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THEORETICAL APPROACHES i

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 dependent 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 reform welfare
to Robert Theobald's advocation plans t§g7liminate poverty from
the fruits of an economy of abundance.

STATEMENT OF FACTS

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

During the 1960's the AFDC payments more than tripled rising from
$1.0 billion to $3.2 billion. 3/

Coverage was greatly extended during the 1960's. Adoption of the
unemployed parent catéegory, foster care and eligibility after age
18 added some 800,000 persons to the AFDC rolls by 1970. 4/

The increase in AFDC rolls was not consistent with other trends during the 1960's.

Between 1960 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. 5/

Between 1962 and 1970 the average AFDC payment increased 60
percent; the average spendable earning of all private employers
rose by only 37 percent. 6/

Welfare reform programs as have been instifuted 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. Z/

Cash benefits to the truly needy have been increased from $221
to #280 per month for a family of four. 8/

In the 1971-72 fiscal year California spent $352 million less
than anticipated for welfare. 9/
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INTRODUCTION i

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

A\ ]

Maintenance.

The Act established two t}pes of programs:
(a) Social Insurance programs - Old Age, Survivors, Disability and
Unemployment Insurance.

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

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 need.

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
passed it was usuaily thought that mothers with small children were not able to

work and should remaih home to strengthen family life.

The criticism 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, éfter 1945 the number of persons receiving Public Assistance began to
grow. The rate of growth increased during the 1960's and was not abated even
when the improving economy allowed the numbe;s of unemployed and person living
in poverty to decrease. This growth gave rise to the increasing concern that

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

Y

the population 14 years and under grew by 80 percent. Federal legislation
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extended coverage in groups not previously eligible. In 1961 unemployed parents

were included and in 1969 a foster care component was added. Thirdlyz 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-recipienté has only increased by 37 percent. 2/ Also, .
other benefits tied to public assistance, public housing, food stamps and medical
care have been added which make public assistance more attractive. In some states
substantial earning capacity is necessary terqual 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. 1In 1962, amendments to the Social
Security Act provided for a range of social services that were intended to remove
obstacles to labor force participation. In 1968, the Work Incentive Program was
established to provide training opportunities and incentives to work for the
employable recipients. Sanctions were also established for persons who refused
to cooperate. 1In 1971, the work requirements were strengthened and all persons
considered to be employable were required to register for work or training with
the Federal Employment Service systems. Whatever the positive 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. 2/ These changes dealt with the administration of the welfare
system itself more than with the individual recipient.

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



2. Reduction of welfare rolls through a tightly controlléd qualification
’
program. .
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 1971
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

4/

Journal finds the figures themselves to be "indisputable". =~



INCOME MAINTENANCE PROGRAMS

Negative Income Tax proposals are attempts to solve the very difficult 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 guaranteed 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 programs 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. 2/

Programs which may be looked upon 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 adequate benefit level.



3. Reduce théwgfigmu\agsésggd to public assistance.
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4. Be equitable and efficient in reaching needy. .

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 afiy 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 peopic to drop employment in crder 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 ?rogram 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 or too high. Another problem is that

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



;ociety. In this respect the poverty line has not maintained its relationship
with the median incomé. In 1959 the poverty line was 47 percent of the median
income, in 1968 it declines to36 because éf 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 rather 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 attached to public assistance is one of the objectives

of many income maintenance programs; This intent if found in suggestions to shift
public assistance to social insurance programs or to impers~mally administer
negative income £ax 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 thereforereducing the costl‘%&g communitieé
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.

'A§guitable Efficiency

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

designed to benefit. Efficiency may be divided into two concepts:vertical efficiency

and horizontal efficiency.
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.Vertical efficiency is the prgportion of benefits which go to‘#he intended
beneficiaries, compared to the total benefits distributed.  In other words,
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 concérn for vertical 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 contributing to a lower cost. It mﬁst be kept in mind that
neither aspect of efficiency relates to the adequacy of the genefit levels of

a program. Both vertical and horizontal efficienqy can be high even though

1/
benefit levels are low.

Work Incentive

The Work Incentive effects of any income maintenance program depend on the amount
of the benefit level and on the proportion 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 recipients'income is reduced by an equivalént amount to a tax

on his earnings.
\

While there is little direct information on the effects of income maintenance
programs on the work effort 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 gours worked. The study is based;on a selected
sample from the 1967 Survey of Economic Opportunity conducted by the Bureau

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 reductipn of work effort seems to ?e 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. -8-/.

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 exggrément 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



bn work effort. Reduction in work effort would be greater for;persons in lower
paying occupations. This effect would be likely to cause a decrease jin 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 non-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 inducihg 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
limited to persons who are not perceived as being readily employable. This survey
seems to show the public favor of the work ethic and presumably.if a strong and
effective work requirement were a major part of a program it would receive public

support. /4



CATEGORICAL ATID PROGRAMS
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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 uncontfolled 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 system, 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. 25 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 poverty 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 fac£ that removing the
abuses and limiting eligibility to persons who are considered more 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 unlikely to change unless. the program becomes much more accepted as an alternative
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fo employment with more or less universal eligibility and the cause of dependency

becomes regarded as stemming 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 profdrams 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 level,then the horizontal efficiency of categorical aids
tend to suffer. This is due to tﬁe 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 procedurés 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, horizontal 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 frﬁm the rolls of

persons considered undeserving through their actionor 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
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Qork incentive. This means tgat the effective tax rate on ear%ings has increased.
This is due to the abandonment of the Standard of Need concept in calg¢ulating 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 retaiﬁgd or the equivalent of a 0 tax

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

made from the grant itself. As a result all recipients reeipienis, receive close

to the same percentage of their 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 establishmént 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
ago to work in counties where these programs operate. a2/ This indicates that the
incentive to work can be accomplished through program procedures and sanctions

rather than monetary incentives.

Political Support

The Categorical Aid system as reformed in California has received mixed political
support largely divided along partisan lines. Criticism has been made that the
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 o) 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 haviné eliminated much abuse and made the

program more equitable.



NEGATIVE INCOME TAX PLANS
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Cost :
The cost of negative income tax plans is determmined by three variables:
1. Maximum benefit level (or guaranteed minimum income).
2. The break even point or point where non-program earnings 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 difficulty
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 point is excessively high. This results in a high

number of particiéants who receive some benefits and therefore are not within the
»positive tax paying range. ‘his very rapidly drives fhe tulul cost of the program
up. Lowering the bréak 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, lowers 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 progréms. The simplicify arises out of
less involved eligibility standards and the fact that under most proposals only
income related information would require investigation. The iﬁ;estigation of

income information would be the relatively simple procedure presently used for

auditing income tax returns.
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fhis administrative simplicitx depends on more or less universél coverage and
establishing eligibility only by income criteria. In addition to simplicity,

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 fa@ily status. The remaining concern
would be program influences on earnings and participation in the labor market.
However, universal céverage has great influence on overall cost of the program. As
the number of recipients increases, 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 césts 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

13/

to work as in President Nixon's Family Assistance Program. = The difficulty in
limiting coveragé 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 adequacy 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 aé the maximum benefit level is raised at
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the same rate of taxation on garned income, the number of beneficiaries is
increased because the break even point is raised. Thus, consideration 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 pfesent 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 level, for examplg)vertical 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 éfficiency), but adequacy

for persons with little or no outside income declines.

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 ‘

d I

The simplicity and uniformity of the work incentive is one of the pripary 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, thé work incentive
effects of the program is set. Proposals vary ffgm a tax rate of 0 to 90%. a4/
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 discouraging 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 uée of leisure time tends to
involve a substantial expenditure of money and in today's consumption oriented
socie#ty, as long as the tax rate is reasonable,benefits would not create a sub-

stantial reduction in the work effort of the poor. a3/

Political Support

Negative income tax plans have received little actual suppdrt of politicians. The
difficulty that President Nixon's Family Assistance 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 depend on the extent to which it incorporates strong work

-18-
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incentives 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.

e [ - 7



CONCLUSION
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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: ' . .-

1. 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 dilutibn of the original 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 federgal bureaucracy

would be responsive enough to the needs of all areas.
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In short, a program that meets the given priorities and is sufficiently responsive

would have to be an improved categorical aid system. .

The continuing concern 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 améng 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 aétually 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 ecacued 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 Exéerience Programs would lead to further oppdrtunities for
recipients to become self-sufficient without the ineduities 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.



i
|
t
. |
It would not be reasonable to expect recipients to take jobs which provide or

substantially lower standards of living than received from public assistance.
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 hire 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 thch 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 maintenénce from the individual taxpayer to . the employer

ol 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 ié 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 employabie go to work when

jobs are available and on developing new jobs when there is a shortage of work.
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QUOTATIONS

"What began on a small scale in the depression 30's has become a monster
in the prosperous 60'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 aé to the effectiveness of the Governor's
welfare reform program, yet the 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;

and. .

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.disébled, 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 néedy. Our program
requires employable recipients to accept work if offered andt_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 gttachments 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
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"The major disadvantage of’}he proposed negative income tax:is its political

implications. It establishes a system under which taxes are imposed on some

to pay subsidies to others. And 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 unfortunate minority, it will be

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

on an unwilling minority."

Milton Friedman
Capitalism and Freedom, Pg. 194

"The problem of providing incomes to those who are too old, too yoﬁng, 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 causing 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 taken an implied commitment to prcviii 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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Positions:

1.

3.

DATA SECTION

Theoretical Positions

In the categorical aid programs, the public respomsibility is to
insure that the basic needs of individuals with insufficient

financial resources are met,

The family unit is the basic component of American socieﬁy.
Increased emphasis on the responsibility of the family to provide
for its members should be an agreed upon goal in the categorical

aid progranms, -

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.

Categorical aid administration should be based on sound financial

management principles.
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Regardless of internal improvements, welfare remains a cumbersome
and costly way of meeting the financial needs of the poor.

Alternatives should be explored.
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Factual Data*

|

The éscimated total California State cost for Health and Welfare programs
during the 1974-75 fiscal year is 24,5 percent of a proposed $9.8 billion

10

budéet, or roughiy $2.4 billion. 0f this $2.4 billion it is estimated
i

that $864,684,000 will be spent on categorical aid payments alone.11
|

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

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

During September 1973, the average monthly cash grant payment to AFDC-FG
recipients in California was $66.35 and to AFDC-U recipients, $61.89.
The average cash grant payment to OAS recipients was $110.82, $160.63 to

AB recipients, and $143.56 to ATD recipients.l4

The expeéted annual cash grant income for the average AFDC family is -
approximately $2,500 for "Family Group" program (3.2 persons), and $3,300
for "Unemployed" program families (4.4 pérsons). '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 AB

) 15
recipient.

* TFootnotes are contained after the Quotation Section.
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When the cash granté are combined with the medical care, food stamps and
exempt personal income provided.welfare recipients the annual gross
approxinates $4,6U0 for AFDC-FG families, $5,900 for AFDC-U fanilies,

$3,600 for OAS recipients, $4,500 for ATD recipients, and $4,300 -
for AD recigients.lo This does not include the value of social

services received.

AFDC constitutes the largest single welfare category in the State of

California, cash grants currently being provided to assist over 934,000
children.l7 While a small percentage of these cases are on the welfare
rolls because of the death, incarcer#tion, or incapacity of the

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

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

mother were never mafried.l8

Child support collections in welfare cases dufing the 1972-73 fiscal
year were 1l percent higher than during the previous year, bringing
annuai 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

An adult child with three dependents, whose net income (after liberal
exemptions) in November 1973 was $1,000 was required to pay $135 in O0AS

responsible relatives contributions. Under the provisions of AB 134



10.

11,

12,

13,

14,

15.

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

‘ i 22
to pay only $25 in January 1974.

California collected $7,098,792 during the 1972-73 fiscal year in OAS
relatives contributions. The estimated total collectioﬁs for the

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

Between September'197l and September 1973 AFDC caseloads were reduced

by nearly 222,000 persons.26

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

of grant overpayments as a recovery on his estate.28

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

29
recoveries,

HEW Secretafy Veinberger estimates that AFbC payment erfors 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 are 8.4

percent and 17.8 percent, respectively.30

It is estimated that incorrect grant and eligibility determinations cause

in excess of $100 million in erroneous aid payments annually.31 This
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- problenm is compoundéd 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 eligibility decisions aﬁd five
perce;t overpayments.32 To California, this could mean a loss of approxi-
mately $17 million in fedéral funds during the 1974-75 fiscal year

! .
if present error rates persist:.33

i
On October 2, 1973, Governor Reagan signed legislation creating a new
Départment of Benefit Payments within the Health and Welfare Agency.35
The new department, operative July 1, 1974, will consist of the existing
Department of Social Vlelfare, the Department of Employment 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
Bepefit Payments will be responsible for reviewing and evaluating the
benefit payment systems remaining in the Departments of-Health and

Employment Development, principally UL/DI and Medi-Cal.
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Poor Relief Act of 1958, as contained in Eugene Welser, The Western

Tradition, (D. C. Heath and Co., 1959), pp. 346-349,
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California Law Review, 54:326, (1966), p. 326,
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pp ° 2"'3 .

Created by State Legislature, added by Statutes of 1927, Chapter 49,
p. 86, Section 1.

As discussed in Welfare Reform in California - Showing the VWay
(California State Department of Social Welfare, December 1972) p. 84,
footnote 6.

42 USDA 601.

Wedemeyer and lMoore, op. cit., 329,

1937 Welfare and Institutions Code.

For example, the Social Security Act or its amendatory provisions
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limits of which aid were greatly expanded in 1949 and again in 1962;
expand aid to the blind in 1941 and 1949; establish a public assistance
medical care program in 1957 which culminated in the lMedi-Cal program of
1965; and initiate aid to the needy disabled in 1957.
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by Governor Ronald Reagan January 9, 1974,

California State Department of Social Welfare, December 1973 Subvention
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General Social and Economic Characteristics (Califormia), 1970 Census

of Populations, U.S. Department of Commerce, Bureau of the Census,

issued April 1972, p. 6-403,
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op. cit., Appendix B, p. 30. The figure was adjusted to the approxinate

1973 level by applying Division of Labor Statistics and Research Consumer
Price Index information for June 1969 (109.2) and June 1973 (129.4).
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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 concérned 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 ineliéibility rate of ﬁo more than
three percent and an qverpayment 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 dollars
and public confidence. I am gratified by the support of governors

and the systematic efforts of state welfare administrators to work

towvard these and other management improvements in welfare,”

- Secfétary'Casper W. Weinberger
U.S. Department of Health,
Education, and Welfare

1973 (see footnote 30)



3.

4,

"The traditional approach to welfare has come under iﬁcreasing criticism.
The major objections are (1) that benefit payments are inadequate,

(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) thaf detailed

regulations interfere with the privacy of the welfare recipient.”

- Richard A. Musgrave
Peter Heller
George E. Peterson

1970 (see bibliography)

"Today, we stand at the-crossroads. Ve can continue to talk about
welfare, complain about it, watch 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 people of California - it will

maximize human dignity and saivage the destitute."

- Governor Ronald Reagan
State of California

1971 (see bibliography)

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

are based on the simple belief that the primary responsibility for -



supporting children rests with the natural parents. Government makes an

inefficieﬁt and costly stepparent,”

- David B. Swoap, Director, California
State Department of Social Welfare

1973 (see footnote 21)

5. "...most important is the fact that the Califormia 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."

- Governor Rbnald Reagan
State of Caiifofﬁia..w
Statement before the Senate
Finance Coﬁmittee in Washington, D.C.

February 1, 1972

6. "Two problems of equity arise in the area of who should get what: the
exclusion of many groups of the poor from equéi participation in welfare
programs; and preferential treatment granﬁed 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 will require

a wrenching departure from past public welfare policies —= policies

which have developed over a considerable period and with no overall



chart to revise théir redundancies and incomnsistancies. Programs as
diverse as cash welfare assistance, Social Security, food stamps Medicaid
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—ser§ed if we fail to work out the mathematics of what is

reasonable and possible to do.”

- Rep, Martha W. Griffiths
U.S. House of Represéntatives

1973 (see bibliography)



DISCUSSIOII SECTION

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
Sixteenth 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 ceﬁtury, welfare consisted primarily of various forms
of poor relief financed by local political subdivisions or'private agencies.2
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 and 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

evolved into the State Department of Social Welfare in 1927.4

Although public policy had long opposed expansion of federal participation in

the welfare field,s 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 operations"7 and, in 1937,

became the keystone of the social welfare program in California.8 Succinctly,



the ‘act introduced: (a) a program of social insurance for the aged and a
federal-state system of unemployment compensation; (b) a program of categorical
public assistance supported by federal grants-in-aid for the aged, the.blind,
and dependent children; and (c) a program of health and welfare services _

providing for maternal and child health, service to crippled children and

i ) .
child welfare services.9

Hence, the categorical assistance programs have become an integral part of
the national welfare system. The estimated total California state general
fund cost for Health and Welfare programs during the 1974=~75 fiscal year
represents 24,5 peréent of a proposed $9.8 billion budget, or roughly

$2.4 billion,lo Of this $2.4 billion it is estimated that $864,684,000

will be spent on categorical aid payments aloné.

Categorical Aid Program Policies and Objectives

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

basic needs of individuals with insufficient personal £esources aie met. With
respect to the income maintenance programs (OAS, ATD, AB, APSB, and AFDC), this
means assuring 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 tlie money for which our taxpaying "clients" have toiled and sacrificed

to provide is expended as economically and efficiently as ﬁossible.



This dual orientation underlies the policies and goals of the income maintenance.
programs. To concentfate solely on maximizing public assistance grants would

. be to impose an unmanageable §train on the taxpayer as well as on the ability

to fund other important public programs. To concentrate solely on minimiging
categorical aid expenditures would be to ignore our réSponsibility 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 Levels

It is easf to assert that grant levels shculd appro%imate the basic subsistence
needs of categorical aid recipients; yet it is somewhat difficult to translate '
the term "basic subsistence needs" into a meaningful dollar figure. For |
example, the average annual income for California families is roughly

$12,000.12 The average annual poverty threshold in California is about
33,90013 per family, During September 1973, the average monthly cash grant
payment to AFDC-FG recipients in California was $66,.35 and to AFDC-U re-
cipients, $61.89. The average cash grant payment to OAS recipients was

$110,82, $160.63 to AB recipients, and $143.56 to ATD recipients.14



The expected annual cash grant income, for the average AFDC family is
approximately $2,500 for the "Family Group" program (3.2 per;ous), 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
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the average ATD recipient, and $2,400 for the average AB recipient.

However, cash grant levels alone do not express the total picture., When the
cash grants are combined with the medical care, food stamps and exempt
personal income alloﬁed 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,

and $4,300 for AB recigients.l6 This does not include the»funﬁs expended

on social services for the needy. In California the "goods and services'
acquisition power of categorical aid recipienﬁs is actually in many cases

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

Most people would agree that welfare recipienﬁs should not live at the level
of the average "working family". Clearly, this goes beyond our "basic
subsistence" responsibility. Econamicallf, such an increase.would, by
definition, raise the average income in California, which would in turm
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 involved,

Similar arguments apply to raising cash grant payments to the income level of

the working poor. While the economic impact would not be as catastrophic,



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

doubtless suffer.

f
|
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A general approach to "basic subsistence" in the AFDC program is to keep _

grant levels below the poverty fhreshold to encourage the development and
continuanée of work incenﬁive and self-improvement attitudes among the poor,
while inering that all Californians have adequate financial resources to
provide ;helter, clothing, medical care, and food for their 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, c;pable of self-support. Appropriately, adult aid levels
should be generally higher than in the AFDC program. 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 met,

Family Responsibility

In part, the basic approach to grant levels which is described above identifies
the segment of the population for which public assistancé grants are intended:
persons who have insufficient financial resources to meet their basic sub-
sistence needs, both adults and children. Ilowever, to define the recipient

population in this way is to ignore a basic tenet in our society. Simply



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.,, absent parents, adult
children of aged parents, stepfathers, parents of uuwéd minor mothers) are

insufficient to meet the basic subsistence needs,

Within this definition an area of special concern is the absent parent's
responsibility 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.l7 While a small
percentage of these cases are on the welfare rolls because of the death,
incafceration, 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 martied.18

Before 1971, child support in California was handled on an extremely low
priority basis due to inefficient collection procedures coﬁpled 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

enforcement (SEIF).



3. Adequate statistics were provided through monthly District Attorney
reporting and Grand Jury audits to ensure the priority of child support

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

The results of the strengthened 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 yeér, bringing annual collections
to an estimated $56 miilion. Currently 24 percent of the absent parents in
welfare cases are contributing child support. This compares ;ith 15 percent

in 1969 when annual collections totaled $37 million.21

The present 24 pefcent 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 ab#ent 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 the care of their aged parents as an alternative

or supplement to the OAS program.



The Relatives' Contribution Scale which was implemented during Welfare Reform
required the adult children of OAS recipients to contribute a reasonable
amount toward their parents"financial support. An adult child with tﬁree
dependents, whose net income (after liberal exemptions) in vaember 1973 _

was $1,000, was required to paf $135. Under the provisions of AB 134 (Chapter
1216, 1973 Statutes), the same adult child will be required to pay only $25°

2
in Janua%y 1974.2

I

California collected $7,098,792 during the 1972-73 fiscal year in OAS Relatives
contributions.> This "collection amount" does not fully represent the

impact of this progfam._ 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 o 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’concepfualize the goal of welfare as putting welfare out of businesé.



Government provides recipients with a range of services and incentives aimed
at reducing dependency. Those which may have the greatest direct impact

on the income maintenance programs are related to the "work-incentive”
concept. For the purposes of this discussion, "work-incentive" refers tao.
(1) the degree to which people are positively motivatéd toward employment

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

employment.

First, consider the case of positive motivation, or the "will" to work. An
otﬁerwise 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 were
working; and to hope that his desire for a higher subsistence level for he

and his family, for higher social status in the_coﬁmunity, a more luxurious
lifestyle, or any combination of these will induce the desire fo; 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 jobs. 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 perioas in our history attests to this fact. Today, if

anything, there are more jobs that can and shéuld be done: (1) park improvement,
(2) schoolyard superviﬁion, (3) hospital maintenance and service; the list

goes on,

The constant increase in the minimum wage has had an impact 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 aideé; etc.

One might also argue against a mandatory work requirement that AFDC mothers
with small children belong in the home, We agfée; and they can work at the —
same time, For instance, they can conduct teiephone polls 6r perform typiﬁg
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 perform an important service for themselves and their children, They

can earn theilr welfare checks.
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The second part of the "work-incentive" concept relates to an individual's
ability to work irrespective of Lis motivation. In this regard we should recall
that a ce;ﬁain number of recipients, especially in the adult aid programs,

do not no; and never will have the potential for successful long-~term employ-
ment, Fo; those having work pétential, however, it is our bublic responsibility
to facilitate the f;ll realization of this potential through (1) guidance
counseliég, (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 baéic components of "work-incentive" tend to be positively
correlated. That is, as ability increases so does motivation. This is
conversely true., This expresses.fhe 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 :ecipient's
skill level and should coincide with his interests to the extent possible.

The increased ability to work may lead to a.greater desire ;o work, creatiﬁg
a cyclical relationship which leads to reduced dependence upon public assis-~

tance, and hopefully self-sufficiency.

Counseling, testing, job training and job location services fall within the
purview 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 Management 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 establishing
eligibility and determining grants - a circumstance tﬁat provided almost unlimited
discretion to casewo;kers in the intake and treatment of récipients. As a

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

contributing to larger welfare bureaucracies and higher caseloads.25

Thé 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 determination. 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 ménagément concepts.A
As a result of these changes, welfare caseloads have shown a continual

downward trend. Between September 1971 and September 1973, for example,

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

~

The family 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 éontributions are required and enforced in the

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

To the extent that categorical aid recipients are required to work in the.
private sector, caseloads and public assistance expenditures decrease;
and.to the extent th;t 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 éignficiant progress has been made in this area, existing state laws

make it difficult to prosecute welfare fraud susbects.27

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

of excess real or personal property, the state can collect from his estate.28
During the 1972-73 fiscal year, $187,727 was collected in OAS estates

recoveries.
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Welfare fraud is one source of misspent public funds. Another source is
administrative error, HEW Secreggry 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 overpayments, .Reported error rates in California are

8.4 perceﬁt and 17.8 percent, reSpectively.3o Though California is sub-

!

bstantialiy below the national average, it is estimated that incorrect
grant an; eligibility determinations cause in excess of $100 million in
erroneous aid payments annually.31 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

percent on eligibility decisions and five percent overpayments.32 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 misspenﬁ welfare funds lie in the

inherent complexity of the system and the ina&equacy 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 recommendations for policy, procedure and.legislative change.
AFDC Task Force findings and recommendations will be available in !March

© 1974, The Food Stamp Program is a perfect example of conflicting federal
requirements that cause ertor; waste money, and cause administration nighgpa:es,

due to its nonaligment with other public assistance pfograms;

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 Department
of Social Welfare, the Department of Employment Development functions related
to the collection of California personal income tax withheld by employers and
employer UL/DI insurance contributions, the Department of Health Audit and
Recovery Sections, and the claims payment functions for various Department

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

for reviewing and evaluating the benefit payment systems remaining in the
Dep#rtments of Health and Employment Development, ﬁrincipally UI/DI and

Medi-Cal.
The objectives for the proposed Department are to:

1. Through review and evaluation of payment 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 prograums,
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2. Improve the economy and efficiency of the state's collection of

taxes, and fecovery 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

administrative error in program benefit payment systems.

4, Improve checks and balances within the payment programs presently
administered by the Health and Welfare Agency by establishing
centralized control, financial accountability, responsibility for
tie supervision and administration of payment programs, and by
eliminating the duplication and fragmentation of these payment

programs,

The goél is to cﬁnsolidate payment systems into the Department of Benefit
Payments with program control, the authority for policy decisions, remaining
with the "program" departments directly responsible 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 staff to better specialize in collectiom,

accounting and accounting systems, auditing, monitoring, and payment functionms,

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

pursued, a "financial management" environment will develop with respect to all
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of the state's benefit payment programs - an environment which most clearly

accentuates our dual responsibility to the beneficiaries and recipients

I}

of assistance and to the taxpayer.

/ ; :
i An Alternative View

| .

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

3
with the privacy of the welfare recipients.” 6
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It should be pointed out that this statement was publisﬁed in 1970, prior to
Welfare Reform in California, H;weygr, 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 remaié=

valid arguments against the present categorical aid pfogramé.

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 featﬁres: (1) a
minimum guaranteed level of income for everyone, and‘(2) a system for
reducing 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

8
even" point is reached.3

A number of possible NIT systems have been researched during recent years.39-
Based on a special report prepared for the Department of Soéial-Welfare, the

advantages and disadvantages of NIT may be summarized as follows:
1., Advantages
a. Provides a guaranteced minimum income for all Americans including

the working poor and others who do not qualify for categorical

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

c. Provides full support for those physically unable to work, while
enabling them to receive any earned benefits from social ipsurance

prograns.,

d. Eliminates the cumbersome welfare bureaucracy, thus enabling

more money to be chanheled directly into benefits.

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

in current welfare programs,
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 adminiétrative problems involved in’

setting up a new program.

Disadvantages

a. Initially the NIT system would cost more to operate than the

present welfare programs.
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b. 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

j loss of revenue, . =

c. Some marginal income workers may find it desirable to cut back
{ working hours to qualify for NIT althbugh overall income would

be reduced.4

Superficially, the advantages exceed the disadvantages of NIT, and promise

a solution to some éf 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 estimating
them, Io'illustrate, one study indicates that the number of hours worked bY_AA

low~income males would be reduced by as much as 50 percent, while another study

suggests little or no correlation between NIT and "woik-incentive".4l

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.



21

Perhaps future studies will provide concrete evidence tﬁat "work-incentive"
would not be reduced under NIT. .Pe:haps the time has come for America to
reassess the role of the family unit. Continued effort 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 meet

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 be

sure:

1. Under the present welfare system our goais are to (1) provide
adequate financial assistance to the truly needy who have nowhere B
élse to turn to meet their basic needs, (2) emphésizé‘the family-
unit as a basic element in our society, (3) strengthen the "work-
incentive" of recipients, and (4) base public assistance administra-

tion 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,

Regardless of internal improvements, welfare remains a cumbersaome

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

should be explored.





