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. ' 

THEORETICAL APPROACHES 

.. 
Efforts to improve income maintenance programs in the United States can take 
one of two directions. 

1. Improvement in the present categorical assistance programs. 
Improvements needed are reduction in cost, reducing the rate 
at which persons are becoming dependept upon public assistance 
and providing a more adequate level of benefits. 

2. Development and adoption of a negative income tax system from 
among the many proposed by economists and politicians. Proposals 1/ 
range from Milton Friedman's plan as an attempt' to refonn welfare -
to Robert Theobald's advocation plans to2~lirninate poverty from 
the fruits of an economy of abundance. =I 

STATEMENT OF FACTS 

Continuation of current refonn will eventually bankrupt the federal and state 
governments. 

During the 196o 1 s the AFDC payments more than tripled rising from 
$1.0 billion to $3.2 billi0n. 2f 

Coverage was greatly extended during the 196o 1 s. Adoption of the 
unemployed parent category, foster care and eligibility after age 
18 added some 800,000 persons to the AFDC rolls by 1970. Y 

The increase in AFDC rolls was not consistent with other trends during the 196o•s. 

Between 196o and 1969 the number of American's below the poverty 
level dropped from 40 million to 24 million, the unemployment rate 
fell to 3.5 percent in 1969. 2/ 

Between 1962 and 1970 the average AFDC payment increased 6o 
percent; the average spendable earning of all private employers 
rose by only 37 percent.§/ 

Welfare refonn programs as have been instituted in California have brought .welfare 
caseloads and costs under control while providing increased assistance to the 
truly needy. 

Through October 1972 there were three-quarters of a million 
fewer persons on the rolls than were projected. 1/ 

Cash benefits to the truly needy have been increased from $221 
to $280 per month for a family of four. Y 

In the 1971-72 fiscal year California spent $352 million less 
than anticipated for welfare. 2/ 
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DISCUSSION SECTION 



INTRODUCTION 
I 

The Social Security Act of 1935 was the first nationwide attempt at Income 

' 
Maintenance. 

The Act established two types of programs: 

Ca) Social Insurance programs - Old Age, Survivors, Disability and 

Unanployment Insurance. 

(b) Public assistance programs for the elderly, the blind, the disapled 

and families with dependent children. 

The social insurance programs distribute income maintenance payments on the 

basis of prior earnings and tax contribution • . The public assistance programs 

provide support on the basis of n~ed. 

The two types of programs are based on distinction between those able to work 

and those who are not able to work. At the time the Social Security Act was 

passe9 it was usually thought tha~ mothers with small children were not able to 

work and should remaih home to strengthen family life. 

The cr±ticism that public assistance supports persons who simply prefer not to 

work was not widespread at first because relatively few persons were involved 

and the majority of persons on public assistance rolls were disabled or aged. 

However, after 1945 the number of persons receiving Public Assistance began to 

grow. The rate of growth increased during the 1960 1 s and was not abated even . 

when the improving economy allowed the numbers of unemployed and person 'living 

in poverty to decrease. This growth gave rise to the increasing concern that
1 

public assistance was supporting employable adults.· 

The growth in public assistance rolls, especially AFDC, _can be explained by 

several factors. Population grew by over 50 percent between 1940 and 1970 and 

the population 14 years and under grew by 80 percent. l/ Federal legislation 



. ' 

extended coverage in groups not previously eligible. .. 

I 
I 
I 

In 1961 unemployed parents 
I 
I 

were included and in 1969 a foster care component was added. Thirdly, court 
• 

actions that struck down restrictions on residency and "the man in the house rule" 

increased the number of potential recipients. Fourth, changes in the family 

structure, divorce, desertion and illegitimacy, have left higher numbers of mothers 

as heads of households needing support. Lastly, public assistance has become more 

attractive as the benefits increase and the stigma attached to it decrease. Between 

1962 and 1970 the average AFDC grant increased by 60 percent while the average 

spendable earnings of non-recipients has only increased by 37 percent. 21 Also, 

other benefits tied to public assistance, public housing, food stamps and medical 

care have been added which make p~blic assistance more attractive. In some states 

substantial earning capacity is necessary to equal or exceed public assistance for 

certain categories of recipients. 

Efforts to reverse the increase in welfare rolls have centered on attempts to 

reduce dependency through rehabilitation. In 1962, amendments to the Social 

Security Act provided for a range of social services that were intended to remove 

obs tacles to labor force participation. In 1968, the Work Incentive Program was 

established to provide training opportunities and incentives to work for the 

employable recipients. Si:lllctions were also established for persons who refused 

to cooperate. In 1971, the work requirements wer~ strengthened and all persons 

considered to be employable were required to register for work or training with 

the Federal Employment Service systems. Whatever the positi~e effect of these 

efforts, the growth in welfare rolls did not halt. 

In California, efforts to control the welfare rolls centered upon four major 

program changes. 31 These changes dealt with the administration of the welfare 

system itself more than with the individual recipient. 

I. Elimination of the maximum participation base with its open-end budget. 



2. Reduction of welfare rolls through a tightly 

program. 

I 
i 

controlled 
I . 

qualffication 

3. Assistance for those able to work to become economically self-supporting. 

4. Elimination of aspects · of the welfare system which weakened family 

responsibility and intensification of efforts to collect child support. 

Most sections of California's Welfare Reform Act were implemented by October 1, 1971. 

However, full implementation of the reform was delayed by litigation led by welfare 

rights groups. 

The Welfare Reform Act has resulted in decline of 352,184 cases from March of 19·71 

to July 1973. This decline is especially significant in view of the fact that the 

caseload had been increasing at a very rapid rate. There is some dispute over how 

significant the effects of welfare reform have been. However, the California 

Journal finds the figures themselves to be "indisputable". 41 



INCOME MAINTENANCE PROGRAMS 
I 

Negative Income Tax proposals are attempts to solve the very clifficult programs 

of poverty and welfare dependency by using the framework concept and methods used 

in the present positive tax system. 

The basic features of these proposals are a guar~teed minimum income, a rate at 

which non-program income is deducted from benefits, or a tax rate, and the break 

even point at which a person with a certain level of income no longer receives 

benefits. If a person's income is below the break even point rather than paying 

taxes, he receives payments from the Government. There are various technical 

problems which will not be discussed, for example, the method of payment, length 

of the accounting period, definition of income subject to the tax rate and what 

consitutes an income unit. The discussion will center on the concepts of the 

negative income tax plans _and their application to overall income maintenance only. 

Present proposals for income maintenance progr·ams may be considered from two 

points of view. First, as a means of welfare reform and second as a means of eradica­

ting poverty. The point of view one takes in this respect determines the accept­

ability and appeal of the various proposals. Proposals with the intent of 

eradicating poverty generally have higher benefit levels and universal coverage. 

This brings the cost of these programs up to very high levels up to a gross program 

cost of $40 billion dollars. 21 

Programs which may be looked upoh as welfare .reform programs generally cost less, 

under $5 billion. They usually have strong work incentive features or work require­

ments and do not offer universal coverage. 

For the purposes of this paper the proposals which may be considered welfare reform 

will be discussed. The objectives of these programs are to: 

1. Minimize cost. 

2. Provide an adeqµate benefit level. 



·-.. -.... . 

3. Redu~e th~-~ to public assistance. --4. Be equitable and efficient in ~eac~eedy. ---

I. 

I 

5. -Maintain work effort of recipients and not disrupt labor markets. 

6. Receive wide political support of politicians and non-participants. 

Obviously, these objectives are conflicting and any program must be a compromise 

based on an order or priority. 

Cost of the Program 

The cost of any income maintenance program is determined by the benefit level 

multiplied by the number of participants or coverage of the program. If earnings 

or non-program income are deducted . from benefits then the influence of the program 

on earnings becomes a factor in determining cost. For example, a program is 

designed to influence recipients to remain or become employed even though they 

remain recipients of partial benefits the cost may be reduced. If on the other 

hand, the program causes peo!J:i.c to drop employment in order to become or remain ·, 

eligible the cost of the entire ·program increases. 

Costs or savings to other Government programs must also be considered. If an 

income maintenance program can replace or reduce an existing program such as the 

Food Stamp Program or unemployment insurance then these become factors in the 

cost of the program. Also, supplementary programs tied to public assistance 

such as medical care and public housing may be affected if the number of eligible 

recipients increase. 

Adequacy 

The adequacy of benefit level must be compared to a standard. The most common 

standard is the Social Security Administration poverty line. However, this level 

is variously criticized for being too low ~r too high. Another problem is that 

poverty is usually viewed as relative deprivation compared to the rest of the 



society. In this respect the yoverty line has not maintained its relationship 
I 

with the median income. In 1959 the poverty line was 47 percent of toe median 

income, in 1968 it declines to36 because of these programs and the fact that the 

poverty line varies with time and is not an absolute indication of poverty, it 

can only be used as comparison between programs ~ather than as an indication of 

need. 

For the purpose of aggregate program comparison the most useful measure is the 

proportion of the poverty gap that is met. On an individual basis a useful 

measure is how close the program brings a typical person or family to the poverty 

line. 

Reducing Stigma 

Reduction of the stigma a~tached to public assistance is one of the objectives 

ot' many income maintenance programs. This intent if found in suggestions to shift 

public assistance to social insurance programs or to impersrvn::i11 y administer 

negative income tax schemes. This idea is important in the attempt to reach the 

working poor who often do not apply for aid even when eligible. 

On the other hand, the stigma attached to welfare may serve to ration the program 

benefits by controlling the coverage and thereforeyed\.lcing the cost/J/.n communities 

where the individual is highly visible and the stigma of welfare is great. This 

effect may be a factor in reducing cost. However, in the large impersonal 

communities where most recipients now reside, the stigma has little effect on 

reducing welfare rolls. 

Equitable Efficiency 

Equitable efficiency is the level to which the program serves the persons it is 

designed to benefit. Efficiency may be d.j,vided into two concepts:vertical efficiency 

and horizontal efficiency. 



.. 

Vertical efficiency is the proportion of benefits which go to the intended 
~ I 

beneficiaries, compared to the total benefits distributed. In other ~rds, 

vertical efficiency increases as more of the benefits go to the needy rather 

than non-needy. As this efficiency measure increases, the costs for the program 

are lowered. However, strict concern for vertic~l efficiency may be contrary 

to the interest of administrative simplicity. This may occur when the cost of 

administering strict eligibility requirement exceeds the savings achieved in 

reduced numbers of recipients. 

Horizontal efficiency is the ratio of the number of beneficiaries in the target 

group to the total number in the target group. In contrast with vertical 

efficiency, cost is less when horizontal efficiency is low because fewer of the 

potential beneficiaries in the target group receive assistance. It is possible 

to achieve a high vertical efficiency at the same time the horizontal efficiency 

is low, both factors cont~ibuting to a lower cost. It must be kept in mind that 

neither aspect of efficiency relates to the adequacy of the benefit levels of 

a program. Both vertical and horizontal efficiency can be high even though 
7/ 

benefit levels are low. 

Work Inc en ti ve 

The Work Incentive effects of any income maintenance program depend on the amount 

of the benefit level and on the pro~rtion of each dollar of earned income that is 

deducted from the benefits. The proportion of earnings deducted may be termed a 

tax rate since the recipients1 income is reduced by an equivalent amount to a tax 

on his earnings. 

' 
While there is little direct info.tmat ion on the effects of income maintenance 

programs on the work ef.fort of recipient families, a certain amount of indirect 

information is available. The study "The Hours of Work and Family Income Response 

to Negative Income Tax Plans" by Alfred Tella analyzes the effects that non-employment 



income and tax rates have on hours worked. The study is based on a selected .. 
sample from the 1967 Survey of Economic Opportunity conducted by the ~ureau 

of the Census. The conclusions drawn from this study are that both factors, 

non-earned income and tax rates, have the effect of reducing hours worked. 

However, this reduction of work effort seems to be substantially lower for male 

heads of households than for female heads of households. This may indicate 

that female heads of families consider family responsibilities to be a greater 

inducement to substitute non-work time for income. The reduction of work hours 

was found to be greater for the higher non-employment income levels (i.e., higher . 

subsidies) and for lower rate rates. It must be kept in mind that this study 

is hypothetical and based on inferences drawn from survey data on a sample of 

6,500 households. The application of these conclusions to Income Maintenance 

proposals is uncertain. S/ 

The New Jersey Graduated Work Incentive Experiment sponsored by OEO in 1969 to 

1970, attempted to use experimental methods to analyze the effect of income 

subsidies on work effort. Though the final analysis is not available, preliminary 

conclusions support the assumption that income subsidies and tax rates on earnings 

will decrease hours of work. An interesting finding was that while hours worked 

by the experimental group declined 12 percent compared to the control group, 

earned income did not significantly change. This may indicate that participants 

• 
in the exP27tment were more selective in looking for work and were able to find 

higher paying jobs. However, this hypothesis is yet to be verified through more 

thorough analysis of the data. 

In summary, the two studies seem to show that Income Maintenance Plans would 

cause a . reduction in work effort when compared to non-subsidized families and 

that high benefit levels and high marginal tax rates have a significant impact 



I 
i 

on work effort. Reduction in work effort would be greater for
1
persons in lower 

~ I 

paying occupations. This effect would be likely to cause a _ decrease in the supply 

of unskilled labor. However, since there is a surplus of unskilled labor, the 

effect on the total economy is likely to be minimal. 

Political Support 

Wide support on the part of n,on-participants for an Income Maintenance Program is 

the one factor that determines its implementation. To obtain support a program 

must be perceived as being equitable and not providing a better standard of living 

to participants than non-participants. Another important factor is that non­

participants must not vieW the program as inducing participants to foresake work 

in order to receive benefits. Opinion polls indicate that the public is significantly 

more receptive to providing guaranteed jobs than a guaranteed income. This means 

that a guaranteed income program is likely to receive wide support _only if it is 

limit~d to persons who are not perceived as being readily employable. This survey 

seems to show the public favor of tp.e work _ethic and presumably if a strong and 

effec~ive work requirement were a major part of a program it would receive public 

support. lO/ 



CATEGORICAL A.TD PROGRAMS 

.. 
Cost 

The present system of Categorical Aid as administered in California has achieved 

a great deal in overcoming problems with the welfare system. One of the primary 

objections to the welfare system has been uncontrolled cost. The cost of welfare 

in California has been minimized by reducing the number of eligible recipients 

through tighter eligibility standards and work related programs. In addition 

to these changes administrative changes in fraud detection, adoption of the 

closed end budget sy.stem, renewed emphasis on family responsibility, and collections 

of child support payments has resulted in more responsible management of the pro­

grams by the County Welfare Department. 

Adequacy 

The California Welfare Reform was able to increase grants to the truly needy by 

30 percent and grant automatic cost of living increases. ll/ For all AFDC-FG cases 

the average grant has increased from $199.00 to $210.00 from September 1972 to 

September 1973. This approximates 70 percent of the poverty line for the average 

family receiving AFDC. Since the value of food stamps, health care and other 

benefits must be added to the cash grant, it seems that in California the benefits 

of public assistance to eligible recipients are approaching the pov~rty level. 

Stigma 

The Categorical Aid reforms in California have done little to reduce the stigma of 

welfare. The only change in this direction is due to the fact that removing the 

abuses and limiting eligibility to persons who are considered ~ore deserving gives 

public assistance a more favorable image·. The fact remains that persons receiving 

welfare still are set apart by their dependency. This aspect of public assistance 

is unli kely to change unless- the program becomes much more accepted as an alternative 



to employment with more or less universal eligibility and the cause of dependency 

becomes regarded as stanming from society rather than the individual._ 

Equitable Efficiency 

Any judgment as to the efficiency of an Income Maintenance Program depends on the 

definition of target group. For categorical programs this may be defined as the 

aid categories themselves. The use of this type of definition makes this type 

of program potentially extremely efficient because only the intended recipients 

receive benefits. Any lack of_efficiency in this case would only be due to fraud 

or administrative error. However, if the target group is defined by pre-program 

income level or poverty level1 then the horizontal efficiency of categorical aids 

tend to suffer. This is due to the fact that potentially eligible and deserving 

individuals may be excluded through some factor as age, family status or other 

characteristic. Vertical ·efficiency also may suffer when various combinations 

of administrative procedures and eligibility factors do not achieve their intended 

effect of only serving the poor low income families. 

The California Welfare Reform has certainly increased vertical efficiency as loop­

holes have been closed that previously made it possible for persons with high 

incomes to remain on aid. On the other hand, hor i zontal efficiency when judged 

by a standard based on need or poverty has declined. This is due to sanctions 

applied to uncooperative recipients or to unwillingness on the part of the 

potential recipient to meet requirements. However , this decline in efficiency 

may be considered justified if it results from the removal from the rolls of 

persons considered undeserving through their action -or attitudes. The result 

in any case is a reduction in cost. 

Work Incentive 

The effect of the California Welfare Reform is likely to be a decline in monetary 



I• 

work incentive. This means that the effective tax rate on earnings has increased. 
~ : 

This is nue to the abandonment of the Standard of Need concept in calculating earning 

deductions. Previously, earnings were deducted from the Standard of Need until 

it equaled the grant and only then was the grant reduced. This procedure allowed 

the initial earnings of a recipient to be retained or the equivalent of a O tax 

rate. With the adoption of the flat grant system, deductions for earnings are 

made from the grant itself. As a result all recipients _pee:jpiepts, receive close 

to the same percentage of ~heir need. The result of this procedure is a reduced 

monetary incentive to work, though it is more equitable in that it treats all 

recipients alike whether they have a high unmet need or not. 

On the other hand, the establishment of strong work requirements and work experience 

programs can offset the decreased monetary incentive to work. Data on the Employ­

ables and Community Work Experience Programs show that higher numbers of recipients 

qo to work in counties where the~e programs operate. 11/ This indicates that the 

incentive to work can be accomplished through program procedures and sanctions 

rather than monetary incentives. 

Political Supg:>rt 

The Cat-egorical Aid system as reformed in California has rec.ei ved mixed political 

support largely divided along partisan lines. Criticism has been made that t he 

California system is punitive and that money has been saved at the expense of the 

poor. Other charges made are that the system is only stop gap and real reform 

must await federal action. 

Supporters oj the reform point to actual decreases in caseload and administrative 

savings in addition to increased benefits to many recipients. The public reaction 

also has been divided. However, there seems to be some evidence for the conclusion 

that the public views the reform as having eliminated much abuse and made the 

program more equitable. 



NEGATIVE INCOME TAX PLANS 

Cost .. 
The cost of negative income tax plans is determined by three variables: 

1. Maximum benefit level (or guaranteed minimum income). 

2. 'l'he brP.ak even point or point where non-program earni_?gs make the · 

recipient ineligible for benefits. 

3. Tax rate on non-program income or amount that benefits are reduced 

for each dollar of income. 

The values for any two of the variables determine the third. The basic difficuity 

with negative income tax plans in meeting all objectives becomes apparent when 

values of, these variables are considered. When a guaranteed minimum income is 

established at an adequate level and a tax rate is set that maintains an incentive 

to work, the break even pqint is excessively high. This results in a high 

number of participants who receive some benefits and therefore are not within the 

-positive tax paying range. 'l'his very rapidly drives the tv~-u: .::ost of the program 

up. lowering the break even point to a level that reduces the number of partici­

pants to an acceptable level results in either higher tax rate or a lower benefit 

level. Therefore, if an acceptable cost is to be .maintained, a compromise must 

be reached that limits the break even point, lower s the benefit level or permits 

higher tax on earnings. 

An apparent appealing aspect of negative income tax plans is that they can be less 

complex to administer than categorical programs. The simplicity arises out of 

less involved eligibility standards and the fact that under most proposals only 

income related information would require investigation. The investigation of 

income information would be the relatively simple procedure presently used for 

auditing income tax returns. 



This administrative simplicity depends on more or less universal coverage and 
~ 

establishing eligibility only by income criteria. In addition to siTI\Plicity, 

this method of establishing eligibility has the advantages in that the program 

would have the least effect on the sociological behavior of potential beneficiaries. 

There would be little influence on marital or f~ily status. The remaining concern 

would be program influences on earnings and participation in the labor market. 

However, universal coverage has great influence on overall cost of the program. As 

the number of recipients increase~ the number of taxpayers decreases and the 

positive tax rate needed to pay for the program rises. In order to maintain an 

adequate level of benefits and to keep program costs within acceptable bounds, 

somehow coverage must be limited • . This can be done by either lowering the break 

even point which limits eligibility by placing more persons with income above the 

program limits. Another possibility is to establish categories of eligibility. 

For example, categories of eligibility can be based on family status and willingness 

to work as in President Nixon·s Family Assistance Program. 131 ~he difficulty in 

limiting coverage in this manner is that many of the positive aspects of the negative 

income tax plans are eliminated. As the categories become restricted and efforts 

to seek work must be evaluated,administrative simplicity is lost and a larger and 

larger bureaucracy must be employed to administer the program. Also, incentives 

to alter behavior in order to become eligible become stronger. In effect, the 

negative income tax plans become similar to the categorical aids in these respects 

as efforts are made to reduce costs. 

Adequacy 

The adequa~y of negative income tax plans simply depends on what the desired 

guaranteed maximum income or maximum benefit is determined to be. Of course, 

the adequacy of benefits of any program has a direct relationship .with total cost. 

However, with negative income tax plans as the maximum benefit level is raised at 



the same rate of taxation on earned income, the number of beneficiaries is .. 
increased because the break even point is raised. Thus, consideratio,p must be 

given not only to the dollar amount of benefit increase, but also to the number 

of additional beneficiaries. In other words, increasing the maximum benefit has 

a multiplying factor for increasing cost and any.decision to set or increase 

benefits must take into account the number of recipients drawn into the program. 

Stigma 

The reduction of the stigma of public assistance is often cited as a benefit of 

negative income tax plans. This is likely to be true if coverage is universal 

and if the recipient is not subject to requirements in addition to those required 

of the general population under present income tax procedures. However, in 

reality the need to keep costs down will require the establishment of restrictions 

previously discussed which will largely counteract efforts to reduce the stigma. 

Equitable Efficiency 

The efficiency of an unmodified negative income tax plan is not subject to a great 

deal of administrative control after the three factors of, maximum benefit level, 

tax rate, and break even point, have been established. The achievement of efficiency 

requires a compromise between adequacy and cost. If the benefit level and target 

group is established at the poverty level1for exarnpleJvertical efficiency suffers 

because anyone with outside income is above the poverty line and thus, outside 

the target group. If the poverty level is used as the break even point all 

recipients are within the target group (i.e., 100% vertical efficiency), but adequacy 

for persons with little or no outside income declin'es. 

Horizontal efficiency can be high under most negative income tax plans, if coverage 

is universal and the consequent high cost is accepted. If coverage is limited by 

selecting categories of eligibility then the negative income tax plans suffer 

similar disadvantages to the existing public assistance system. 



Work Incentive 

The simplicity and uniformity of the work incentive is one of the pr~ary advantages 

of the negative income tax plans. Once a decision has been made as to what the 

maximum benefit level and the tax rate on earned income should be, the work incentive 

effects of the program is set. Proposals vary from a tax rate of O to 90%. 141 

The simpler proposals incorporated a flat tax rate for all levels of non-program 

income. Other proposals attempt compromise between the problems of work incentive 

and increased cost with either progressive or regressive tax schedules. Regressive 

schedules, with a decreasing marginal tax rate with higher non-program income, have 

the effect of discouraging initial or part time earning while encouraging additional 

income that eventually takes the recipient off the program. Progressive schedules, 

with higher tax rates for increased non-program income, tend to encourage initial 

part time earnings while '?-scouraging earnings near the break even point. Both 

types of schedules have the effect of reducing cost. 

The effect of negative income tax benefits causing a substitution of leisure time 

for work would be the same as for any other income maintenance program. If the 

guaranteed minimum income is high more people might feel satisfied with their 

income and not work. However, Green feels that use of leisure time tends to 

involve a substantial expenditure of money and in today's consumption oriented 

sociefty, as long as the, tax rate is reasonable1benefits would not create a sub­

stantial reduction in the work effort of the poor. lS/ 

Political Support 

Negative income tax plans have received little actual support of politicians. The 

difficulty that President Nixon's Family Assist.ance .Plan has encountered indicates 

a fundamental distrust of plans which offer aid as a matter of right and which are 

considered to support the non-needy. The political support for any negative income 

tax plan is likely to d~perid on the extent to which it incorporates strong work 

-18-
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incent ives and requirements. Also, changes in the tax structure which affect 
~ I 

non-participants will have a great deal to do with the acceptability of any 
• 

proposal. If the cost of the program is ·high and a consequent tax increase is 

necessary, political support is likely to be small. 

_,a_ 



CONCLUSlON 

.. 
Conclusions on the subject of income maintenance depend on an order or priority 

of the objectives outlined earlier. 

The priorities considered highest for making recommendations in this paper are 

as follows: 

l. Maintaining an adequate standard of living for the needy. 

2. Minimizing cost and keeping expenditures limited to the amount the 

public is willing to spend. 

3. Reducing the number of persons dependent on benefits to those who are 

unable to maintain an adequate standard of living through their own 

efforts. 

In order to achieve the above priorities, concern for other objectives was relaxed 

to the extent necessary. 

It is apparent that negative income tax plans lose some of their appeal when the 

cost is considered to be an important factor. Of course, the basic structure of 

these plans can be altered in an attempt to reduce the high cost~ However, these 

attempts at compromise result in extensive dilution of the orig~nal benefits such 

as simplicity_ and uniform work incentives. 

Another aspect of negative income tax plans is that they are of necessity national 

plans which must be administered by the Federal Government. The effects of major 

changes in income maintenance programs on labor supply will certainly differ from 

a highly industrialized area to a rural area. 

It is unlikely that a nationwide program administered by a feder~l pureaucracy 

would be responsive enough to the needs of all areas. 



In short, a program that meet~ the given priorities and is sufriciently responsive 

would have to be an improved categorical aid system. .. 

The continuing cone.em for improving the work incentive of public assistance led 

to the adoption of the thirty and one-third exclusion of earned income of welfare 

recipients. The result of this exclusion is that persons with extremely high 

earned incomes, still qualify for assistance. 

The solution to this problem is to substitute work requirements and work programs 

for the monetary work incentive and to eliminate the thirty and one-third exclusion. 

This exclusion gives rise to inequities among recipients with various incomes 

and much dissatisfaction from the public when it is learned that persons with high 

earnings still receive aid. Also, while causing inequities in the welfare system, 

the exclusion actually provides little monetary incentive to work. Federal studies 

show that persons who receive the benefit of multiple programs such as medical 

care and public housing have a potential tax rate of 85% on ea.1.ued income. This is 

due to the overlapping of Federal programs and the tying of eligibility to public 

assistance. The result is that as long as there are multiple programs tied to 

welfare, the monetary incentives to work will be limited. Therefore, efforts at 

assisting welfare recipients in becoming self-sufficient must be directed at 

expanding job opportunities which take persons well above the level of welfare 

benefits. These efforts can be effective even without the thirty and one-third 

exclusion of other incentives are used. Expansion of California's Employables 

and Community Work Experience Programs would lead to further opportunities .for 

recipients to become self-sufficient without the inequities and-excessive cost 

of the thirty and one-third exclusion. In other words, the monetary incentive 

should be replaced by the incentives of work programs and work requirements. 
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It would not be reasonable to e;xpect recipients to take jobs which provide or 

substantially lower standards of living than received from public assiitance. 

Therefore, efforts must be put into developing job opportunities which pay an 

adequate wage and have the opportunity for advancement. Other possibilities must 

be considered such as incentives to employer to h~re welfare recipients and other 

means ·of improving the ability of the recipient to compete in the labor market. 

Another direction that should be taken to reduce the cost of categorical aid is 

to shift the income transfer payments to social insurance programs which are more 

acceptable to the public,for example, unemployment insurance should be expanded 

to include all workers, especially agricultural workers. In counties with large 

numbers of agricultural workers· such coverage would greatly reduce welfare 

expenditures in rural areas. The effect of such a change would be to shift the 

cost of the income maintenance from the individual taxpayer to :tbe employer 

~:~ ultimately to the consumer. This is justified since the employer benefits 

from the fact that his work force is supported during the off season when he has 

no work available. Also, the consumer is also the taxpayer who bears the cost 

in any case. 

In addition, recent transfer of the aid categories for the blind, disabled and 

aged to the Social Security Administration is a step in the direction of shifting 

income maintenance to social insurance programs. The effect of these shifts will 

lead to the controversial AFDC category being administered separately. This will 

allow effort to be concentrated on ensuring that the employable go to work when 

jobs are available and on developing new jobs when there is a shortage of work. 
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QUOI'ATIONS 

.. 
"What began on a small scale in the depression 30is has become a monster 

in the prosperous 60 1 s. The tragedy is not only that it is bringing states 

and cities to the brink of financial disaster, but also that it is failing 

to meet the elementary human, social and financial needs of the poor." 

President Richard M. Nixon 
Speech to . the Nation on August 8, 1969 

"It is difficult to find anyone outside of the administration who agrees with • 

the Department of Social Welfare's claim as to the effectiveness of the Governor's 

welfare reform program, yet th~ statistics themselves appear indisputable. (See 

table). The AFDC family group caseload is down from a peak of 1,287,528 in 

May 1971 to 1,272,747 in September of this year; the AFDC unemployed father 

caseload is down from a peak of 342,763 in March 1971 to 184,996 in September; 

::i.nd •• 

Jerome Evans 
California Journal, December 1972, Pg. 352 

"'The important thing is,'" according to Governor Reagan in testimony before the 

U. ,s. Senate Finance Committee, '"we didnot' find any new magic formula. We 

simply overhauled the present structurally sound welfare system. We insured 

adequate aid to the aged, blind, the .disabled, and children who were deprived 

of parental support and reduced aid to the nonneedy with realistic work 

incentives so that funds could be redirected to the truly needy. Our program 

requires employable recipients to accept work if offered and, if jobs are not 

available, to work in the community in order to remain eligible. Absent fathers 

are now legally indebted to the county for benefits paid to their families 

with a provision for wage attachments and property liens, if necessary. Fiscal 

incentives are provided to help counties trace absent fathers'" 

Governor Ronald Reagan 
Quoted in Welfare Reform in California, 
Pg. 83 



' "The major disadvantage of the propose? negati ve income tax ;is ·its political .. 
implications. It establishes a system under which taxes are imposed on some 

to pay subsidies to others. An~ presumably, these others have a vote. There 

is always the danger that instead of being an arrangement under which the great 

majority tax themselves willingly to help an 1.1!:fortunate minority, it will be 

converted into one under which a majority imposes taxes for its own benefit 

on an unwillin·g minority. " 

Milton Friedman 
Capitalism and Freedom, Pg. 194 

"The problem of providing incomes to those who are too old, too young, or too 

sick to hold a job is already urgent and is certain to beomce more so in coming 

years because of the inevitable shifts in patterns of age distribution. This 

reality is already caus~ng the emergence of a new consensus that cuts across 

party lines and interest groups. This consensus is based on a belief that the 

government has already takeu c:Ul implied commitment to pre.·:.:.::.::. a minimum level 

of income to all individuals, but that the present mosiac of measures designed 

to ensure this result is both excessively complex and unduly costly." 

Robert Theobald 
The Guaranteed Income, Pg. 87 
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DATA SE-CTIOU 

Theoretical Positions 

..::. .. { . .· ..... , ,,. 

Positions: 

1. In the categorical aid programs, the public responsibility is to 

insure that the basic needs of individuals with insufficient 

financial resources are met. 

2. The family unit is the basic component of .Atierican society. 

Increased emphasis on the responsibility of the ·family to provide 

for its members should be an agreed upon goal in the categorical 

aid progracs. 

3. A corollary to 'family responsibility is the obligation of welfare · 

recipients to establish and maintain self-support at the earliest 

opportunity. The public is responsible for providing social 

services and other incentives to assist the recipient. in becoming 

financially independent. 

4. Categorical aid administration should be based on sound financial 

management principles. 

-~ · ., 

'. ' .. 
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· 5. Regardless of internal :improvements, welfare remains a cumbersome 

and costly way of meeting the financial needs of the poor. 

I 

i 
Alternatives should be explored. 

I 
I 
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Factual Data* 

I 

I 
' 
I 

1. The estimated total California State cost for Health and Welfare pro.grams 

during the 1974-7•5 fiscal year is 24.5 percent of a proposed $9.8 billion 

I . 10 
budget, or roughly $2.4 billion. Of this $2.4 billion it is estimated 

i ll 
that $864,684,000 will be spent on ~ategorical aid payments alone. 

I 

12 
2. The average annual income for California families is roughly $12,000. 

3. The average poverty threshold in California is about $3,900 per family. 13 

4. During September 1973, the average monthly cash grant payment to AFDC-FG 

r~cipients in California was $66.35 and to AFDC-U recipients, $61.89. 

The average cash grant payment to OAS .recipients was $110.8.2, $160 •. 63 to 

AB recipients, and $143.56 to ATD recipients.14 

5. The expected annual cash grant income for the av-erage AFDC family is 

approxitiately $2,500 for "Family Group" program (3.2 persons), and $3,.300 

for "Unemployed" program families (4.4 persons). The expected annual. 

cash grant income for the average OAS recipient in 1974 is $1,670, 

$2,300 for the average ATD recipient, and $2,400 for the average AJ3 

. 15 
recipient. 

* Footnotes are contained after the Quotation Section. 
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6. When the cash grants are combinecl with the medical care, food stamps and 

exempt personal income provideq , welfare recipients the annual gross 

approxiI:iates ·$4,6UO for AFDC-FG far.1ilics, $5 ,.900 for AFDC-U far.iiliess 

$3,600 

for An 

for OAS recipients, $4,500 for ATD recipients, and $4,300 

16 
recipients. 

services received. 

This does not include the value of social 

· 7. AFDC constitutes the l _argest single welfare category. in the State o.f 

California, cash grants currently being provided to assist over 934,000 

children. 17 While a small percentage of these cases are on the welfare 

rolls because of the death, incarceration, or incapacity of the 

father, almost 85 percent are on welfare because of desertion, 

divorce, or separation of their parents, or because the father and 

· 18 mother were never married. 

8. Child support collections in welfare cases during the 1972-73 fiscal 

year were 11 percent higher than during the previous ye_ar, bringing 

annual collections to an estimated $56 million. Currently 24 percent·. 

of the absent parents in welfare cases arc contributing child support. 

This compares with 15 percent in 1969 when annual collections totaled· 

21 
$37 million. 

9. An adult child with three dependents, whose net income (after liberal 

exemptions) in November 1973 was $1,000 was required to pay $135 in •OAS 

responsible relatives contributions. Under the provisions of AB 134 
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10. 

8 

(Chapter 1216, 1973 -Statutes), the same adult child will be required 
• 22 

to pay only $25 in January 1974. 

California collected $7,098,792 during the 1972- 73 fiscal year in OAS 
or: 

relatives contributions. The estimated total collections for the 

23 1974-75 fiscal year under AB 134 are $3,500,000. _ 

11. Between September 1971 and September 1973 AFDC caseloads were reduced 

26 
by nearly 222,000 persons. 

12. If it is found upon death of the recipient that he was in possession 

of excess real or personal property, the state can collect the amount 

28 of grant overpayments as a recovery on his estate. 

13. During the 1972-73 fiscal year $187,727 was collected in OAS estates 
. 29 

recoveries. 

14. HElJ Secret ary Ueinberger estimates th.at AFDC payment errors presently·. 

cost the nation approximately $1.17 billion annually. The national 

averages are 10.2 percent errors on eligibility decisions and 22.8 

percent overpayments. Reported error rates in California arc 8.4 

30 
percent and 17.8 percent, respectively. 

15. It is estimated that incorrect grant and eligibility determinations _cause 

31 
in excess of $100 million in erroneous aid payments annually. This 
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problem is compounded by the fact that HEW has- notified the state welfare 

departments that federal reimbursements will be withheld for states having 

error ' rates greater than three percent on eligi bility decisions and five 

I 32 
percent overpayments. To California, this could mean. a loss of ap_groxi~ 

. mately $17 million in federal funds during the. 1974-75 fiscal year 

1 

if resent · . 33 
error rates persist. 

16. On October 2, 1973, Governor Reagan signed legislation creating a new 

· 35 
Department of Benefit Payments within the Health and Welfare Agency. 

The new department, operative July 1,- 1974, will consist of the existing 

Department of Social Uelfare, the Departnent of Employment Development 

functions related to the collection of California personal inco~e tax 

·withheld by employers and employer UI/DI insurance contributions, the 

Departr.ient of Health Audit and P.ecovery Sections,. and the clams payment 

functions for various Department· of Health programs. The Director of 

Ben~fit Payments will be responsible for revie.ving and evaluating the 

benefit payment systems remaining in the Departments of -Health and 

Employment Development, principally UI/DI and }iedi-Cal. 
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QUOTATION · SECTION 

1. "Our goal is to improve public assistance management so that welfare 

money is carefully used to make correct payments to the truly needy. 

I am concerned about overpayments and payments to ineligibles and I 

am equally concerned that so many eligible families are receiving less 

money than they should. 

"I am particularly pleased that the states have moved vigorously to 

develop corrective actions. The next step is for states to implement 

these corrective action plans so that error rates will be sharply 

reduced by June 30, 1975 to an ineligibility rate of no more than 

three percent and an overpayment rate of ·no more than five percent. 

States that fail to meet their reduction goals will lose part of 

their federal funds. Stakes are high in terms of both public do.llars 

and public confidence. I am gratified by the support of governors 

and the systematic efforts of state. welfare administrators touork 

touard these and other managetaent improvements in welfare." 

V 

Secretary Casper- W. Weinberger 

U.S. Department of Health, 

Education, and Welfare 

1973 (see footnote 30) 

~ -~··· 
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. 2. "The traditional approach to welfare has come under increasing criticiso. 

The major objections are (1) that benefit payments are inadequate, · 

(2) that they differ sharply among states, (3) that work incentives a r e 

reduced by a high marginal tax rate implicit in the fon:ru.la, (4) that 

incentives are _given to break up families, and (5) that detailed 
. . 

regulations interfere with the _privacy of the welfare recipient." 

- Richard A. Musgrave 

Peter Heller 

George E. Peterson 

1970 (see bibliography) 

3. "Today, we stand at the ·crossroads. He can continue to talk about 

welfare, complain about it, ,ratch it grow unchecked. Or, we can take 

the steps necessary to control it and reform _it so that instead of 

destroying our greatest resource - the pe9ple of California 

maximize human dignity and salvage the destitute." 

- Governor Ronald Reagan 

State of California 

1971 (see bibliography) 

it -will 

4. "Our (child support) efforts in both the nonwelfare and welfare cases 

nre based on the simple belief that the primary responsibility for · 
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supporting children· rests with the, natural parents. Government makes. au 

inefficient and costly stepparent." 

David B. Suoap, Director, California 

State Department of Social Welfare 

1973 (see footnote 21) . • 

5. " ••• most important is the fact that the California plan retains most of 

the administration and responsibility for an effective and efficient 

welfare program at the level (county) closest to those who benefit and 

those who must pay the bill." 

6. 

- Governor Ronald Reagan 

State of California 

Statement before the Senate 

Finance ColilI!littee in Washington, D.C. 

February 1, 1972 

"Two problems of equity arise in the area of who should get. what: the 
. 

exclusion of many groups of the poor from equal participation in welfare 

programs; and preferential treatment granted some of the poor relative 

to Americans of moderate income. The urgency of finding 'solutions' to 

these problems is growing. But coming to grips with them ~Till require 

a wrenching departure from past public welfare policies - policies · 

which have developed over a considerable per;iod and with no overall 
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chart to revise their redundancies and inconsistancies. Programs as 

diverse as cash welfare assistance, Social Security, food stamps l!edicaid 

and housing assistance may be altered substantially as the reevaluation 

of our traditional practices takes place. And we may have to scale down 

our immediate promises: a nation needs its dreams and visions, but we 

can be ill-served if we fail to work out the mathematics of what is 

reasonable and possible to do." 

Rep. Martha W. Griffiths 

U.S. House of Representatives 

1973 (see bibliography) 

. ' 



DISCUSSIOH SECTIOII 

Background 

Historically, money has been a critical element ever since the first documented 

welfare crisis culminated in the enactment of the English Poor Laws of the 

S:µcteenth Century. The broad institutional patterns of social welfare in the 

United States are said to have emanated from those Acts of Parliament 

.1 
which authorized governmental support of the poor through taxation. 

Until the turn of this century, welfare consisted primarily of various forms 

. 2 
of poor relief financed by local political subdivisions or private agencies. 

Aid was administered largely under such institutional auspices as "the county 

hospital", "orphanages", and "old folks' homes". 3 States, meanwhile, moved 

in varying degree toward developing standards, programs · a~d facilities dealing 

with the social plight of the dependent, sick, and homeless. California, for 

example, officially created .its "state board of charities" in 1903 which 

4 
evolved into the State Department of Social Welfare in 1927. 

Although public policy had long opposed expansion of federal participation in 

5 the welfare field, the Great Depression of the 1930' s gave impetus. to a series 

of temporary emergency relief measures and to the passage of the Social Security 

Act of 1935. 6 

Signaling a major change in federal social policy, the act provided increased 

financial support for what had been termed as "token 

became the keystone of the social welfare program in 

7 
operations" 

California. 8 

and, in 1937, 

Succinctly, 
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the ·act introduced: (a) · a prograc of social insurance for the aged and a 

federal-state system of uneoployment co~pensation; (b) a program of categorical 

i 
public assistance supported by federal grants-in- aid for the aged, . the blind, 

i 
and dependent children; and (c) a program of health and welfare services-= 

providing for matern?l and child health, service to crippled children and 

child 
I 

welfare 

I 

services.
9 

Hence, the categorical assistance programs have become an integral part of 

the national welfare system. The estinated total California state general 

fund cost for Health and Welfare programs during the 1974-75 -fiscal year 

represents 24.5 percent of a proposed $9.8 billion budget, or roughly 

$2 4 b ·11· lO Of this $2.4 billion it is estimated that $864,684,000 • 1. ion. 
· 11 

will be spent on categorical aid payments alone. 

-
Categorical Aid Program Policies and Objectives 

The legal responsibility of government officials, is to insure that the 

basic needs of individuals with insufficient personal resources are met. With 

respect to the incOC1e maintenance programs {OAS, ATD, All, APSB, and AFDC), this 

means assurini that the needy have adequate financial resources to meet their 

basic subsistence needs. There exists an equal responsibility to insure that 

our tax dollars are properly allocated and expended on such programs 

- that the money for which our taxpaying "clients" have toiled_and sacrificed 
0 

to provide is expended as econo□ically and efficiently as possible. 
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This dual orientation underlies the policies and goais of the income maintenance . 

programs. To concentrate solely on maxioizing public assistance grants would 

be to impose an unmanageable strain on the taxpayer as well as on the ability 

to fund other important public programs. To concentrate solely on minimi_;ing 

categorical aid expenditures would be to ignore our responsibility to 

the needy. The intent· is to provide adequate financial assistance to 

the truly needy who have nowhere else to turn to meet their basic needs, 

while conserving categorical aid expenditures by: (1) basing public assistance 

administration on sound financial management principles, (2) strengthening 

work experience/training requirements and incentives for recipients, and 

(3) emphasizing family responsibility as a basic element in our society. 

Assistance Grant Lev~ls 

It is easy to assert that grant levels should approximate the basic subsistence · 

needs of categorical aid recipients; yet it is somewhat diff;i..cult to trruislate 

the term "basic subsistence needs" into a meaningful. dollar figure. For 

example, the average annual incooe· for California families is roughly 

$12,00o. 12 The average annual poverty threshold in California is about 

13 $3,900 per family. During September 1973, the average monthly cash grant 

payment to AFDC-FG recipients in California was $66.35 and to AFDC-Ure­

cipients, $61.89. The average cash grant payment to OAS recipients was 

14 $110.82, $160.63 to AB recipients, and $143.56 to ATD rec.ipients. 
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The expected annual cash grant income. for the average AFDC family is 

approximately $2,500 for the "Family Group" progr am (3.2 persons) , and $3,300 

for ''Unemployed" program families (4.4 persons). The expected annual cash 

grant income for the average OAS recipient in 1974 is $1,670, $2,300 for 

· 15 
the average ATD recipient, and $2,400 for the average AB recipient. 

However, cash grant levels alon~ do not express the total picture. When the 

cash grants are combined with the medical care, food stamps -and ex~pt. 

personal income allowed recipients of public assistance, the annual gross 

income approximates $4,600 for AFDC-FG families, $5,900 for AFDC-U 

families, $3,600 for OAS recipients, $4,500 for ATD recipients, 

16 and $4,300 for AB recipients. This doe~ not include the funds expended 

on social services for the needy. In California the "goods and services" 

acquisition power of categorical aid recipients is actually in many cases· 

above that of the worldng poor who do not receive welfare! 

Most people Yould agree that welfare recipients should not live at the level 

of the average "working- family". Clearly, this goes beyond our ''basic 

subsistence" responsibility. Economically, such an increase would, by 

definition, raise the average income in California, which would in turn 

necessitate further grant increases. This approach could, if carried to 

an extreme, result in a state entirely composed of welfare recipients . 

with a reduced or nonexistent work incentive, speaking strictly from the 

economics involv~d. 

Similar arguments apply to raising cash grant pa~ents to the income level of 

the ·working poor. While the economic impact would not be as catastrophic. 
. · .. '• ., . . . ..... . ~ ~ 

. 
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the work incentive of both the working poor and the. welfare recipient would 

doubtless suffer. 

I 
A general approach to "basic subsistence" in the AFDC program is to keep, -= 

grant levels below the poverty threshold to encourage the development and 
I 

continuance of work incentive and self-improvement attitudes a1a0ng the poor, 
I 

while insµring that all Californians have adequate financial resources to 
i 

provide shelter, clothing, medical care, and food for theil:' families while 

they are working towards self-sufficiency. In the major adult aid programs 

(OAS, AB and ATD) it should be recognized that many recipients are not,. 

and never will be, capable of self-support. Appropriately, adult aid levels 

should be generally higher than in the AFDC progral!l. In all programs, grant 

levels should be adjusted periodically, taking into account the cost of 

living> to insure that basic subsistence needs continue to be met over time. 

In California these needs are being I.let. 

Family Responsibility 

In part, the basic approach to grant levels which -i s described above identifies 

the segment of the population for which public assistance grants are intended: 

persons who have insufficient financial resources to meet their basic sub­

sistence needs, both adults and children. However, to define the recipient 

population in this way is to ignore a basic tenet in our society. Siiilply 
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stated, the family unit is the basic component of American society; and increased 

emphasis on the responsibility of the family to provide for its members should 

be an agreed-upon goal. The ,recipient population should consist only of persons 

whose individual and family financial resources (e.g., absen_t parents, ad:u.lt 

children of aged parents, stepfathers, parents of unwed minor mothers) are 

insufficient to meet the basic subsistence needs. 

Within this definition an area of special concern is the absent parent's 

responsibil ity to support his children. To illustrate, AFDC constitutes the 

largest single welfare category in the State of California with cash grants 

currently provided to assist over 934,000 children.17 While a small 

percentage of these cases are on the welfare rolls because of the death, 

incarceration, or incapacity of the father, almost 85 percent are on 

welfare because of desertion, divorce, or separation of their parents, 

or because the father and mother were never married.18 

Before 1971, child support in California was handled on an extremely· low 

priority basis due to inefficient collection procedures coupled with the 

prevailing view that it was cheaper to pay welfare than to enforce the 

obligation.19 Under the Welfare Reform Program this situation was sub­

stantially reversed: 

1. Child support was treated as a law enforcement problem. 

2. Fiscal incentives were provided at the county level for efficient 

enf orcement (SEI F). 



- , . 

7 

3. Adequate statistics were provided through monthly District Attorney 

i:-eporting and G'rand Jury audits to ensure the priority of child suppoTt 

20 
over other debts, and the effective use of other legal remedies. 

-= 

The results of the s1;rengthened child support program are promising. Child 

support collections ·in welfare _cases during the 1972-73 fiscal year were 

11 percent higher than during the previous year, bringing annual collections 

to an estimated $56 million. Currently 24 percent of the absent parents in 

welfare cases are contributing child support. This compares with 15 percent 

in 1969 when annual collections totaled $37 million. 21 

The present 24 percent contribution rate is still unacceptable. Voluntary 

absence from the home should afford no release from parental obligations , 

and government must pursue every administrative and legal .avenue with regard 

to maximizing absent parent contributions. - Where existing laws are inadequate,. 

they should be changed. 

Included within family responsibility is the obligation of adult children 

to contribute to the maintenance of their aged parents when the parents 

are no longer capable of self-support. Just as parents. are responsible 

for the growth and development of their minor children, adult children 

should be responsible for t he care of their aged parents as an alternative 

or supplement to the OAS program. 
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The .Relatives' Contribution Scale which was implemented during Welfare Reform 

required the adult children of OAS recipients to contribute a reasonable 

amount tow~rd their parents' financial support . An adult child with three 

dependents, whose net income (after liberal exemptions ) in. November 1973 -== 

was $1,000, was required to pay $135. Under the provisions of AB 134 (Chapter. 

1216, 1973 Statutes), the same adult child will be required to pay only $25 · 
I 

in Janua~ 1974.
22 

I 

California collected $7,098,792 during the 1972-73 fiscal year in OAS Rel ati ves 

contributions. 23 This "collection amount" does not fully represent the 

impact of this program • . It is estimated that the OAS caseload would 

balloon by at least 15,000 recipients were it not for the Responsible Relative 

program. These 15,000 recipients represent families who have opted to "care 

for their own" rather than rely on Government to provide the cure-all for 

every ill. 24 

Work-Incentive· 

A corollary to the basic responsibility _of the family to provide for its: members 

is the obligation of categorical aid recipients to establish and maintain 

self-support ·at the earliest opportunity. The public and private sectors 

share a responsibility for providing services and incentives to assist 

recipients in becoming financially independent; and in this respect, one 
. . 

might .conceptualize the goal of welfare as putting welfare out of business. 
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Government provides recipients with a range of services and incentives aimed 

at redu,cing dependency. Those whkl:i, may have the greatest direct mpact 

on the income maintenance programs are related to the ,.work-incentive" 

concept. For the purposes of this discussion, "work-incentive" refers t0,,: 

(1) the degree to which people are positively motivated toward employment 

and (2) their relative preparedness for accepting and retaining gainful 

employment. 

First, consider the case of· positive motivation, or t he "will" to work. An 

otherwise able recipient who lacks this quality may be induced to seek employment. 

He may even find and accept work. However, the probability of his long-term 

success in any job is greatly reduced. Perhaps the most important positive 

-incentive for a recipient _ of this type was discussed earlier: to insure that 

his welfare grant is significantly less than would be his salary if he iere 

working; and to hope that his desire for a higher· _subsistence level for he 

and his family, for higher social status in the community, a more luxurious 

lifestyle, or any combination of these will induce the desire for long-term ~­

gainful employment. 

Unfortunately, this "innate desire" approach is not wholly successful. There 

are those who are well satisfied at the subsistence level that the categorical 

aids provide; and there are those who use a portion of the money which should 

be devoted to the care of their children to satisfy personal desires., Because 

of this reality, we have the necessity for negative motivators. One prospect 

is to require all able-bodied adults who are not in full-time, approved 
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training programs or gainfully employed to work as a condition of eligibility 

to the categorical aid programs. One might argue that "there aren't enough 

jobs to go around". There are plenty of jobs or potential job~. The problem 

is insufficient money for salaries, not insufficient work. The success -= 

of work programs such as the Civilian Conservation Corps during one of the 
.. 

worst economic periQds in our history attests to this fact. Today, if 

anything, there are more jobs that can and should be done: (1) park improvement, 

(2} schoolyard supervision, (3) hospital maintenance and. service; the list 

goes on. 

The constant increase in the minimum wage has had an :unpact on the marginally 

employable. · While an employer could afford to employ several people at $1.65 

an hour, at $2.00 the prospect starts to fade. This is especially noticeable 

in such fields as housekeeping, nurses aides~ etc. 

One might also argue against a mandatory work requirement that AFDC mothers 

with small children belong in the home. We agree; and they can work at the -·-· 

same time. For instance, they can conduct telephone polls or perform typing 

and other clerical duties now going undone. The important point is that 

all able-bodied recipients can perform useful job services for the performance 

of which funds are either insufficient or nonexistent. They can in the 

process perfonn an important service for themselves and their children. They 

can earn their :welfare checks. 
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The second part of the '_'work-incentive" concept relates to an individual's 

ability to work irrespective of his motivation. In this regard we should recall 

that a certain number of recipients, especially in the adult aid programs, 
! 

. I 
do not now and never will have the potential for successful long-term emp].oy-

ment. For those having work potential, however, it is our public responsibility 

to facilitate the full realization of this potential through (1) guidance 
i 
I 

counseli~g, (2) career interest and aptitude testing, (3) job training 
I 

services, (4) job location services, and (5) job creation services. 

It is recognized that the motivation and ability variables which are 

presented as the basic components of "work-incentive" tend to be positively 

correlated. That is, as ability increases so does motivation. This is 

conversely true. This expresses .the need for an integrated approach to 

work related programs. For example, the mandatory job requirement which 

was described as a negative motivator (i.e., aid is denied if the recipient 

is not 'Working or training to work) should be used to increase the recipient's 

skill level and should coincide with his interests to the extent possible. -­

The increased ability to work may lead to a greater desire to work,, creating 

a cyclical relationship which leads to reduce4 dependen_ce upon public assis­

tance, and hopefully self-sufficiency. 

Counseling, testing, job training and job location services fall within the 

purviev of existing service programs. With this in mind, the administrative 

thrust of "work-incentive" should be (1) to improve upon these programs, · 

and (2) to pursue jobs in both the private and public sectors for which the 

"hard core" can qualify. 
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Financial Hanagement Orientation 

During the 1960's the focus of welfare was on social services activities. In 

most agencies, services were provided by social workers who were also es~~blishing 

eligibility and determining grants - a circumstance that provided almost unlimited 

discretion to caseworkers in the intake and treatment of recipients. .As a-

result, nearly all agencies experienced sizable increases in services staff, 

25 contributing to larger welfare bureaucracies and higher caseloads. 

The social services orientation on income maintenance had to yield to the 

demands of managing our tax dollars in the most effective and efficient possible 

way. In 1971 the social services function was organizationally split from 

activities related to eligibility and grant determi nation. In 1973, state 

responsibility for social services was transferred to the Department of 

Health. During this time, fiscally-oriented managers and analytic staff 

were brought into the Department of Social Welfare, resulting in a restructured 

grant and eligibility determination system with greater emphasis on providing­

assistance to those most in need through strict financial management concepts. 

As a result of these changes, welfare caseloads have shown a continual • 
downward trend. Between September 1971 and September 1973, for example, 

26 
AFDC caseloads were reduced by nearly 222,000 persons~ 

The fruaily responsibility and work-incentive goals described in previous 

sections are ways to insure that the financial needs of categorical aid 

recipients are met now and in the future. They are also methods of reducing 
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the drain on the taxpaying public. For example, to the extent that 

responsible relative contributions are required and enforced in the 

AFDC and OAS pr ograms, aid payments are reduced in direct proportion. 

To the extent that categorical aid recipients are required t~ work in the-= 

private sector, caseloads and public assistance expenditures decrease; 

and to the extent that recipients perform useful public services in lieu 

of private employment, the taxpayer receives a tangible return on his 

investment. 

A financial management tool which is receiving continued emphasis is the 

fraud control program. Under Welfare Reform, an Operations Security Office 

was established within the Department of Social Welfare to serve as a focal 

point for the administration of statewide policies and procedures aimed at . 
. . 

the detection, · prosecution and prevention of welfare fraud in California. 

While signficiant progress has been made in this area, existing state laws 

k d ff . lf f d - 27 ma e it i icult to prosecute we are rau suspects. 

There has been a special fraud control tool in the OAS program. Simply 

stated, if it is found upon the death of the recipient that he was in possession 

28 
of excess real or personal property, the state can collect from his estate. 

During the 1972-73 fiscal year, $187,727 was collect.ed in OAS estates 

recoveries. 
29 
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Welfare fraud is one source of misspent public funds. Another source is 

administrative error. REW Secretary Wienberger estimates that AFDC payment 

errors presently cost the nation approximately $1.17 billion annually. 

The national averages are 10.2 percent errors on eligibility decisions 

and 22.8 percent ove~payments. Reported error rates in California are 

I 30 8.4 percent and 11.a· percent, respectively. Though California is sub-
i 

bstantial1.y below the national . average, it is estimated ·that . incorrect 
I 

grant and eligibility determinations cause in excess of -$100 million in 

31 
erroneous aid payments annually. This problem is compounded by the fact 

that HEW has notified the state welfare departments that federal reimburse~ 

ments will be withheld for states having error rates greater than three 

32 percent on eligibility decisions and five percent overpayments. To 

California, this could mean a loss of approximately $17 million in federal 

funds during the 1974 calender year if present error rates persist. 33 

In response to this problem, the Department of Social Welfare recently 

developed a plan aimed at reducing administrative errors by one-third 

before July 1974. 34 It should be recognized, however., that ·error rates 

are symptoms, not causes. The causes of misspent welfare funds lie in the 

inherent complexity of the system and the inadequacy of present state and 

federal laws. 

In 1973, Secretary Earl W. Brian of the Health and Welfare Agency created 

two special task forces: one to study the AFDC program, and the other 

the Food Stamp Program. The emphases are on systematizing welfare operations 
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and developing recommenda_tions for policy, procedure and legislative change. 

AFDC Task Force findings and recomme_ndations will be available in March · 

1974. The Food Stamp Program is a perfect example of conflicting federal 

requirements that cause error, waste money, and cause administration nigh:_mares, 

due to its nonaligment with other public assistance programs. 

On October 2, 1973, Governor Reagan enacted legislation creating a new 

Department of Benefit Payments within the Health and Welfare Agency.35 The 

new Department, operative July 1, 1974, will consist of the present Depar·tment 

of Social Welfare, the Department of Epiployment Development functions related 

to the collection of California personal income tax withheld by employers and 

employer UI/DI insurance contributions, the Department of Health Audit and 

Recovery Sections, and the claims payment functions for various Department 

of Health programs. The Director of Benefit Payments will be responsible 

for reviewing and evaluating the benefit payment systems remaining in the 

Departments of Health and Employment Development, principally UI/DI and. 

Medi-Cal. 

The objectives for the proposed Department are to: 

1. Through review and evaluation of paymel\t systems., provide faster 

payments with fewer errors to those who receive them - the unemployed, 

the disabled, welfare recipients, health care providers, and other 

vendors of benefits under the health and welfare programs. 
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2. Improve the economy and efficiency of the state's collection of 

truces, and recovery of amounts due, owing or collectible as a 

result of the foregoing payments. 

3. Improve the state's ability to detect and prevent fraud and 

administra~ive error in program benefit payment systems. 

-= 

4 . Improve checks and balances within the payment programs pres~ntiy 

administered by the Health and Welfare Agency by establishing 

centralized control , financial accountability, responsibility for 

t n supervision and adQinistration of payment progracs, and by 

eliminating the duplication and fragmentation of these payment 

progrc11ns. 

The goal is to consolidate payment systems into the Department of Benefit 

Payments with program control, the authority for policy decisions. remaining 

with the "program" departments directly respon~ible for the operation of 

their programs. The program departments will.concentrate on program planning 

and execution; the Department of Benefit Payments will give primary attention 

to financial matters, enabling its sta,ff to better speciaU:.ze in colle~tion+ 

accounting and accounting systems, auditing, monitoring, and payment functions. 

To the extent t_hat the goal of the Department of Benefit Payments is actively 

pursued, a "financial management" envirom:ient will develop with respect to all 
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of the state's benefit payment programs - an environment which most cle~rly 

accentuates our dual responsibility to the beneficiaries and recipients 
I 

of assistance and to the taxpayer. 
I 

I 
I -= 

I 
f 

I An Alternative View 

I 
The concept of Benefit Payments ultimates our dual ·responsibility to the 

taxpayer and to the recipients and beneficiaries of public financial assis­

tance, under the present scheme of cash assistance programs. To this end 

the creation of the new Department of Benefit Payments is a significant step 

forward in the administration of such programs. Yet, while we strive for 

improvement within the existing systems, we should also devote our energies 

to the :systematic analysis of the underlying assumptions and philosophies 

of those systems. 

. ' 

Focusing on the welfare program, widespread public criticism.. has been the 

rule rather than the exception during recent times. According to Musgrave 

et al., 

"The traditional approach to welfare has come under increasing 

criticiSlli. The major objections are (1) that benefit payments 

are inadeq~ate, (2) that they differ sharply among states, 

(3) that work incentives are reduced by a high marginal tax 

rate implicit in the formula, (4) that incentives are given to 

break up families, and (5) that detailed regulations interfere 

36 
with the privacy of the welfare recipients." 
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It should be pointed out. that this statement was published in 1970, prior to 

Welfar~ Reform in California. llowe~er, it is commonplace that inconsistency 

in the application of federal policies among states, the inadequacy of many 

state and federal laws, administrative complexity and rising costs remai~ 

valid arguments against the present categorical aid programs. 

In 1968, HEW and OEO began a series of income maintenance experiments 

which were, among other things, aimed at developing an alternative view on 

public welfare policies and procedures.37 One possibility emerging from 

these, as well as more recent studies, relates to the Negative Income Tax 

(NIT) concept. Briefly stated, NIT has two essential features: (1) a 

minimum guaranteed level of income for everyone, and (2) a system for 

reducin$ negative tax payments as other income increases at a rate which 

is always less than the amount of the rise in other income until some "break 

38 
even" point is reached. 

39 
A number of possible NIT systems have been researched during recent years. --

Based on a special report prepared for the Department of Social · Welfare, the 

_advantages and disadvantages of NIT may be sUIIUI1arized as follows: 

1. Advantages 

a. .Provides a guaranteed minimum income for all .Americans including 

the working poor and others who do not qualify for catego~ical 

aid programs. 
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b. Provides uniform benefits for all Americans if adopted nationally •. 

c. Provides full support for those physically unable t o work, while 

enabling them to receive any earned benefits from social !_;isurance 

programs. 

d. Eliminates the cumbersome welfare bureaucracy, thus enabling 

more money to be channeled directly into benefits. 

e. Eliminates the incentive for families to break up that exists 

in current welfare program.s. 

f. Provides incentives to limit family size. 

g. Provides built-in work incentives. 

h. Fits directly into the Federal· Income Tax System, thus 

alleviating many of the administrative problems involved i .n · 

setting up a new program. 

2. Disadvantages 

a. Initially the NIT system would cost more to operate than the 

present welfare programs. 
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Since the income level at which a person begins to pay taxes 

would be raised, there would have to be an increase in income 

tax rates for .those in higher income brackets to offset the 

loss of revenue. 

Some marginal income "WOrkers may find it desirable to cut back 
. 

working hours to qualify for NIT although overall income would 

be reduced. 
40 

Superficially, the advantages exceed the disadvantages of NIT, and promise 

a solution to some of the most serious problems facing the categorical aid 

programs. However, two points seem especially problematical. The first is 

that "work-incentive" is presented as both an advantage and a disadvantage 

of NIT. According to Ralph Husby, broad disagreement exists concerning the 

effects of NIT on -work, and there is yet no satisfactory approach for estim.ating 

them. ~o ·illustrate, one study indicates that fhe number of hours worked by 

low-income males would be reduced by as much as .50 percent, while another study 
. · 41 

suggests little or no correlation between NIT and. "work-incentive". 

The other concern relates to family responsibility. As discussed, a basic 

tenet in our society holds that the family is primarily responsible for the 

care of its members. The guaranteed income feature of NIT would appear to 

remove this obligation. 
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Perhaps future studies will provide concrete evidence that "work-incentive" 

would not be reduced under NIT. Perl1aps the time has come for America to 

reassess the role of the family unit. Continued eff ort should be devoted to 

the exploration of alternatives to the present categorical aid structure. 
-= 

This much we already _ know: welfare is a cumbersome and costly way to mee,t 

our obligations to the needy. 

CONCLUSION 

This paper has attempted to briefly outline the history, objectives and needs 

of the categorical aid programs. In many respects this is analogous to 

drinking a tidal wave through a straw. Of a few points, though, we can b.e 

.sure: 

1. Under the present welfare system our .goals are to (1) provide 

adequate financial assistance to the truly needy ~o hav~ novhere 

else to turn to meet their basic needs, (2) emphasize the family · 

unit as a basic element in our society, (3) strengthen the "work­

incentive" of recipients, and (4) base public assistance administra­

t1on on sound financial management principles. 

2. California is meeting its financial obligations to welfare recipients. 

We are also making significant progress in meeting an equal obligation 

to our taxpaying "clients"; the major needs for improvement being 
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concentrated in the areas of administrative simplification and 

consolidation, and in strengthening state and federal welfare laws. 

3. Regardless of internal improvements, welfare remains a cumberSO!!le 

and costly 'way of meeting the financial needs of the poor. Alternatives 

should be explored. 




