failure.
But by looking at the various components of the total welfare package, is it possible
to find that any of these programs has had a beneficial effect? And what conclusions
might be drawn from this examination?

Earlier, the presence of a set of alternative poverty estimates was noted. All told,
there are 14 different definitions, and the Census Bureau provides year-by-year
data beginning with 1979.%° These definitions differ in how they treat taxes, various
types of income transfers, and the values of other income sources.

Using these data, it is possible to observe the separate effects of various income
transfer policies at different points in time and compare them with the amount of
public resources devoted to financing them. To do this, we have chosen to compare
the years 1981 and 1991, which are ideal for this purpose because the Census
Bureau estimates an effective poverty rate of 21.1 percent in both years.

In the tax policy phase of modifying the income definition, the effective poverty
rate is driven up by 1.3 percentage points (to 22.4 percent) in 1981 but only by 0.7
percentage points in 1991. The major reason for this is the impact of the Earned
Income Tax Credit (EITC) on the effective poverty rate. The EITC is actually a form
of income transfer or subsidy, although it differs from other transfers by being tied
to the recipient’s work effort. However, as a subsidy, its effect is to reduce the
effective poverty rate. Thus, it is one of the transfer policies we are interested in
evaluating. In 1981, the reduction associated with the EITC is two-tenths of a
percentage point. In 1991, though, it is a full percentage point higher. At the same
time, the per capita cost (in 1991 dollars) of the EITC rose from $10.65 to $28. 3440
In this case, an income transfer or subsidy works in the expected direction (i.e.
greater expenditures on it result in a larger reduction in the effective poverty rate).

As a general rule, however, this is not the case when the income definition is
modified to account for a number of other programs that transfer income to people.
In 1981, the impact of a variety of cash and non-cash transfers, both means-tested
and non-means-tested, lowered the effective poverty rate by 10.9 percentage points.
However, in 1991, the reduction was only 10.4 percentage points.

When contrasted with the effects of the EITC on the effective poverty rate, it
becomes clear that the rules governing the distribution of income transfers and
subsidies are extremely important in determining the impact of the subsidies on the
burden of poverty. When the subsidy is clearly tied to work effort, the effect is
substantial. When it is not, little seems to happen to the effective poverty rate as the
volume of income transfers is increased.

These data indicate that, with one major exception, increases in spending on
means-tested transfer payments to people between 1981 and 1991 had very little
effect on the alternative poverty rates calculated by the Census Bureau. That one
exception is the EITC. The lack of reduction in effective poverty accompanying
increases through time in the real value of means-tested benefits implies that the
amount of reduction in the effective poverty rate that accompanied each dollar of
means-tested benefits has been on the decline. This is illustrated in Figure 8, which
shows the amount of reduction in the effective poverty rate that accompanied each
dollar of means-tested benefits for the years 1979-1991. In 1979, the first year for
which the Census has calculated this information, it took benefits of a little more
than $7 per capita to reduce the effective poverty rate by one-tenth of a percentage
point. At the end, it takes almost $10 in benefits to do the same thing. Since both the

IPI Policy Report #129



$0.0140

$0.0135

$0.0130

$0.0125

$0.0120 |-

$0.0115 |-

Per Capita in $1991

$0.0110 |-

$0.0105 |-

$0.0100

1979

1981 1983 1985 1987 1989 1991

Figure 8

Decrease in Effective
Poverty Rate per Dollar of
Expenditures on
Means-Tested Benefits,
1979-1991

(per-capita in $1991)

Source: U.S. Bureau of the Census,
Current Populartion Reports, Series
P-60, No. 182RD, Measuring the Effect
of Benefits and Taxes on Income and
Poverty: 1979 to 1991. U.S.
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poverty threshold and benefits are measured in real terms, it would be expected
that an additional dollar of benefits would have the same impact on the effective
poverty rate throughout the period. Clearly, this is not the case.

It is important to realize that the impact of any work disincentive effects are
already reflected in the adjusted pre-tax and income transfer poverty rate measured
by the Census Bureau. Beyond that point, the Census Bureau poverty rate
adjustments reflect only the extent to which additional benefit expenditures are
received by the poor. The clear implication is that, as a general rule, they don’t make
it to the poor. The lack of any additional "bang for the buck" associated with
increases in transfer payment income must be the product of an increasingly
inefficient system due to bureaucratic overhead and fraud, among other things.
Until that shortcoming in the present income maintenance system is remedied,
increasing the volume of transfer income benefits available to people, whether cash
or non-cash, means-tested or non-means-tested, cannot be viewed as a useful
method of reducing the effective rate of poverty in the United States.

The lack of any
additional "bang
for the buck"
associated with
increases in
transfer payment
income must be
the product of an
increasingly
inefficient
system . . .

THE WELFARE DEPENDENCE SYNDROME

The previous section demonstrated that a combination of work disincentives
and difficulties in delivering income transfers to the poor more than cancel out any
income-enhancing effects of welfare benefits. We need to ask, "Do these work
disincentive effects perpetuate poverty by creating a web of dependence that traps
people into a welfare lifestyle?"

Much research has been done recently on the extent to which it is possible to
improve one’s economic status over time. Perhaps the most striking was
developed by the Urban Instltute out of the University of Michigan Survey
Research Center data bank.*? It describes the income levels of families in both 1977
and 1986 classified by their income quintile in 1977. [Table 3.] The research indicates
that the possibilities for improving one’s economic status are substantial. Upward
income mobility dominates, refuting the common contention that the "rich get richer
and the poor get poorer."” Over this decade, those who started out in the bottom of the
income distribution experienced a real income gain of 77 percent and captured 28
percent of the total income gains for all families in the data set. Those in the second
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Table 3

Average Family Income,
by Quintile in 1977, U.S,,
1977 and 1986
(1991 dollars)

Source: Sawhill and Condon, op. cit.

Table 4

Poverty Transitions,
1987-1988, Program
Participants vs.
Non-Participants, 1988

Source: U.S. Bureau of the Census
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quintile in 1977 showed a 37 percent increase in real income and received 27 percent
of all income gains. By contrast, those who started at the top saw their income rise
by only five percent and received but 11 percent of all income gains.

1977 Quintile 1977 Quintile Percent of Total
Quintile in 1977 Members in 1977 Members in 1986 Percent Change Income Gain
Bottom $15,853 $27,998 7% 28%
Second 31,340 43,041 37% 27%
Third 43,297 51,796 20% 20%
Fourth 57,486 63,314 10% 14%
Top 92,531 97,140 5% 11%

These data indicate that the opportunity to be upwardly mobile in an economic sense
does exist in American society. What remains to be seen is whether this mobility is
affected by the provision of income transfers through the welfare system.
Fortunately, data are available for two distinct groups of people, those who were
participants in a major income transfer program and those who were not. Major
programs include Aid to Families with Dependent Children (AFDC), general
assistance, food stamps, Medicaid, public or other subsidized housing, and
Supplemental Security Income (SSI).43

Table 4 presents these data for the two groups. Among those who were poor in
1987 but did not participate in a major welfare program, 55.0 percent remained in
poverty in 1988, 16.3 percent moved to the near-poverty category (defined as
having income greater than the poverty threshold but less than 125 percent of that
threshold), and 28.8 percent climbed above the near-poverty category. On the other
hand, among the poor in 1987 who were participants in major welfare programs,
81.6 percent stayed in poverty in 1988, 10.7 percent moved to the near-poverty level,
and only 7.7 percent escaped the poor or near-poor category.

1987 Status 1988 Status (percent)
Non-Program Participant
Poor Near Poor Above Near Poor

Poor (100%) 55.0 163 28.8

Near Poor (100%) 22.1 320 459

Above Near Poor (100%) 0.9 14 97.7
Program Participant

Poor (100%) 81.6 10.7 7.7

Near Poor (100%) 19.6 41.0 394

Above Near Poor (100%) 9.3 3.7 85.0

These are sharp differences. The possibility of exiting poverty from one year to the
next is two-and-one-half times greater if one is not a participant in a major welfare program.
Clearly, any notion that assistance programs contribute to easing the transition
from poverty to non-poverty status is questionable. The welfare system appears to
actually reduce, not enhance, the future income prospects of the poor. The same
behavioral changes that prevent the welfare system from reducing the "official"
poverty rate have longer term consequences that prolong poverty.

The differential incidence of movement out of poverty is quantitatively important.
72.8 percent of poor persons in 1987 were program participants and they accounted for
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80 percent of those who remained in poverty in 1988. Any reduction in program
participation will increase the rate at which people move out of poverty. Similarly,
any increase in program participation will reduce the exodus from poverty.

There are opportunities in American society for improving one’s lifetime
economic prospects. However, our welfare system discourages people from
pursuing them. The end result is the welfare dependence syndrome. Welfare
discourages people from doing the things necessary to elevate themselves from
poverty. It is a vicious circle. Welfare perpetuates poverty, and the persistence of
poverty is the rationale for more and bigger welfare programs.

WELFARE, FAMILY STRUCTURE AND
ILLEGITIMACY

Before the advent of government welfare, a plethora of private organizations
provided assistance for individuals who were economically disadvantaged:
churches, aid societies, widows and orphans societies, etc. As Marvin Olasky has
documented, these private organizations had an impressive record in reducing
poverty and economic distress. 4 They did it largely by relying on human goodness
unearthed in values such as love and compassion rather than by mechanistic
disbursements of funds. Personal responsibility was required. As Olasky recounts,
"No one was allowed to eat and run" at the pre-New Deal private charities.
Additionally, families took care of less fortunate relatives, with children often
caring for their parents in old age. While private organizations such as the Salvation
Army continue to help the poor, there is strong evidence that their financial support
has been dramatically eroded by the public’s knowledge that the government
provides public assistance.” It therefore is anticipated that an end to public charity
would lead to an explosion in private charitable giving for the poor.46

When the modern system of public assistance evolved inthe 1930s, proponents
felt that a humane society should take care of those who had no male breadwinner
in the home. No thought was given to the possibility that public assistance
predicated on the absence of a male head of household might lead to the growth in
the number of such families. If you subsidize something, usually you get more of
it, and this has been the case with single parent households and the welfare system.
We believe the evidence supports two propositions: 1) welfare has increased the
incidence of single parent families and contributed to the decline in traditional
families (two married parents living together with their children); and 2) welfare
has contributed to illegitimate babies being produced to obtain or increase public
assistance payments.

There has been a meteoric increase in the proportion of children not living in
two parent families (Figure 9). Today, about 3 of 10 children live outside the
traditional family arrangement, double the proportion of a generation ago. While
this is a phenomenon that is most pronounced among minorities, particularly
African-Americans, it is growing quite rapidly among whites as well (Figure 10).

During the same period, real public aid expenditures rose dramatically as well.
Not only did spending on income-maintenance programs rise in real per capita terms,
but they rose significantly faster than personal income. For example, cash benefit
payments under public income-maintenance programs rose from $60.5 billion (7.3
percent of personal income) in 1970 to $450.9 billion (9.6 percent) 20 years later.
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Figure 9

Percent of Children Living
Outside of 2-Parent
Families, By Race

Source: U.S. Bureau of the Census
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Figure 10

Percent of Children Under
18 Living Outside
2-Parent Families

Source: U.S. Bureau of the Census
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While the literature on the relationship between welfare and family structure
was distinctly mixed in the 1970s, more recent studies have more clearly indicated
a significant relationship between public assistance and the breakdown of
traditional family arrangements. 7 Some 20 years ago a study showed that AFDC
promoted marital dissolution.*® Several more recent studies have revealed
significant positive correlations between the presence of independent
female-headed families and welfare.*®

On balance, the evidence is that welfare benefits reduce the need for a
traditional marital union with the division of labor associated with it.>° According
to that theory, in a traditional household the husband "traded" income and some
heavy household services to the wife, who provided the husband other household
services, including child care. The welfare system provides women with an
alternative to a spouse, reducing the attractiveness of the marriage contract.

Unfortunately, the financial well being of female-headed family units is
dramatically worse than that for male-headed households, particularly ones where
there is a wife present. According to the Current Population Survey:

* The median income of married-couple families in 1993 was $43,005, some 2.47
times as high as that of female-headed households ($17,443).51

* Nearly 45 percent of households with female heads had income under $15,000,
compared with barely 10 percent of married-couple families.
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* Not only were female-head family units on average much poorer, but the
income inequality within that category was much greater than for
traditional family units.

To the extent welfare encourages such living arrangements, it contributes both
to poverty and income inequality.

Awomen who has a child out of wedlock becomes a candidate for receiving Aid to
Families with Dependent Children. Also, in general, awoman recelvmg AFDC who has
another child receives increased welfare benefits as aconsequence 3Elsewhere, we have
demonstrated that the marginal benefits to women in the form of additional income
often may exceed the marginal costs of having the child; if so, welfare induces
pregnancies for economic reasons and thus increases the welfare population: >4

A number of important studies suggest that welfare promotes illegitimate births.
Professor Cal Winegarden attributes roughly half of the increase in black illegitimacy
to the impact of welfare.>® Anne Hill and June O’Neill found an elasticity of
illegitimacy with respect to AFDC/food stamp benefits that approaches one.5®
Controlling for other factors, a doubling of benefits would increase illegitimacy by 86
percent. Similar highly sensitive relationships between welfare and teen-age
illegitimacy have been found by Robert Plotnick and Shelly Lundberg

Perhaps the most persuasive evidence supporting the view that welfare creates
illegitimacy has been expounded by Charles Murray, whose seminal book began a
modern debate on the welfare system.58 Murray notes a strong correlation between
the rise in illegitimacy and the magnitude of welfare benefits over time. Some deny
that welfare benefits have risen, concentrating solely on AFDC payments per
beneficiary in real terms. Murray rightly argues that the relevant consideration is
the full package of income maintenance programs that affect behavior.

Lest this discussion imply that illegitimacy is a problem specific to one racial
group, the evidence suggests otherwise. From 1970 to 1990, for example, the
proportion of white babies born out of wedlock more than tripled, going from six
to 20 percent, while that for blacks increased from 38 to 65 percent. In 1970, there
were more black |Ileg|t|mate births than white; by 1990, there were 175,000 more
white illegitimate births. 59

Social scientists and other academics are belatedly discovering what ordlnary
low income Americans have known for decades: Welfare destroys families®® The
opportunity costs of getting and staying married have risen as welfare provides
persons with surrogate spouses in an economic sense. The financial burden of
having children has been turned to a financial benefit in some cases. America
remains one of the few places in the world where a teen-ager can achieve
independence from parents, a place to live, and an assured income—simply by
becoming pregnant. As a nation, we have promoted behavior that for millenniahas
been viewed as inappropriate or sinful. Morality aside, one consequence of this
behavior has been a persistently high rate of poverty among the one group least
able to help themselves, America’s children.
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WELFARE'S EFFECTS ON EDUCATIONAL
ACHIEVEMENT AND CRIME

Welfare
Thwarts
Educational
Achievement

Holding income,
race, and other
factors constant,
welfare is
associated with
lower levels of
learning.

We have suggested that, on balance, welfare programs have not helped the
poor. But might welfare have some other positive characteristics? For example, is it
possible that welfare allows low income Americans to provide more positive
educational opportunities for their children? What is the relationship between
welfare and educational attainment?

If welfare is working as it was designed, it should improve the educational
performance of students, thereby providing for the equal opportunities that
Americans believe should be available. Welfare should be a means of reducing
intergenerational inequalities that hinder some students as they strive to succeed.

For example, the Women, Infants and Children (WIC) program and Food Stamp
program are designed to provide children with added nourishment, and the added
calories and nutrition should reduce student fatigue and increase classroom
alertness. The added income that welfare provides should allow families to visit
museums, libraries, and other places.

Alternatively, the disincentive effects for work that the welfare system creates
may carry over into other activities. If children see that their mother (typically)
receives the same income whether she works or not, they may see no point in
working, or in achieving in order to provide the necessities of life. Accordingly, they
do not feel the need to excel in school. Moreover, the negative impact that welfare
has on family structure adds to the problem. In stable married-couple families, both
parents are there to help their children with their academic work, whereas with
single-parent families, the lack of spousal support leads to greater neglect of the
children’s academic activities. Parental involvement in the school is important to
successful learning; that involvement will be reduced to the extent welfare
contributes to the breakdown of traditional families.®*

In fact, low-performing high schools have almost three times as many poor
students as high-performing schools.®? Some 16.9 percent of students in the
high-performing schools did not come from two-parent households, compared
with 25.6 percent in low-performing high schools.®® Clearly, there is a statistically
significant relationship between student achievement and socioeconomic status

But the relationship is more specific than that. Actually, there appears to be a
strong negative relationship between AFDC and student achievement. In a study
using data from over 600 Ohio school districts using a standardized proficiency test
administered to ninth-graders in the state, three scholars looked at the relationship
between the incidence of Aid to Families with Dependent Children and student test
performance, controlling for several other factors, including income, school district
size, race, instructional expenditures E)er pupil, non-instructional spending per
student, and school attendance rates.> Holding income, race, and other factors
constant, welfare is associated with lower levels of learning.

Compare two school districts, one with no students on welfare and the other
with 50 percent of its students receiving AFDC. Assume that in all other respects
(average income, racial composition, school attendance, etc.) the districts are the
same. The model predicts that about twice as many students would pass all parts
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of the proficiency test in the no-welfare district than in the one where public
assistance is common (e.g, 40 percent vs. 20 percent) By contrast, the relationship
between student achievement and expenditures is weak.

Incidentally, one interesting dimension of the findings is that no significant
difference was observed by race. While black students tended to do dramatically
poorer on the tests than whites, the reason was not related to race, but rather to the
fact that blacks had different other characteristics than whites, in particular a high
proportion were receiving AFDC.

Statistical association does not "prove" welfare reduces educational
performance. Remember, however, that the reported results control for income,
per-pupil spending, and other factors. In other words, low income (poor) children from
non-welfare homes perform better than children where public assistance is received. Low
income may hurt educational performance, but it appears that the sources of
income also are important. Moreover, since welfare parents see little or no financial
benefit from work effort, they do not emphasize educational excellence from their
children, particularly since welfare mothers typically get the same check whether
they go to school or not.

Welfare appears to hurt student achievement. This suggests that meaningful
education reform in America probably needs to be tied to significant changes in our
system of public assistance.

Nothing illustrates the destructiveness of the welfare state more than its impact
on the incidence of crime in the United States. The relationship between crime and
the welfare state may seem to be tenuous at first. However, the progression from
welfare benefits to higherlevels of crime is becoming well-established. The existing
studies on the subject indicate that the path from welfare to crime runs through the
phenomenon of the single-parent family. As discussed earlier, there appears to be a
strong relationship between the availability of welfare benefits and the number of
households of the single-parent variety. It is this which seems to drive the
relationship between crime and welfare benefits.

Let us look at some of the findings. One of the most extensive examinations of this
phenomenon found that the modern welfare state has created an American underclass
that has adopted an entirely different set of values® It has replaced the work ethic as
a means of getting ahead with the ethic of social entitlement. It has replaced the
traditional family with the single-parent family, for the most part headed by females,
largely by offering incentives that encourage the formation of smgle parent families
and penalties that discourage the creation of traditional families®” And there enters
the problem of crime. Much as prophesied by Daniel Patrick Moynihan in the
mid-1960s, the lack of male figures of authority in these households promotes a
disrespect for social authority that is easily translated into criminal behavior. When
comparing young blacks reared in two-parent families with those from single-parent
families, the latter show a crime rate roughly double that of the former.’

As to the link between the welfare system and crime, holding a large number
of other factors constant, a 10 percent increase in AFDC and food stamp payments
seems to produce more than a 20 percent rise in the crime rate for young blacks. e
The particulars of this pathology trace through a number of negative factors that
affect children reared in single-parent families. 2

How does welfare promote crime? As indicated previously, welfare loosens the
links between children and their male parents, and also seems to have negative effects
on educational performance. This likely reduces discipline in the home. Welfare’s
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impact in weakening a sense of work ethic and responsibility probably promotes
the notion that illegally obtaining income (through drug sales or car theft) is a more
lucrative and thrilling path to prosperity than earning income in a lawful
occupation.

The role of welfare in generating crime in the United States adds a final flourish
to the legacy of the welfare system. It is perhaps the most brutal example of the
so-called Law of Unintended Consequences.

"Ending Welfare As We Know It"

In June of this year, the Clinton administration outlined its proposal for welfare
reform.”® At this pointitis appropriate for us to examine the proposal in light of the
observations made thus far. The essential elements of the proposals are:

* Any changes in the welfare system apply only to parents born after 1971;

® For such people, there will be a 24 month lifetime limit on cash benefits for
anyone over the age of 18;

* Recipients of benefits under these rules will receive education, training, and
job placement services needed to move them into the work force;

® During the training period, child-care services will be provided;

* Benefits will be lost for parents who refuse to stay in school, look for work, or
attend job training programs

* In the event cash benefits are exhausted, and no job has been found, the
recipient would be enrolled in a subsidized private sector or community
service job paying at least the minimum wage plus benefits; and

* For those who leave welfare for a private sector job, a year’s free day care for
children will be provided.

First, note that these proposals involve absolutely no reform for about two
thirds of those expected to be on the welfare rolls in 1996, the first year of the
suggested system. Projections indicate that by the year 2000, half of those on
welfare would be affected and by 2004, two-thirds would be covered. Of course,
assuming no further changes in these rules over time, eventually all would be
under the new system.

The question is whether the rules proposed for those born after 1971 will change
"welfare as we know it." To answer that question, we must ask how the new system
would alter the incentives associated with being on welfare. In the immediate
future, during the two-year lifetime limit, benefits presumably would remain at
present levels, meaning that welfare would stay at least as attractive as it is now. In
many cases, the proposals would actually increase the incentive to go on welfare.

Let’s put this in a real world context. Take a person making the welfare versus
private sector employment decision who would prefer the private sector route.
After the Clinton proposal, there would be two ways to get there—directly, by
taking an entry-level position, or indirectly, through the welfare and job training
system. A major advantage of the latter is that going on welfare, enrolling in a job
training program, and then taking the private sector job gives one a year’s free child
care, in addition to the welfare benefits. Thus, people who might otherwise not go
on welfare may be induced to do so on their way to the private sector job they
preferred to take in the first place.
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There is an historical precedent for such behavior. In the early 1980s, the state of
Massachusetts inaugurated its Employment and Training (ET) program. It provided a
package of education and employment counseling, plus for those placed in private
sector jobs, a year’s free child care, $10 a day for transportation expenses, and four
months free Medicaid. In its first two years, some 24,000 welfare mothers were placed
in private sector jobs. However, despite a decline in the state’s unemployment rate
from seven to three percent, the number of people on welfare remained virtually
unchanged, and total AFDC payments rose by 15 percent People simply took an
alternative path to private sector employment, inflating the welfare rolls in the
process. While the ET program is not exactly the same as the Administration
proposal, it bears a striking resemblance. Therefore, the same basic behavioral
responses should be expected.

But what about the long-run? Might people decide to avoid welfare altogether
because of the time limit on benefits? Only if exhausting benefits and being forced
into a job is less desirable than going the private sector employment route from the
beginning. The fine print of the Clinton proposal makes it clear that this is highly
unlikely. To begin with, only a small fraction of those born after 1971 will be
subjected to the work requirement if their benefits are exhausted. For example, in
1999, the various exemptions from the work requirement will excuse two-thirds of
AFDC parents born after 1971. 7 Further, the number of participants in the
subsidized job program (known as the WORK program) is capped at a level that
would permit enrollment of only about seven percent of the total welfare
population.76

The work req7 uirements imposed in the administration proposal a modest 15
hours per week."" And the compensation for thls ‘work" must be at least equal to
the usual AFDC benefits received by the famlly Thus there will be no decrease
in cash income associated with being enrolled in the WORK program %In addition,
there are no work requirements associated with receiving Food Stamps and
Medicaid, which, on average, constitute about 60 percent of welfare benefits. 80

The bottom line is that the chance of even these proposals causing someone to
choose the private labor market over the welfare alternative is quite small. For the
remainder of the welfare population, it will be business as usual. In fact, it remains
almost business as usual for the typical adult welfare recipient born after 1971. 81
For the most part, those people enrolled in the WORK program will simply be
classified in a different category. Much of their wage and earnings income will be
nothing more than a disguised welfare payment. This is a rather thin reed on which
to hinge positive welfare reform.

Of course, it might be argued that the impact of the job training and education
elements of the Administration proposal have been ignored. They have been, and
with good reason. Job training programs have been notoriously unsuccessful.
Perhaps typical of their success is the recent major private effort, a Manpower
Demonstration Research Corporation project, which found that participants in a
program (some 1,408 teens in ten different states) were no more likely to be off
welfare or in a job after 18 months than a similar group that received no
employment services.82 Or consider the record of the CETA job program,
inaugurated during the Carter Administration, which is widely recognized as
being something of a disaster®® Job retraining may be an even thinner reed on
which to hang significant welfare reform.

To summarize, over the long run, the administration welfare reform proposal does
almost nothing to alter the structure of work incentives that lies at the heart of the
welfare problem 41 anything, under this proposal the welfare rolls will continue to
grow, and we will have wasted another opportunity to institute meaningful changes
in the American welfare system. And the Administration welfare reform proposal does
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nothing to deal with the social pathologies and behavioral patterns that drive the
present system. The incentives that form female-headed single parent households,
and all that accompanies them, remains essentially unchanged. Unfortunately, this
translates into an even bigger version of "welfare as we have always known it," at
least since the inception of the Great Society. If the administration proposal is the
shape of things to come, we must resign ourselves to continuing to wait for truly
useful changes in the American welfare system. Meanwhile, the level of welfare
spending will continue to escalate. It is already projected to rise to $500 billion by
1998,85 roughly 65 percent more than its 1992 level.

The Role of State and Local Governments

Table 5

State-Local, Federal, and
Total Public Aid
Expenditures, 1940-1990*

Source: Statistical Abstract of the
United States, various years; Economic
Report of the President, various years

*In billions of 1993 dollars; the
CPI-U-X1 price deflator was used to
convert values into dollars of constant
purchasing power.
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Before the 1930s, public assistance for the poor was a state and local
government affair. Though the modern welfare state has dramatically increased
federal participation, state and local governments still bear more than one-third of
the total public assistance bill. As Table 6 shows, though real state and local public
aid spending has risen substantially since 1960, the portion of welfare borne by state
and local governments has steadily declined.

State/Local as a
Year Federal State/Local Total Percent of Total
1940 $20.8 $13.3 $34.1 39.0%
1950 6.1 7.7 13.8 55.8%
1960 9.4 9.0 18.4 48.9%
1970 33.6 23.8 574 41.5%
1980 85.5 40.6 126.1 32.2%
1990 102.8 58.6 161.4 36.3%

Even those programs created under federal law and receiving substantial
federal funding reserve major policy decisions about benefit levels for state and
local authorities. [Table 7.]

Benefit levels vary widely, with the highest benefit states (California and Alaska)
paying, on average, more than five times as much monthly as those with the lowest
payments (Alabama and Mississippi). Even allowing for income differentials, the
differences are great. Note that most northeastern and Pacific coast states had average
annual AFDC benefits equal to between 20 and 30 percent of the average pay of
workers in the state, as did a few of the more liberal midwestern states. The southern
states, by contrast, tended to keep benefits in the 7 to 15 percent range. Considering
that many public assistance recipients receive several benefits in addition to AFDC,
total welfare payments (both cash and non-cash) in some states (most notably
California) probably well exceeds half the pay of the average worker.

Differences between the states also extend to other areas including
unemployment, workers’ compensation, and general relief payments. About half
the states have eliminated or substantially reduced general relief, a pre-Depression
form of local and state government provision for the poor.
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Average Monthly | Average Benefit as Average Monthly | Average Benefit as

State AFDC Benefit | % of Average Pay State AFDC Benefit | % of Average Pay
Alabama $125 7.05% Montana $347 22.33%
Alaska 691 26.90% Nebraska 332 20.57%
Arizona 299 16.16% Nevada 287 14.92%
Arkansas 191 12.06% New Hampshire 443 22.53%
California 691 30.15% New Jersey 342 13.68%
Colorado 322 16.11% New Mexico 304 17.99%
Connecticut 565 22.09% New York 550 21.99%
Delaware 291 13.62% North Carolina 238 13.54%
D.C. 386 13.02% North Dakota 360 23.83%
Florida 267 1457% Ohio 325 16.52%
Georgia 267 13.83% Oklahoma 301 17.22%
Hawaii 613 30.52% Oregon 401 21.53%
Idaho 276 16.82% Pennsylvania 380 18.69%
Illinois 346 15.78% Rhode Island 510 26.51%
Indiana 267 14.23% Sourth Carolina 203 11.92%
lowa 380 23.02% South Dakota 286 20.03%
Kansas 341 19.48% Tennessee 187 10.42%
Kentucky 217 12.56% Texas 166 8.38%
Louisana 170 9.49% Utah 359 20.64%
Maine 416 23.92% Vermont 524 29.45%
Maryland 372 17.20% Virginia 270 13.61%
Massachusetts 532 22.77% Washington 492 24.66%
Michigan 424 19.48% West Virginia 252 14.16%
Minnesota 524 26.24% Wisconsin 466 25.61%
Mississippi 122 7.95% Wyoming 351 20.46%
Missouri 280 14.89%

A substantial modern literature confirms that differences in benefit levels induce
migration.86This issue has been particularly intense with respect to ‘migration, with
some governors (such as Pete Wilson of California) arguing that welfare benefits
induce illegal aliens to cross the border.

A good case can be made that the best way to determine an optimal welfare
policy is to experiment at the state and local level with alternatives to the existing
system, evaluate the results, and use that information to revamp the system.

Both common sense and policy research tell us that peogle will migrate to states
and localities that offer public services that meet their tastes. 7 Some areas may wish,
as a matter of community tastes, to offer expansive public assistance benefits, while
others may believe that welfare should be provided in limited ways, with low benefits
and strict eligibility. If "liberal" areas offer generous welfare, and "conservative" areas
get income maintenance programs consistent with their tastes and preferences, people
will take public services into account in migration decisions.

Some would argue that because we are one nation, citizens should be provided
the same safety net in all areas. If poor persons in Mississippi are treated less
generously than those in California, this is an injustice that needs remedying,
perhaps by entirely administering benefits by the federal government, or by federal
mandating of minimum state benefit levels.
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According to this perspective, under the current system, states that distribute
more generous benefits are punished for their generosity by attracting migrants
from other states or countries. Therefore, welfare reform should standardize
benefits to prevent states’ trying to foist their burdens onto other political
jurisdictions by providing low benefits.

While the possibility of using the experience of the states to evaluate existing welfare
systems is appealing, actual experimentation has occurred in the past few years.

Several states are trying experiments with food stamps, attempting to use cash for
benefits, rather than continuing the use of stamps, or going to a debit-card. Both cash
and the debit card reduce the stigma of using stamps, and the debit card provides an
electronic record of purchases and automatically excludes non-allowable items.

Other states have started tinkering with benefit schedules, trying to use welfare
payments to modify behavior. For example, New Jersey pioneered a move to
eliminate increased benefits for second or third children born to welfare mothers.
Other states (e. g., Ohio) have tied benefits to educational performance, giving
greater amounts for good school attendance or grades and reducing them for
dropping out of the educational system. Still other states (Massachusetts was an
early example) have introduced job training requirements to their welfare systems.
Wisconsin has pioneered a Learnfare program requiring teens to stay in school.
Others have requested waivers of rules drastically limiting the earnings that
recipients may keep while on welfare.

To be sure, not all state initiatives will have positive results. But there is a strong
case for learning from the more positive innovations that have been introduced by
the states. Presumably, states have a built-in incentive to move to the system that
delivers the most bang for the buck. A laissez-faire system would allow the states
complete freedom to do what they want, with some copayments, as at present,
coming from the federal government. This would permit a state to continue the
existing system, or move toward other possibilities, including outright elimination
of welfare, moving to a negative income tax (expanded earned income tax credit),
establishing a program of matching private charity with government dollars in
order to promote welfare privatization, and/or simply tinkering with the
incentives under such existing programs as AFDC and food stamps.

Conclusion: Suggestions for Genuine Reform

What steps are necessary for meaningful reform of the American welfare system?

* Realistically define what is meant by poverty and the value of government
benefits

A precursor to welfare reform must be an honest definition of poverty and an
accurate assessment of the value of non-cash benefits. We must not fall into the trap
of overestimating the need for a welfare system. It is clear that "official" estimates
of poverty in the United States err very seriously on the high side. Focusing
exclusively on money income as a measure of poverty, while ignoring or
undercounting non-cash benefits has led to an "official" poverty rate that is
overstated by as much as one-third. And removing the behavioral poverty
population from the "official" poverty rate lowers it by as much as 50 percent. We
must recognize that the bulk of "official” poverty stems from people making choices
that take them out of the labor market.
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* Acknowledge the motives of the existing welfare establishment, especially
the bureaucrats.

They have a vested interest in perpetuating the system as it is. We need to be on
guard against the standard bureaucratic ploy of excusing past failures on the
grounds of inadequate resources. The record shows that massive amounts of public
resources devoted to the problem have only worsened it. The urge to seek
additional resources is a deep-seated one in the bureaucratic mind and creates a
very real risk that this round of welfare reform will lead to further enlargements of
the welfare state.

* Decentralizing welfare as much as possible.

There is much innovation in recent initiatives at the state level. This kind of
activity should be encouraged. Remember, the individual states have stronger
motivations to produce an efficient and cost-effective welfare system. They do not
have the blank check of deficit finance that federal politicians have. Consequently,
to the extent that individual states are successful in reining in the welfare system,
they will be copied elsewhere. To the extent they are not, they will be ignored.

* De-emphasize and reduce the role of income transfers as an anti-poverty
strategy.

The income transfer approach has long ago exhausted what little potential it had
for reducing poverty in the United States. The overwhelming evidence is that the only
effective long-run antipoverty strategy works through the individual person and the
labor market, through people facing real-world choices that encourage them to seek
jobs, and to not take the "easy" way out through the welfare system. Every decision
that is made in reshaping the American welfare system should work to encourage
people to seek jobs and discourage them from choosing welfare.

Perhaps most important, income transfers have been shown to have many
undesirable side effects, creating a cultural poverty among America’s newly
emergent underclass. Rising illegitimacy rates have become the norm and with
them have come declines in educational performance, rising youth crime rates, and
a number of other social pathologies. Collectively, these have produced a general
deterioration in the cultural fabric of the poor in America.

The primary feature of the modern underclass is the welfare dependence
syndrome. To a substantial extent, being "on welfare" has become just another
occupational choice that, like most other "jobs" has both its positive and negative
dimensions. For increasing numbers, it is no longer a transitory condition brought
on by temporary economic distress, but is rather the ultimate destination in life.
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