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MATERIALS RELATED TO WELFARE RESEARCH
AND EXPERIMENTATION

Over the past decade. the Congress has considered a variety of pro-
posals for major changes in the Nation’s welfare programs. During
this period. a number of significant modifications of those programs
have. in fact. been enacted into law while other proposed changes have
failed to win the acceptance of the Congress. In either case. however,
there has been a continuing high level of legislative interest in exam-
ining the welfare system and finding ways to improve it. Concurrent
with (and, perhaps, because of) this legislative interest, there has
occurred a very subs~tantial amount of research activity related to wel-
fare programs. \

The most widely known of the research projects are a series of
inconie maintenance experiments which provided various types of
income guarantees to sample populations. The genesis of these experi-
ments is described as follows in a three-volume study issued by the
Institute for Research on Poverty. which was the prime contractor for
the first. of the experiments: *Brieflv, OEO had advocated a national
negative-income-tax program in 1965, had been unable to persnade
the President to introduce the legislation. and, therefore. had decided
to fund a project designed to produce hard evidence a~ to its feasi-
bility.” The first experiments were begun in metropolitan aveas of New
Jersey in late 1968 and continued for several years with the final report
submitted in December 1973, Additional income maintenance experi-
ments have been conducted in rural areas of Iowa and North Carolina,
in Gary. Ind.,and in Seattle and Denver.

These various experiments have provided data upon which numer-
ous analytical studies have been based both by the individuals involved
in the research projects and by other commentators. The conelusions
drawn from the data produced by the studies have not always ehtained
universal acceptance. For example. the summary report on the New
Jersey experiments published by the Department of Iealth. Educa-
tion, and Welfare states: “The most striking feature of the findings
1s that the observed changes in labor supply in response to the experi-
mental payments were generally quite small.” By contrast. the data
from the ~ame experiment led John F. Cogan of the Rand Corp. to
comment : *The centrzl finding of an :m:ﬁysis of the labor supply
response of white male heads of household in the New Jersev-Penncyl-
vania Negative Income Tax Experiment is a large, statistically signi-
ficant labor supply withdrawal.”

In addition to the highly publicized income maintenance experi-
ments, there has been a considerable body of other research related to
welfare programs over the past several years. These include evalua-
tions of various aspects of existing programs, a longitudinal study of
the welfare population. a number of experimental studices related to
the employment of welfare recipients and studies of the administra-
tive aspects of the programs.

(1)
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The purpose of this document is to make available a selection of
writings which summarize and provide some commentary on a num-
ber of the welfare research efforts which have been undertaken in
recent years. Some of the studies reproduced have been copyrighted,
and the committee has obtained appropriate permission to reproduce
those items in this print.



I. The Dynamics of Welfare Dependency: A Survey
(By David W. Lyon)
A StMMARY oF THE DyNayics oF WELFARE DEPENDENCY: A SURVEY

The objective of this paper is to draw upon available research in
welfare dvnamics to answer a set of specific questions regarding the
use of public assistance—questions that are central to the design of
alternative income maintenance systems, We take stock of what we
know and. by exclusion. what we don’t know about the use of welfare.

First we look at length and pattern of dependency and answer the
question: how is the caseload distributed between short-term and
chronic users of welfare? Second. we describe the welfare decision and
answer the questions: what are the major factors that bring a family
to turn to public assistance? What are the reasons a family leaves the
rolls? What impact do program features have on the welfare decision #
Third. we investigate levels and sources of income for welfare families
and answer the question: how much income from nonwelfare sources
do welfare recipients have over time? We assess the impact of job
training and emplovient. programs on the welfare decision and at-
tempt to answer the question: what effect would work programs have
on improving chances for nousubsidized employment and reducing the
welfare rolls? Finally. we look at the long-term effect of dependency
on fanily behavior and discuss the implications of research on case-
load dynamics for welfare reform.

ORIGINS OF RESEARCH ON WELFARE DYNAMICS

Ca~cload forecasting for federal, state and local government welfare
agencies.

Experimental studies of work incentives and income guarantees.

Studies of welfare families over time, identifying length of de-
pendency. income sources and impact of government programs on the
welfare decision,

This review emphasizes research on the AFDC and general assist-
ance programs. drawing upon analysis of caseload behavior at the
local, state and federal levels.

LENGTH OF DEPENDENCY

The existing welfare system provides cash and in-kind benefits that
greatly exceed incomes available from full-time employment in mini-
mum wage jobs.

Getting public assistance is not a permanent condition for a major-
ity of families on the rolls: most cases stay on the rolls for less than 3
vears and the average stay is between 2 and 3 years in duration.

Three tvpes of cascload samples have been used to measure length
of dependency: numbers on the rolls at a certain point in time; all
cases ever on welfare; and first-time recipients (opening cohorts).

(3)
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Each gives a different profile of the duration of stay and has a differ-
erit purpose for policy analysts: over 60 percent of cases on the rolls
at a point in time are cases of long-term continuous dependency (3
years or more) ; less than 10 percent over a 6-year span will be long-
term cases; and a third of all cases in an opening cohort will be long-
term depcndents, Therefore, before conclusions are drawn from studies
of welfare dynamics, the characteristics of the caseload sammple must
be known.

Patterns of weifare dependency suggrest high levels of caseload turn-
over. Over half of the nearly 1,000,000 cases on welfare in New York
City from 1967 to 1972 were replacing cases that had been on the rolls
but had moved out of welfare.

THE WELFARE DECISION

Benefit levels vs. wages.—Findings support the alternative income
hypothesis: as benefit levels or bcnof%?/wage ratios rise. case openings,
applications and welfare participation increase and employment rates
decrease.

Benefit-loss rates—Higher benefit-loss rates result in less work ef-
fort ; lower rates result in more work effort. Lower benefit-loss rates
tend to result in more mothers (AFDC) working rather than an in-
crease in hours worked.

Policy variables like the benefit-loss rate are not likely to have much
effect in moving families off the rolls. The mean employment rate—
1S percent—is so low that large percentage changes in work effort do
not change the fact that most AFDC mothers do not work.

Work incentives are likely to increase welfare costs because of higher
administrative costs or higher benefits for mothers who already work.
Lag in reporting income and caseworkers discretion in counting de-
ductible income results in lowering benefit-loss rates.

Multiple benefits.—The AFDC grant is only 55 percent of the total
income (welfare and nonwelfare) received by dependent families in
New York City, Michigan and California. Eighty-three percent of all
AFDC cases in New York City receive cash and in-kind benefits at a
value higher than the poverty line. and 95 percent have multiple bene-
fit incomes (food stamps. Medicaid, shelter allowances, child care,
nonwelfare income and the basic AFDC grant) higher than that
vielded by a full-time minimum wage job without government
supplements.

Short-term cases had much higher levels of Medicaid-paid health
care than long-term cases. Much of the movement onto welfare is
cansed bv demand for health care not covered by private insurance
plans. Welfare may mask a large number of families in need of low-
cost health insurance rather than cash assistance.

Employment opportunitics—The job market has a measurable ef-
feet on the welfare decision in spite of widespread concern that public
assistance is a system quite apart from the ups and downs of the na-
tional economy.

The explosion of the AFDC caseload during the 1960's, when the
national economy was healthy. was related primarily to factors other
tian changes in employment opportunities.

WMigration—Rather than being a direct reason for interregional
migration, the welfare svstem enhances the attractiveness of regions
with high wage levels, because it represents insurance in case a job-
is not available. But the primary factor in deciding where to migrate



5

seems to be labor market conditions; differences in state AFDC bene-
fit levels have only a minor influence on the relocation decision of
poor families.

Family composition and desertion—Reform of the welfare system
1S not liﬁely to reduce the trend toward non-white female-headed
families, a trend that has far more complex origing than the avail-
ability of public ascistance.

Attitudes toward dependency—Growth of the AFDC rolls durinﬁ
the 1960's was primari{y the result of more people moving on the rol
and secondarily of incrensed grant levels. More people were enrolled
because more people found out about its availability and because it
was increasingly acceptable to be on welfare—both changes having
been fostered by the welfare rights movement.

A similar change in attitude might greatly increase participation
and caseload size for the AFDC-Unemployed Fathers program. Cur-
rently. in part because of sensitivities to income origin in this group,
participation rates are low for this program.

Administratice factors—Administrative discretion is an important
factor in the constantly changing patterns of the AFDC caseload.
The short-run forecasting of casclonds is confounded by sudden
shifts in case openings and closings related to changing administrative
procedures. However. it does not offset the evidence that welfare
dependency is essentially an economic decision.

EMPLOYABILITY AND INCOME

Employability is an elusive concept because objective measures do
not fully reflect either the potential for or motivation of welfare fam-
ilies for finding work.

Far more families on the welfare rolls are emplovable and receive
earnings from employvment over periods of 1 or 2 years or more than
is reflected in point-in-time samples of the caseload.

The public cost of day care and related work expenses is <o high for
many welfare mothers that they may actually earn less than it takes to
keep them emploved.

Earnings play a major role in the long-term income package of
families who are on welfare at various times, even though earnings
are less important in those times when welfare is received.

There 1s little difference between the income package of female-
headed families who have been on welfare and the package of those
who have never been on welfare.

The income and behavior of welfare families must be tracked over
time to understand how welfare fits into an overall package of family
income.

EMPLOYMENT AND TRAINING PROGRAMS

There is little evidence that job training and employment programs
have been the source of the dynamic patterns uncovered in studies
of the welfare population.

Employment programs may, at best, decrease the level of public
assistance pavments while the duration of stay is unaffected.

CASE BEHAVIOR AND LENGTH OF DEPENDENCY

Welfare recipients may become used to dc\)emler}cy and more
resistant to leaving the longer they are on the rolls. This phenomenon
has been called the “settling-in” effect.
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Tf settling-in occurs. it conld result in the need for a continuation of
stringent work and income eligibilty tests under any welfare reform
option—from an incremental to a full guaranteed income approach.

There is no clear evidence on whether settling-in actually occurs
and what. if any, policies are necessary to offset its effects.

IMPLICATIONS FOR WELFARFE POLICY

Tt cannot be accurately predieted whether labor foree withdrawal
and ‘or work dizincentives would be greater under a guaranteed income
olan than under AFDC. The impact of a guaranteed income can only
partially estimated from existing research on welfare dvnamices.

In spite of the many inefliciencies and inequities in the current
income support prograin, most families use the welfare system as in-
tended—as a temporary source of income during periods of unemploy-
ment or other loss of normal incoe.

INTRODUCTION

The picture of welfare dependeney that has emerged since research
on “the welfare decision™ began in earnest over ten years ago is both
clearer and more complex than the common image of a permanent wel-
fare class. There is sn})sumt ial evidence that families decide whether to
apply for or remain on welfare in an economically rational fashion. s
the dollar value of benefits increases. more families will choose welfare
over their available income sources, and, as benefits are taxed away at
higher rates there is less work eflort. Still additional factors are at
work. Analysis of welfare caseload dynamics (behavior of welfare
families over time) has shown. for example. that the composition of a
family strongly influences the length of a welfare stay. Intact hou~e-
holds (AFDC-UF and general assistance cases) tend to stay on wel-
fare for a <horter time than female-headed families (AFDC cases),
and length of stay increases with the number of children in a case.
Administrative changes have also been found to change movement off
and on the rolls and, therefore, the average length of stay. The
strinzency of eligibility controls, employvment reporting requirements
and changes in recertification procedures have all had ~ignificant effects
on the size of the welfare cascload. Finally. the attitude toward welfare
of eligible families has affected their decision to seck assistance.

The objective of this paper is to draw upon available research in
welfare dynainics to answer a sct of specific questions about the use of
public assistance—questions central to the desigm of alternative income
maiutenance systems. We take stock of what we know and, by exclu-
sion. what we don’t know about the use of welfare.

First, we look at length and pattern of dependency and answer the
question: how is the cascload distributed among short-term and chronic
users?

Second, we describe the welfare decision and answer the questions:
what are the major factors that make a family turn to public assistance,
what are the reasons a family leaves the rolls, and what impact do pro-
fram features have on the welfare decision? Third, we investigate

evels and sources of income for welfare families and answer the ques-
tion: how much income from nonwelfare sources do welfare recipients
have over time? We assess the impact of job training and employment
programs on the welfare decision and attempt to answer the question :
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what effect would work programs have on improving chances for non-
subsidized employment and reducing the welfare rolls? Finally. we
look at the long-term effects of dependency on family behavior and dis-
cuss the welfare reform implications of rescarch on caseload dynamics.

OriGins oF Researcr o WELFARE DyNvayics

Interest in the dynamics of welfare dependency has stemmed from
three quite different. but equally pragmatic, pressures to identifyv the
effects of welfare policy and economic conditions on caseload growth.
The first pressure was the desire by welfare administrators both at the
federal, state and local levels to improve their forecasts of the caseload
for budget purposes. A number of caseload models were developed to
sce if a careful sorting out of economic and poliey factors would result
in better predictions than resulted from “best guesses” by agency per-
sonnel. In general, the models do not give betier predictions than sim-
ple trend analysis combined with good judgment. The madels have been
useful, however, in sorting: out benefit levels. job opportunitics and
policy changes as each contributes to caseload growth,

A second area of research came as a respon-e to proposals for sim-
plifving the welfare system by means of a gnaranteed annual income
for all families. Congressional critics of a simplified svstem arzued
that productivity would be seriously and permanently dampened, with
the result thar many families might never feel the need to work again,
Economists did not argue whether there might be zome work disincen-
tives—clearly there would be some—bhut they set out to see how much
work effort declined when families received cash transfers of different
amounts. The most notable study—the New Jersev Income Mainte-
nance Experiment—was funded by the federal Office of Economie
Opportunity and was designed to measure how work efflort changed in
response to different henefit levels and benefit-loss rates. For the first
time low-income families were “tracked™ over time to see how they
responded to a regular flow of unearned income supplied by the
government. .

The third area of research on welfare dynamies stemmed from a lack
on information on how families made use of welfare benefits over time.
A substantial number of case openings and closings s recorded in any
one month. but there is little information on how many of the cases
closed were the ~ame ones that opened in the same or subsequent
months. In a broader context, policy analyvsts wanted to know how
groups of low-income families use welfare and related transfer pro-
grams to supplement earnings. how frequently they use welfare over
time, and what portion of annual income comes from welfare. The
major policy question was whether the same families make recurring
use of welfare without any other income sources, or whether welfare is
more of a temporary, “backup” source of income when a family falls on
hard times.

This survey draws upon research carried out in these three areas of
investigation, concentrated primarily on the Aid to Families with
Dependent Children (AFDC) program because it is the largest
national program and has been the focus of most research efforts.!
Reference is made to general assistance programs when appropriate.

1 We have not incorporated detailed findings from the negative income tax experiments
for two reasons : first, because they are widely known and, second, because family: response
to benefit levels and tax rates were generally consistent with the bebavior found for
families in the AFDC program.
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Our main objective is to review what is known about the dynamics of
the existing welfare system and what existing patterns of dependency
tell us about how families might respond to modifications of the cur-
rent system. We fméuentl draw upon research studies of welfare sys-
tems in New York City, California and other locations, in addition to
studies of the national caseload. The reason is that very little informa-
tion is available to researchers on the behavior of welfare families over
time, and what is available tends to have been specially prepared for
studies of city or state systems. A Jparticularly rich set of findings is
available for New York City and California—two of the largest local
caseloads in the country. Whenever possible, we have compared the
local _ﬁndmﬁs with studies that uzed national data bases. On specific

uestions where comparisons are possible, local and national data give
similar profiles. Where comparisons were not possible. the studies of
local systems should be very suggestive of patterns at the national level.

There are a number of studies listed in the bibliography that are not
referenced in the text. Many of these influenced our tEinking and the
research designs of the studies discussed, but it was simply not possible
to draw them all into the presentation.

NGt OF DEPENDENCY

Concern that public assistance will create a permanently depend-
ent population has been a criticism of both the existing welfare
svstem and of proposals for reform. The concern is based on two
arguments. First. that benefits are or will be so high that many families
could have higher incomes from public assistance than from the pay-
check typically accompanying low-wage jobs. Second. once on welfare
there is little incentive to turn to work if $1 of welfare benefits is
taken away every time carnings increase by $1. There is substantial
evidence that the existing welfare system in some states does provide
benefits that greatly exceed incomes available from full-time employ-
ment in minimum-wage jobs. and that at some earnings levels tax
rates on multiple welfare benefits could be near or in excess of 100
percent. (See Lyon. et al., 1976: Smith. 1976 California-DBP. 1975;
Aaron. 1973: and Hausman. 1975.) However. research on the
dvnamics of welfare dependency does not support the concern that
receipt of public assistance is a permanent condition for a majority
of families on the rolls. In contrast. researchers have found that
most welfare cases stay on the rolls for less than 3 vears; that
the average stay is between 2 to 3 vears in duration: and that there
are far more cases on the rolls over a - or 6-year period than are
reflected in monthly welfare statisties,

A common means for measuring length of dependency is to ask how
long a sample of families drawn from the monthly caseload has been
on the rolls since their cases were last cpened. The national survey of
the AFDC case load in January 1973 documents that 2 years is the
median length of stay since the family interviewed last came onto the
Tolls. (See Table 1.)

There were more cases for 1 vear or less—30 percent—than there had
been for more than 5 vears—18 percent. Two comparable samples of
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AFDC welfare cases for New York City show a somewhat smaller
proportion of short-term cases and more long-term cases than the
national sample. Both New York City data files (from separate
studies) show that the median duration of stay is about 3 years, or one
vear greater than the national median. None of the thiree studies sug-
gests that most AFDC cases have a permanent attachment to the
rolls.

TABLE 1.—AFDC CASES BY TIME ON WELFARE SINCE MOST
RECENT OPENING, UNITED STATES (1973), AND NEW YOPK
CITY (1971 AND 1972)

Percentage of all cases

o New York New York
City, Ostow/ City, Rand/
Time on welfare since most United States, Dutka, Sep- Rydell, De-

recent opening January 1973 tember 1971 cember 1972
Lessthan6mo............. .. 17.3 6.0\ 204
émotol-yr................... 12.9 9.0/
lto2yr................... ... 19.1 16.0 18.8
2to3yr. ... 15.4 12.0 13.7
3todyr...... ... 9.7} 27.0 9.6
4todSyr. ... .. . ... 7.2 10.0
OverSyr.. .. .. ... ......... 18.4 30.0 27.5

Total.................... 100.0 100.0 100.0
Median years since most re-
centopening................ 2.0 3.25 2.78
Number of cases in sample... 31,000 873 249,000

Source: U.S. Department of Health, Education, and Welfare, Findings of the 1973
AFDC STUDY: Part 1, National Center for Social Statistics, NCSS Report AFDC-1
(73), June 1974, p. 80; M. Ostow and A. B. Dutka, Work and Welfare in New York
City, Johns Hopkins Press, Baitimore, 1975, table 3.1, p. 27; C. P. Rydell, et al.,
Weifare Caseioad Dynamics in New York City, the Rand Corp., 1974, table 2.13.

THE EFFECT OF SAMPLE TIME FRAMES

The profiles in Table 1, however, can be misleading. The distribu-
tions of length-of-stay are for a point-in-time, month) sample and they
do not reflect all previous periods of dependency. Welfare rescarchers
have shown that peint-in-time samples underrepresent short-term cases
and that large portions of the caseload have intermittent rather than
uninterrupted periods of dependency.? Significant evidence of the im-
pact that sample time frames Lave on the analysis of welfare dynamics
was presented by Rydell, et al. (1974). They compare the istribution

*For a discussion of the effect of time-frame censoring on the analyxis of welfare
dynamics, see J. R. Hosek's presentation in Appendix A of R-2002-HEW, “Multiple
}\'o-llﬂro Benefits in New York City.” by D. W. Lyon, et al.. Tue kanud Corporation, 1956,
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of welfare histories over a 6-vear period from 1967 to 1972 for cases on
the rolls at a point in time (December, 1969) and for all separate cases
on the rolls over the 6-year period. The analysis is for New York City
welfare cases. Only 3 percent of the point-in-time sample were on the
rolls less than 1 year. whereas nearly 50 percent of all cases on over
the 6 ycars were on less than 1 year. (See Table 2.) In both caseload
universes over 20 percent of the cases moved on and off the rolls inter-
mittently over the 6-year study period, all other cases had continuous
dependency from several months to 6 years in duration. So a longer
time “window” on welfare dependency than one month suggests that
there is very little true permanent dependency ; only 6 percent of the
“all cases on™ universe were on the rolls continuously for 3 or more
years compared to 63 percent for the same group in that point-in-time
universe.

TABLE 2.—EFFECT OF DIFFERENT TIME FRAMES ON MEASURE
OF WELFARE DEPENDENCY, NEW YORK CITY, 1967-72

Time frame of sample (percentage of

all cases)
Cases in an
Cases on opening
welfare at cohort
All cases on point-in-time (February
welfare  (December 1967 to
Welfare history, 1967-72 (1967-72) 1969) June 1967)
Short-term continuous (less
thanlyr)................... 49.7 29 17.4
Intermediate-term  continu-
ous(lto3yr)............... 23.4 89 10.8
Long-term continuous (over
3y 5.7 63.2 333
Multipleterm................. 21.2 25.0 38.5
Short(lessthanlyr). . ................ .8 (8.6
Intermediate (1to3yr)................ (5.4 {10.5
Long(over3yr)........coeeiiia.... (18.8 19.4
Total.........c.oene..t.. 100.0 100.0 100.0
Number of cases............... 390,000 391,000 65,900

Source: C. P. Rydell, et al., 1974, table 2.5 and 2.6.

The choice of a caseload universe clearly has an effect on conclusions
drawn from research on welfare depend};ncy. Point-in-time samples
are the most frequently used simply because they are the easiest to draw
from case records, yet long-term cases are larger and tend to receive
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lower per capita welfare benefits than short-term cases. Research find-
ings from point-in-time samples will give only one view of employ-
ment experience, incone sources, lengtt of stay and responsiveness to
work incentives.?

Despite these shortcomings. point-in-time samples are useful in two
ways. First, administrators and policy planners frequently want to
know the characteristics of cases on the rolls “right now.” In any one
month most expenditures are made on cash payments to long-term
caes. 80 a point-in-time profile of dependency accurately portrays how
the budget is allocated. Second. very few data are avnilahle on depend-
ency putterns vor all cases on the rolls over long periods of time, No
national statistics are maintained on case histories. and lncal social
service agrencies usually purge their machine-readable records of closed
cases & month or two after pavments are terminated. Two notable
longitudinal data files of welfare cases—one for New York City
(Rydell, et al.. 1974) and another for Alameda County. California
(Wiseman. 1976)—involved costly file sampling, searches and process-
ing for even the most rudimentary case information. A number of
states (among them Illinois, Michigan and California) are just
heginning to keep complete case history records of all cases, including
those that opened for only brief periods of time,

One survey of income dynamics, the Panel Study of Income Dynam-
ics (PSID) carried out annually by the University of Michigan’s
Institute for Social Research provides the best available pictare of
dvnamics for the national welfare caseload. Martin Rein used the
PSID sample of 5000 families to answer the question: “Is there a
welfare class2” (See Rein. 1976.) He measured the duration of stay
for every female-headed family that ever received welfare during the
T-vear period from 1967 to 1973.* Like Rydell. et al.. for New York
City he found far fewer long-term cases than in a point-in-time sample.

Rein found 26 percent of those families ever receiving welfare to be
long-term stayers with continuous dependency. and another & percent
of long-term cases with intermittent dependency. (See Table 3.) Tn
total, the chronically dependent cases were one-third of all families
who had received welfare during the period. Nearly 40 percent of the
sample had only short-term dependency of 1 vear or less. Both the
Rein and Rydell. et al. studies indicate that welfare is a “permanent?
or chronic condition for a portion of the caseload. ar.d that the portion
is hetween one-third and one-tenth of all cases receiving assistance over
along time.?

iFor a ?rowgtauon Pt the differences between long-term and short-term cases, see
Rydel], et 2l 1974 L and Lyon et al.. 1976,

‘Rein’s female-headed families do not fully exhaust the AFDC caseload because he
anzlyzes ouly women ietween 25 and 55 vears of sge. The 1973 AFDC Survey reports
that half of the mothers on AFDC were less than age 30,

*The “all cases on” epproach to measuring length of stay. is complicated by an “end
poiut” problem. Cases closing at the beginning of the sample time frame or opening
at the eud are counted as lens than 1-year stays, even though they might be the end or
begiuning of a lung stay. Rydell, et al (1974), partially svlves the problem by excluding
cares in the beginuing and ending months.
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TABLE 3.—-DURATION AND PATTERN OF WELFARE DEPEND-
ENCY, THE UNITED STATES AND NEW YORK CITY, 1967-

72/73
{In percent)

Rand/Rydell-New
Rein-United States York City separate
familieseveron cases on welfare,

welfare with head all categories
18 to 55 yrold, of assistance,
Welfare history 1967-73 1967-72
Short-term continuous (1 yr or
less).......... ... ... 38.0 49.7
Intermediate-term continuous (1
to3yn)........... 18.3 23.4
Long-term continuous (over 3yr).. 26.1 5.7
Multiple-term ... ................. 17.7 21.2
Intermediate. ................. (100)................
Long.......................... 77)................
Total........................ 100.0 100.0
Number of cases in sample....... 748 390,000

Note: Rein data is for families only with head between 18 and 55 years of age
taken from the Panel Study of- Income Dynamics; Rand data is for both family
cases and single-person cases, including recipients of AFDC; AFDC-UF; general
assistance (Home Relief); Aid to the Aged, Blind, and Disabled. Long-term de.
pendency in Rein data is for 4 or more years; more than 3 in the Rand/Rydell data,

Sources: M. Rein, “Is there a Weifare Class,”” mimeo, 1976, table 2; C. P.
Rydell, et al., Welfare Cassload Dynamics in New York City, The Rand Corporation,
1974, Table 2.5, p. 16.

A third approach to measuring the duration of welfare dependency
istotrack an “opening cohort™ of cases over tiwe. This segnient of cases
can provide answers to the question: “how long will welfare cases
that open today stay on the rolls?” This ap‘)mach is equivalent, for
example, to assessing the length of stay of all patients admitted into
a hospital on a given day—it controls for changes in the composition
of the caseload over time. Again, Rydell. et al. (1974), shows the
sharp difference between the welfare histories of cases in an opening
cohort and all cases on the rolls at a point in time. A group of cases
going on the rolls between February and June of 1967 and tracked over
the subsequent 5.5 yecars had fewer long-term cases and more short-
term cases than the point-in-time group. (See Table 2.) On the basis
of the data in Table 2 for an opening cohoit, a welfare administrator
can say that of all cases getting on the rolls in any 5-month period,
42 percent will be on welfare for more than 3 years. either continuously
(33 percent) or intermittently (19 percent).

Rydell, et al., also calculated how long it takes for one-half of all
cases getting welfare for the first time on any given day a week to
close—a concept they call the half-life of « welfare case. They found
that AFD(C' families with two or more children have a half-life of
2.5 vears, and those with only one child have a half-life of 1.5 years;
with an average half-life of 2 years for all regular AFDC cases. In
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short. having children seems to account at least in part for a family
staying on the volls longer.

\ study of the AFDC caseload in the State of California by Boskin
and Nold (1975) tracks the history of H0 cases opening in January
1965 over the subsequent 5 years—1965 to 1970. They estimate the
mean duration of stay on the rolls to be strongly related to race and
wage level expected by the household head in the job market. Whites
were on the rolls an average of 1.5 to 2.0 vears during the 5 years,
and nonwhites averaged between 2.5 to 3.5 years over the period.
Cases with heads expecting a higher than minimum wage in the job
market have stays roughly 1 year less than cases with heads facing a
lower than minimum wage, regardless of color. One significant pont
on this broad picture is that nonwhites facing lower than minimum
wage job opportunities are expected to average nearly o years per

stay on the rolls.*
CASELOAD TURNOVER

There is a great deal of turnover in the welfare caseload. Ryvdell, et
al., found that there were 992,000 separate cases on the rolls in New
York City between 1967 and 1972

The highest monthly caseload in the 6-year period was 523.000 in

September 1972, so there were nearly twice as many separate cases
on welfare over the 6 vears than there were in the month with the
highest caseload. The authors conclude that “of the 992,000 cases on
welfare in New York City from 1967 to 1972 . . . 226,000 were on the
rolls at the stait of the period. 297,000 came from caseload growth
during the period. and 469.000 resulted from permanent caseload
turnover.” 7 Permanent caseioad turnover occurs when a closed case
never returns to the rolls and is replaced by a case never hefore on
welfare. Thus. over half of the 992,000 cases on the rolls in the 6
vears were simply replacing a case that had been on the rolls but
left permanently. This profile gives further evidence of the high level
of movement on and off the welfare rolls over time.

Tine WELFARE DecisioN

Why rhis tuunover rate? An obvious reason is that families move
onto welfare when they have a sudden loss of income or incur such
high expenses that they can’t make ends meet. Critics of the welfare
svstem have never been unwilling to accept the argument that welfare
is. in principle. an economic decision; but a number of dramatic
changes in the rolls during the last 15 years suggested that something
other than a simple economic decision was controlling growth in the
caseload.

First, there was the explosion of the rolls during the 1960’s when
the economy was strong. At a time when unemployment races were
low and the number of employed persons was reaching new highs,
welfare dependency was expanding. Second, there frequently were
wild swings in the number of monthly case openings and closings
that could not be easily related to changes in the economy or changes
in welfare benefit levels.

Welfare researchers spent a good part of the late 1960’s and early
1970’s sorting out the various factors that account for changes in the
rolls. They found that, indeed, indigent families were quite rational
" # See Boukin avd Nold (1975), Table 3.

TC. P. Rydell, et al. (1974), p. 44.

35-071-~78—2
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in making a decision between work and welfare, but that their move-
ment on and off the rolls was affected as much by personal attitudes
toward welfare and changing administrative policies as it was by the
Tevel of benefits and the benefit-loss rate built into the programs. The
basic decision to choose or not choose welfare was quite rational within
the rules of the game, but as it turned out the rules were frequently
changed.

While much work was done to show that the behavior of welfare
recipients is consistent with the tenets of rational economic behavior,
it al~o beeame clear that the same rationality might lead to periods of
extended dependencey simply because the AFDC Frogmm, in combina-
tion with other income transfer programs, actually tends o discourage
taking a job (work disincentives). Until 1967 when the tax rate on
carnings was lowered to 67 percent, AFDC recipients lost $1 of
benefits for every dollar they earned—an effective tax rate of 100
pereent. In the Congressional debate that focused on the pros and cons
of the negative income tax. it came to light that AFDC families who
also benefit from food stamps. Medicaid and housing subsidies could
face tax rates as high as 120 pereent on earnings under existing and
proposed programs. The difficulty of lowering the combined tax rate
on multiple program benefits was forcefully presented by Aaron
(1974).

Other work disincentives were identified. Two of the more fre-
quently cited were family disolution and interregional migration:
real or feigmed abandonment. of a family by a father could result in
greater family income than if the household were to remain intact;
and higher welfare payments in heavily urbanized States might en-
courage migration of poor families to central cities with high unem-
plovment.

We turn now to an overview of research on welfare dynamics that.
ha~ identified factors entering into the welfare decision and measured
the contributions of each to the growth of the rolls.

ECONOMIC FACTORS

Benefit levdls rs. wages—\ common test of the welfare decision
a~ a rational economic choice is to compare potential benefit levels to
wage levels from available jobs. After controlling for other factors,
studies in this area generally ~upport the alternative-income hypoth-
e-i<: as benefit levels or the benefit/wage ratio rise. case openings.
applications and welfare participation increase and employment rates
among welfare families decrease. An excellent survey of the welfare
models in the context of caseload forecasting is contained in
Abrahamse. et al. (1976).

Two major conclusions can be drawn from efforts to trace the wel-
fare decision as a choice between earnings from work or income from
a welfare check. First, researchers have found the welfare decision
difficult to trace (or model) and they have been appropriately cautious
in stating their conclusions. The main reason is simplly that there are
not enough data to account for all the economic and administrative
factors that enter into the welfare decision. Movement on and off the
rolls is as much a function of the changing supply of welfare (eligibil-
ity rule changes, work test and administrative stringency) as it is of
the demand for welfare,

Yet with all the complexities and inadequacies of research in this
area taken into account, it is possible to say that benefit/wage relation-
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¢hips go a long way in explaining welfare deci~ions by actual or would
be reeipients.

The second conclusion is that there is a definite tendency for models
to become more elaborate when information on the welfare decision
1z incorporated into the analysis. The more elaborate models become,
the less aceexsible they are to the tatf of welfare agencies for foreeast-
ing purposes. Thus. there is a conflict between the desive of welfare
admmistrators to know why the caseload is changing, and their need
10 know «what will happen for nse in annual budget estimates. Answers
to the “why™ question require researchers to develop more complicated
models, while far simpler models may actually perform better figuring
out the “what™ of the }ul ure,

Sumrall, Bluestone, and others (1976) at the Social Welfare Re-
rional Research Institute in Boston have concluded that quite differ-
ent models may be reguired for different states and different regions
of a ~tate because of wide variations in recipient hehavior and admin-
istrative policy. In effect, there does not scem to be a simple coneepir 1
minlel of the welfare decision that can be uniformly applied to the
weifare svstem. There are many sv<tems (at least one for cach state)
and there may be more than one appropriate model to explain family
behavior.

Benepit-loss ratex— X\ number of studies of the AFDC program have
nmeasured the effect of henefit-loss rates on work effort of case members,
The most notable studies inelude Hausman (1970) 0 Appel (1972):
Gartinkel and Orr (1974) : and Williams (1975). The benefit-loss rate
15 the rate at which benefits are taken away as earnings increase,
Iirher welfare rates are expected to result in less effort to get or stay
on a job. The studies are franght with the ~ame data problems discus=ed
above. But they also show on a broad basis, that welfare families do
react 1n the expected way : higher rates. less work. lower rates, more
work.

Appel (1972) analyzed the employment rate of AFDC mothers in
Michigan before and after the institution of the lower tax rate on
earnings. He concluded that the emplovment rate increased signifi-
cantly throughout the state and in some cases almost doubled. How-
ever. he found no increase in earned income for the average case. sug-
gesting that the lower benefit-loss rate encouraged more mothers to
take some empioyment but that there was no indication that mothers
on average worked more hours. The net result was that *short-run
asts to the taxpaver increased for emploved mothers who received
child care subsidies because the actual earnings were <o low.” (Appel,
1972)

Garfinkel and Orr (1974), using a national data base for 1967,
found that employment rates would increase by 7 percent for every
10 percent reduction in the welfare Lenefit-loss rate. Furthermore, they
found that the employment behavior of AFDC mothers is quite similar
to that of married women. However, they concluded that poliev varia-
bles like the henefit-loss rate are not likely to have a big effect in fam-
ihies’ wetting off the rolls. Combining a series of major simultaneous
policy changes, their estimates imply that 50 percent of the AFDC
nothers in a typical state would still not work.® (Garfinkel and Orr,

*The changes would be to simultaneously decrease the guarantee by 40 percent, the
tas rate by 35 percentage poiuts and zggregate unemployment by 1.5 percentage polnts:
inerease the levels of set-aside and deductions by ;50.00 and the percentage of the
g‘s‘egcoad receiving rehabilitatisa erivices by 20 percent, and impose a work test in all

8,
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1974, p. 283). Like Appel. they also concluded that work incentives
may actually increase welfare costs hecause cf higher administrative
costs or higher benefits for mothers that already work.

Two studies of benefit-loss rates under the AFDC program suggest
that rates may actually be below their nominal level. Barr and Iall
(1975) found that effective tax rates were below 1060 percent before
the policy change in 1967. Lags in reporting earnings and flexibility in
defining deductibles both lead to henefit-loss rates closer to 50 or 40
percent or even lower than the nominal level of 100 percent effective
before the 1967 policy changes. With the drop to a nouminal level of 67
percent in 1967, it is likely that the effective rate is now even lower.
R. Williams (1975) estimated real benefit reduction rates for a dif-
ferent sample than Barr and Hall and found much the same thing—
real tax rates were far below the nominal rate of 100 percent. In the 10
states sampled, the rates were consistently below 50 percent.

The Barr-Hall and Williams findings suggest that administrative
discretion is extremelyv important to the maintenance of work incen-
tives for welfare families. In fact. the institution of a guaranteed
income plan with a 50 percent benefit reduction rate without work
expense deductions would probably result in greater work disincentives
than welfare families currently face under the A\FDC program.

Multiple henefits.—On the other hand. work ‘neentives reflected in
low AFDC benefit-loss rates arve offset by additional welfare benefits
that ave income conditioned—food stamps. Medicaid, public honsing
and dayv care. The combined receipt of henefits from these programs
and AFDC have been shown to result in nominal benefit-loss rates
in excess of 100 percent—a £1 increase in earnings results in more than
a dollar loss in either in-kind or cash welfare benefit. (See Aaron,
1973.) W. Williams (1975) suggests that high marginal tax rates
among varions welfare programs may have been the major cause of
the defeat of the Nixon Family Assistance Plan and. indeed. he notes
that had the consequences of multiple program benefits been thought
through, tie administration might not have <upported a negative
income tax. There is no published measure of the actual marginal
tax rate faced by AFDC families also receiving Medicaid. food stamps
and day care, but clearly once a familv loses eligibility for welfare,
in-kind benefits may be curtailed in addition.® Thus, it is likely that
work incentives built into the AFDC program are at least partially
and mav be fully offset by the existence of multiple program benefits.

The decision to turn to welfare and the duration of stay is likelv to
he affected not only bv work disincentives. but also by the absolute
level of benefits available from multiple program sources. A study by
the Rand Corporatior: (Lyon. et al.. 1976) of multiple benefit levels
in New York Citv found that 83 percent of all AFD( cases received
over $5,000 in cash and in-kind benefits during 1974 : and that 95 per-
cent of the cases were over an annual income ($£4.200) that would be
forthcoming from a job paying minimum wages.® \ four-person
case averaged over $6.600. The benefits measured included the AFDC
grant, food stamps, Medicaid-paid health carve. shelter allowances,
child care and nonwelfare income. In total. the AFDC grant was
found to be only 55 percent of the income available to the family.
" Shkuda (1976) found that many cases closed off the rolls fall to cnotisus Medicald-
paid health care even though they are still eligible.

* A minimum waze job was used ax & menxure of what an AFDC mother might find

in the job market. But in fact, some in-kind benefits are available to and used by many
low-wage workers.
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Clearly, the welfare decision is made in response to more than just
the Lenefit levels and tax rates embedded in the AFDC program.

The Rand study found that short-term and multiple-time cases had
much higher levels of Medicaid-paid health care than cases on the rolls
continnously for 3 vears or more. The authors conclude that a good
deal of the movement onto the rolls is caused by a demand for health
care not covered by private insurance plans, and that welfare may
mask a large number of families in need of health insurance more
than income maintenance. In any event, it i« clear that welfare de-
pendency is very much tied up with short-run deinand for health care,
and that there have been no effective attempts to identify where the
two svstems overlap and where they should operate independently.

Employment opportunitics.—An alternative view of the economics
of the welfare decision is simply that unemployment creates a demand
for welfare. Wage levels and benetit-loss rates have only a secondary
effect if a family head is without a job and welfare is an available
source of steady income. Most researchers have viewed unemployment
a8 just one of a number of economic factors that explain changes in
the caseload. In effect, the number of unemployed is an approximation
of the size of the pool of families eligible for welfare, and increases
or decreases in unemployment result in changes in the caseload. Ag-
grezate unemployment rates or levels, however, have been found gen-
crally to be insignificant variables in models of the welfare caseload.
Yap (1973). Saks (i974) and Rydell. el al.. (1974) are among the
studies that found either weak or no relationships between unemploy-
ment levels and the AFDC caseload.

The direct link between unemployment and the welfare decision
scems to be strongest for the general assistance caseload. Kasper (1968)
concluded that “. . . differences in labor market conditions rather
than diffevences in the level of average welfare pavments seein to be
the major explanation of interstate variation in the proportion of the
states’ population receiving general assistance” (page 109). Rydell
(1974) and Lyon. Menchik and Blais (1976) modeled case openings
and case closings separately and found that the New York City Home
Relief and AFDC-Unemployed Father caseload significantly related
to levels of unemployment. while they did not uncover the same signifi-
cance for the regular AFDC caseload. Again, the significance of the
unemployment variable is highly sensitive to the exclusion of other
variables in the model. Intuitively, these findings made sense. Eligi-
bility for the AFDC-UF program is dependent on recent employment
experience, and general assistance supports unemployed familics or
individuals that are temporarily unable to find or hold a job. On the
other hand. a mother with dependent children covered by the AFDC
program may find herself without support from a spouse for reasons
quite independent from changes in the economy.

Nevertheless, there was considerable dissatisfaction with the appar-
ent lack of association between economic health of the nation and the
AFDC caseload. The encouraging findings for the general assistance
and AFDC-UF cascloads were o%set by their negligible size and cost
compared to the regular AFDC program. In response, an alternative
version of the unemployment effect was advanced by Venti (1975) and
Sumrall (1976). Their argument is that most unemplovment data
includes only those establishments covered by unemploviuent insur-
ance, and welfare recipients tend not to work in those establishments.
Second, they argue that “the unemployment rate may be too highly
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aggregated to proxy labor market conditions specific to the potential
welfare population.” (Sumrally 1976, p. 11.) Models of Massachusetts,
Georgia, Upstate New York and Washington were designed to include
Lenefit, wage, benefit-loss and administrative variables in addition to
a set of variables reflecting employment in welfare relevant indus-
triecs—those with high turnover employment or those requiring only
low levels of skills training. They also include an agricultural employ-
uient variable and the unemployment rate for all industries. For every
region modeled they find that one or more of the employment oppor-
tunity variables are significant, in addition to variables relating to
benent levels, tax rates and administrative factors. (See Sumrall, 1976,
Table 1.)

At the same time the Sumrall/Venti work was underway, Harri~on
and Rein (1976) also began to uncover relationships between unem-
ployient and welfare that were stronger than identified in earlier
models. The Department of Benetit Payments in California was sutli-
ciently interested in the relationship between the AFDC rolls and the
¢conomy to fund a study by the Rand Corporation solely for the pur-
pose of identifying and deseribing the direct relationship between
work and welfare, 1f any. In answer to the question “does the AFDC
caseload depend directly on the California cconomj ¢ the Rand au-
tiors give a cautious yes, but conclude that the relationship is really
quite complicated and suggest, by nmplication, that a rather formida-
ble modeling etfort would be required to relate the welfare decision to
changes in the health of regional economies. (See Abrahamse, 1976.)

In conclusion, there 1s incereasing evideace that the job market does
Lave a measurable effect on the weltare decision in =pite of widespread
concern that “welfare™ 1s zomchow a system quite apart from the ups
and downs of the national cconomy. By its very design, the AFDC pro-
gram was not intended to be primarily an unemployment insurance
program, but many of the factors that bring about eligibiliy for
AFDC—desertion, loss of employment for women with children, and
loss of nonearnings income sources—are likely to be on the rise in
recissionary periods. The explosion of the AFDC caseload during the
1960's when the national econoniy was healthy was related primarily
to factors other than unemployment or employment opportunities, but
on the basis of existing vesearch it is clear that the job market does
affect the welfare decision and a healthy economy will be an essential
ingredient in the nationwide reduction of welfare dependency.

Migration—1f welfare-eligible families respond to high {)enelit/
wage ratios by getting on the rolls in large numbers, then many ob-
servers have suggested that states with high benefit levels probably
attract poor families from low-benefit states. None of the studies on
migration done since 1963 has Jound a strong link between state bene-
fit level> and migration, but the analyses have not incorporated benetit/
wage ratios. The best measures offered so far indicate that black
migrants to a city are less likely to be poor or on welfare than black
families born and raised in the largest cities (Long, 1974) ; and that
new arrivals to New York City are less likely to go on welfare than
those who have been in the City for several years (de Ferranti, 1974).
Utilization of the welfare system appears to increase gradually the
longer a family stays in New York City, suggesting a discouragement
after arrival in the City rather than a motivation for moving to the
City.
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In a detailed study of Puerto Rican migration into New York,
Maldonado (1976) concludes that high wage levels are even further
enhanced by the welfare system “acting as an insurance against un-
availability of jobs.” Given that higher income states tend to have
higher benefit levels (Orvr. 1976) it is diflicult to separate the dirvect
wage effect from benefit levels. On the other hand. Reischauer (1971)
concluded that patierns of black migration from the South. while
primariiy a function of labor market conditions. are significantly
mfluenced by welfare opportunities in the cities of destination.

Holmer carried out a thorough review of research on migration
and the welfare decision and reached two major conclusions. First,
welfare-induced migration has not been an important dirvect cause
of the expansion of the AFDC rolls, Second, “migration behavior
is <haped primarily by regional variations in labor market condi-
tions and differences in state AFDC policies bave, at most. a winor
influence on the residential location decisions of the peor.” (Holmer,
19710 p. 33.) In effect. existing vesearch suggests that job oppor-
tunities and wages—not welfare benefits levels—dominate the inter-
regional migration decision made by poor families.

FAMILY COMPOSITION AND DESERTION

The welfarve decision is affected by the size and composition of the
eligible family. An extensive analysis of welfare participation rates
and duration of dependeney carried out for New York City throws
considerable light on family structure as a factor influencing the
welfare decision. (See deFerranti, 1974: and Rydell, 1974.) First,
families ehigible for welfare where both parents are present
(AFDC-UF and general assistance eligibility) have congiderably
lower propensities to turn to welfare than female-headed cases
(AFDC cligibility). Only 43 percent of eligible intact families were
on welfare in New York City in 1970 compared to 83 percent of those
families with an absent parent. These participation rates are com-
parable to recent figures for the national AFDC-UF and AFDC
caseload.

Second. large families tend to have higher participation rates than
small families. Only 30 percent of intact families with one or two
children turned to welfare. while 60 percent of intact families with
five or more children were on the rolls in 1970 (deFerranti. 1974.)
For female-headed families. the range in participation rates is nar-
row—from 78 percent for small families to 90 percent for large
families.

Consistent with their higher propensity to go on welfare, AFDC
cases iIn New York City had a longer median length of stay (2.0
vears) than AFDC-Unemployed Father cases (1.7 vears). (Rydell,
1974.) AFDC cases with two or more children had a median length
of stay of 2.5 vears compared to 1.5 years for one child cases. Thus,
the size and composition of families influence the dynamics of the
welfare decision in much the way expected. Female-headed families
have a higher propensity to go on welfare. and they stay on longer,
than intact familes. Larger families have higher propensities for
dependency, and they stay dependent longer, than smaller families.

1 Part of the higher participation rate of larger families is caused by the AFDC benefit
structure—more persons, more benefits. As was discussed above, higher benefit levels
tend to result in higher participation rates.
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The high number of female-headed families on welfare has fre-
quently raised the question of whether the current welfare system
actually enemnragvsqfamily dissolution. At first glance there does not
appear to be any evidence for this clxim: welfare-eligible intact fami-
lies generally have lower participation rates than eligible female-
headed families: and if welfare were desired. more intact families
could simply choose to apply for A\FDC-UF without desertion by the
father. However, the same families could realize even more income
when the father deserts with the mother applying for reqular AFDC
assistance, and the separate households sharing the combined income
of welfare and whatever full-time or part-time work is available to
the futher. The availability of food stamps, Medicaid and child care
to the children in the AFDC case makes desertion even more finan-
cially attractive. A number of researchers have attempted to test the
hypotlhesis that economic incentives contained in the AFDC program
lead to more family dissolution than would occur without the program.
A study by Honig (1974) tends to support the hypothesis. Honig iso-
lates the independent effects of welfare on family splitting and on
AFDC recipiency rates among female-headed families. After con-
trollingz for a number of relevant sociveconomic variables. she finds
that the size of the averuge AFDC benefit in 44 metropolitan areas
has a significant effect on the proportion of adult women who are
heads of families and on the welfare participation rate of these fami-
lies. While there ave some methodological problems involved. her find-
ings are supported by two other studies.

Bernstein and Meezan (1974) interviewed 451 welfare mothers in
New York City and asked them whether the availability of welfare
influenced their decision regarding separation from a husband or
friend—14 percent said it did influence their decision. Because of the
vagueness of response to the question by some mothers, the authors
suggest. that the “true” proportion of desertions caused by welfare is
more than 14 percent. Their conclusion is that at least 75 percent of
the mothers had relationships marked by such a high degree of tension
that separation was either justified or that the choice was simply not
theirs to make. “While some of these intolerable relationships might
not have broken up had it not been for the availability of welfare. it
cannot. be argued that their preservation would have been desirable for
the participants. the children or cociety.” ( Bernstein and Meezan. 1975,
p- 100.)

Ross and Sawhill (1973) In a seminal book on female-headed fami-
lies conclude that welfare benefit levels have a modest influence on the
proportion of nonwhite women who head families with children. How-
ever, they feel that a number of underlying behavioral responses to
welfare, in addition to desertion. may be the cause. (Other candidates
offered include the bearing and keeping of illegitimate children; set-
ting up of separate households by women who withont welfare would
have lived with relatives or friends: and the delay of remarriage. The
authors feel that all of these behavior patterns are probably supported
by the availability of welfare. but that reform of the welfare system
is not. likely to reduce the trend toward female-headed families. a trend
that has far broader origins than the availability of public assistance.

ATTITUDES TOWARD DEPENDENCY

One of the more perplexing aspects of the welfare decision is the
apparent change in attitudes towards welfare that occurred in the late
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1960s. Boland's definitive article on participation in the national
AFDC program concludes that participation rates among eligible
female-headed families increased from 63 to 91 percent between 1967
and 1970. (See Boland. 1973.) She attributes most of the massive
growth of the rolls during this period to the increased rate of par-
ticipation. with increases in grant levels (resulting in a larger pool of
eligibles) contributing a much smaller share to the growth. Why did
participation suddenly become virtually 100 percent after years of
apparently low interest in welfare benefits?

A persuasive answer is that increased knowledge about the welfare
system combined with a legitimatizing of dependency, both fostered
by the welfare rights movement, resulted in an outpouring of applica-
tions by female-headed families. The national welfare rights move-
nient made an across-the-board attempt to inform low-income families
of their right to benefits, and to simplify a cumbersome applications
procedure. Jackson and Johnson (1974) estimated that in an 8-
month period during 1968 in New York City, the AFD( participation
rate rose from 53 to 62 percent. The increase was due largely to the
direct. effect. of the welfare rights movement on applications and its
indirect effect on lower closing rates and higher grant levels. Whether
or not the shift in national participation rates was largely due to the
welfare rights movement, most researchers agree that a dramatic
change in response to the welfare system by eligible families occurred
during the late 1960s.'?

An answer to what really happened to cause the increase in partici-
{mtion of welfare eligible female-headed families during the late 1960s
s become an issue with respect to the national AFDC-Tnemployed
Fathers program. Participation in the AFDC-UF program is esti-
mated to be any where between 20 and 40 percent of all eligible families.
(See Boland, 1973: Hollenbeck, 1975: Lidman. 1975; and Rein, M.,
1972.) Some have areued that few families know they are eligible for
the program: others that work tests and eligibility vules are sufficiently
stringent to make the expected benefit level small and of short duration;
and still others that welfare has a stigma for families with strong
labor force contact, and that unless attitudes change varticipation
rates will continue to be low.** Because AFDC-UTF eligibility rules are
<0 stringent. it could be that the eligible population has been over-
estimated. In any event. participation in the AFDC-UF program has
been low since its inception in the early 1960s, and the rates remain
low even during pori(xL of economic recession.

The responsze of eligible families to program benefits has a direct
effect on program budgets. Because little is understood about why
families use or do not use the AFDC-UF program, proposed changes
to integrate AFDC-UF and the unemployment insurance (UT) sys-
tem will he subject to widely varving estimates of cost. If the UF
program continues to be funded separately from UT in DHEW. and
1= administeved by local welfare agencies, the budgetary consequences
of velaxing the work test. for example might be quite small. However,
if the program is operated through employiment. security oftices of
DOLL. the attitudes of eligible fumilies might change and a major
increase in participation and cost could result just because state employ-

12 Part of the response might have been related to the new avallability of Medicald-pald
health care during the late 1960s. However, the major expansion of the Medicald program
did not occur until after 1970. .

1B The Rand Corp. is currently under contract to DHEW to assess which of thess

explanations is most appropriate and how changes ia the AFDC-UPF program would
change participation. P pollcy pros
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ment service offices are associated with contributory benefit programs
rather than welfare. Because attitudes of families eligible for AFDC-
UF may be highly sensitive to the source of benefits and means for
enforcement of eligibility rules, one new policy option may be consid-
crably more costly than another, depending upon the organization of
program administration.

ADMINISTRATIVE FACTORS

We turn now to an aspect of the welfare decision that falls outside
the control of vecipients—the setting and interpretation of administra-
tive rules and regulations. Each state welfare department has an allow-
ance schedule and benefit-loss rate that is set by legislation, but there
are a series of deductibles, disregards, set-asides, work tests, certifica-
tion and recertification procedures, employment referral requirements
and enployabhility definitions that offer a great deal of administrative
discretion to local welfare agencies. Changes in these rules and regula-
tions and the stringeney with which they are enforced have a major
impact on the welfare decision: the number of case openings. closings
and transfers: and. consequently, caseload dynamics. Case dynamics
are also influenced by administrative problems of keeping track of wel-
fare families once they start receiving assistance. Families move within
and between welfare jurisdictions frequently without notice of their
changed address. ('ases may be closed and reopened within 2 or 3
months simply because of problems in tracking the location of families.

One analysis that relates administrative actions to case dvnamics is
by Rvdell (1974) and Quint and Brown (1973) for the New York City
caseload in 1972, They found that administrative factors were a major
cause of case closings but that many cases eventually reopened and con-
tinued to receive assistance hecause of administrative errors or mis-
a~sessments, First. they looked at all AFDC case openings during 1972
and found that nearly half the reasons for openings were due to house-
liold changes (loss of father). 16 percent for unemployment or carn-
ings loss reasons, and 17 percent for medical reasons—the type of
factors we have covered above in discussing the welfare decision.
(See Table 4.) However. another 20 percent of the openings were due
to factors that suggest the case was on the rolls before and was being
reopened without having lost its eligibility in the interim—these are
“contact reestablished.” “administrative” and “other” reasons. Cases
that opened for the other reasons might also have been on welfare
before. but their closings probably resulted from a clear loss of eligi-
hility. In contrast, over 17 percent of case closings were for administra-
tive reasons, with another 35 percent for reasons of “contact lost.”
(See Table 4.) A lot of the contact lost activity was likely to be families
who moved within or out of the city without any forwarding address.
Over 75 percent of closing activity resulted from direct action by wel-
fare offices for reasons that had no clear relationship te income gains or
change in household composition.!*

34 National data on case closing (discontinuance) reasons suffers from the same prob-
lein of aggregation into uninterpretable categories. A study by Ketron, Inc. (1973) of a
national AFDC survey for 1869-1870 indicates that over 40 percent of all closed cases
in a year are for “other” reasons that cannot be related directiy to a specific eligibility
change or administrative action.
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TABLE 4.—PERCENTAGE DISTRIBUTION OF AVERAGE CASE
OPENINGS AND CLOSINGS PER MONTH, BY REASON, AFDC
CASES IN NEW YORK CITY, 1972

Percent
of all Percent of
Opening reason openings  Closing reason all closings
Unemployment........ 13.4 Employment......... 11.4
Reduction in nonwage Increase in nonwage
income.............. 3.2 income............ 3.0
Medical............... 175 Death................ 2
Change in household Change in house-
composition......... 45.6 hold composition. . 8.5
Contact reestablished. 7.7 Contactlost.......... 35.3
Administrative. . .. 4.8 Administrative....... 17.5
Other.................. 7.7 Other................ 24.0
Total all reasons.... 100.0 Total all reasons .. 100.0

Source: Rydell, et al. (1974}, tables 5.6 and 5.7.

The researchers then measured the proportion of reopened cases in
1972 that were closed for what they called spurious reasons: closings
that resulted from errvor rather than from change in client need. Oper-
ationally. a elosing was called spurious if it ever reopened by reason of
“reestablished contact,” or if it reopened for administrative reasons
within thirty days of closing. In both instances it was unlikely that a
change in need ever occurred. During 1972, the researchers found that
96 percent of closed cases that reopened within 1 month were spurious
clo~Ings. and 42 percent of all closed cases reopened within 11 months
were spurious closings. (See Table 5.) Rydell, Quint and Brown con-
cluded that a significant portion of short-run caseload dynamics is
aduinistratively induced—either through error or the difficulty of
monitoring the frequent intra-city moves of low-income families.

TABLE 5.—REOPENINGS OF WELFARE CASES DUE TO SPURIOUS
CLOSINGS, BY TIME SINCE CLOSING: NEW YORK CITY, 1972

Reopenings of Percent of re-

cases ciosed openings due to

Months between closing and reopening in 1972  spurious closings
lessthanlmo.................... 8,451 68.1
1mo..... e 14,005 55.6
2MO. .. 5,455 21.7
3MO...vi 2,857 10.3
Amo... ... 1,867 7.8
Stollmo........................ 4,106 29
Total within11mo............ 36,741 41.6

Source: Rydell, 1974, p. 68.
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An analysis of the eligibility control program in New York City by
Lyon, et al. (1976) showed that a major decrease in the AFDC case-
load from mid-1972 to early 1974 was attributable to a photo identica-
tion card and mail recertification program. Because of these two pro-
gmms the caseload declined by 20000 cases—a 6 percent decrease,
Mailed requests to report to welfare centers for the photograph
resulted in some confusion and, frequently, a failure to report. Persons
failing to report without cause had their cases closed. Individuals not
responding by mail to the recertification programn were given warnin
notices and. if a response was still not forthcoming. the case was closed.
The caseload declined simply because there was a higher monthly
average of case closings than had ever been recorded. However. hy
mid-to-late 1974 case reopenings averaged nearly three times what
they had been before the eligibility control programs were lannched,
and by early 1975 the caseload was back to the level it was in mid-1972.
The authors conclude that many eligible cases were being closed in
error as a result of the programs, and that they were reopening after
a hiatus of 1 to 2 months,

Further evidence of the role of administrative dizcretion is provided
by Wiseman (1976) in a study of the AFDC caseload in Alameda
County. California. Wiseman drew a randomn sample of AFDC cases
on the rolls over a 6-year period from 1967 to 1972, and developed
detailed dependency histories for each of the cases sampled. He
modeled the effects on job-taking of four different policy changes that
had occurred in the treatment of earnings and other income when
calculating grant levels. Rather than increasing the likelihood of job-
taking as expected, the policy changes had no observable impact on the
work behavior of the case members. He suggests that the County par-
tially offwet the effects of the new policies throughout the study period
by “steadily tightening treatment of work expenses.” (Wiseman. 1976,
p- 67.) In other words, while broad policy was being implemented to
increase work effort, the County was tending to discourage job hunt-
ing by allowing fewer and lower levels of work expenses.

In summary. a significant portion of the welfare decison as reflected
in case openings and closings is affected by administrative factors.
After reviewing the welfare caseload turnover literature Friedman
and Hausman (1975) conclude that “if turnover is so much a func-
tion of program characteristics. economic and administrative, then
any particular findings on turnover (dvnamics) should be interpreted
as having applicability limited to the specific programn studied.”
(Friedman and Hausman, 1975, p. 24.) They even go <o far as to ques-
tion whether findings uncovered to date on the patterns of welfare
dynamics can really be generalized to patterns that would occur 1f
simpler grant schemes were implemented with less admnistrative
discretion.

Our judgment is that administrative discretion does cause an im-
portant part of the dynamic behavior found in the AFDC caseload.
The stringency with which rules and regulations are enforced can
definitely affect the length of stay on the rolls in the short run (6
months or less). but over periods of 1 year or more, research evidence
supports the view that the welfare decision is made in ways that are
consistent with broad policv variables like henefit levels, and benefit-
loss rates and alternative income sources as reflected in wage rates
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and unemployment levels. The fact that the short-run forecasting of
caseloads 1s confounded by sudden shifts in case openings and closings
related to changing administrative procedures does not offset the
evidence that welfare dependency is essentially an economic decision,
The cost and caseload implications for new variations in the AFDC
program can be estimated from the underlying behavior we find in
the existing system(s). The wide variation in AFDC policy between
states, in fact, provides an opportunity to estimate the impact of
policies existing in some states on states without such policies. For
example, the State of California has for years provided AFDC-UF
coverage to families simultancously receiving unemployment insurance
coverage. Estimating the impact of the recent Corman bill on the na-
tional AFDC-UF caseload (permitting and requiring UI benefits be
treated as nonwelfare income) will be greatly facilitated by Califor-
nia’s long experience with an AFDC-UF program with just thoze fea-
tures. This and similar policy options being considered for the A\FDC-
UF program (including mandatory state provision of UF benefits)
can be evaluated directly from the experience of the existing AFDC
program.

Furthermore, the evidence en length of welfare dependency and
permanent caseload turnover discussed earlier suggests that welfare
dvnamics ave related to a much broader range of factors that affect the
income dynamics of a family over time. We turn to these income dy-
namics issues in the next section, Lut recall that Rydell (1974) iound
that nearlv half of the 1 million cases on welfare in New York City
between 1967 and 1972 represented permanent turnover of the caseload,
i.e.. they had replaced a case that had been on the rolls but left perma-
nently. (See p. 11.) Aiso. Rein (1976) and Rydell (1974) found that
hetween 40 and 50 percent-of all families on welfare over 6-vear periods
were on the roll= continuously for only 1 vear or less. While erractic
administrative policies may aenemte a vattern of intermittent de-
pendency for one rase. it is evident that welfare is used quite differently
depending upon the finances. household composition and health cir-
cumstances characterizing a familyv at a particular point in-time. As
a result. theve is the-wide but predictable range of dependency patterns
shown'in Table 3.

Esriovasinity anp INncoMe

A substantial effort has been made at the federal, state and local
levels to determine the employability of welfare family members in
order to encournge work effort. Employability has proved to be an
elusive concept simply because ohjective measures do not reflect either
the potential for or motivation of welfare families for finding work.
The analvsis of welfare dynamics has shown that far more families
on the welfare rolls are eniployable and receive earnings from employ-
nient over periods of 1 or 2 vears or more than is reflected in point-in-
time samples of the caseload. Nevertlieless, the public cost of day care
and related work expenses is so high for many mothers on the AFDC
rolls that they may actually earn less than it takes to keep them
employed.

ne approach to identifying employables on the rolls is to include
adult case members already or recently employed, plus those adult
case members who head a family with one or no children under the
of six. Studies of the New York Citv caseload by Lyon, et al. (R-
1485) and the California caseload by Abrahamse, et al. (forthcoming)
have used this approach.
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In September, 1972, a full 50 percent of AFDC and general assist-
ance recipients between 18 and 64 in New York City were found to be
cmployable by this method, even though only 8 percent of the adult
recipients were reporting earned income in the study mondh. Similarly
for California, 60 percent of AFDC family heads in 1973 had no chil-
dren under six or had current or recent work experience. This is a
broad-brush approach to identifying employable welfare recipients,
but it is generauy consistent with the target population of the Work
Incentive Progiam. To show how quickly the employability picture
narrows if crude potential measures are incorporated, the Abrahamse
study found that only 23 percent of AFDC heads in California had no
children under six, nad either recent work experience or some work
experience, had a high school degree, and were 1n a prune age bracket
for employment. In other words, the employable welfare population
varies widely in numbers depending upon the purpose of program
adinistrators. If they want to know how many welfare families mght
have a chance—no matter how small—of taking a job and reducing
or eliminating their dependency, the broader detinition can be used.
1f they want to target staif and employment support measures o
famhes with higher probabilities of employment, the narvower defini-
tion I1s more appropriate. The Work Incentive Program is likely to be
niore etiective 1n job placements, for example, if it targets ol a narrower
defuntion of employability.

An alternative approach is to identify the proportion of the caseload
that would be capable of supporting itself independently of welfare,
given wage levels that are comumensurate with recipients education and
occupation. Hausman (1969) found that 40 percent of AFDC adult
recipients could support themselves independently of welfare if they
had a job, but Warren and Berkowitz (1969) found this figure to be
less than 20 percent for female family heads on welfare in California.

These tindings were based on case behavior before the implementa-
tion of the monthly disregard of $30 and one-third of earned income.
Lyon, et al. (R-1485) concluded that the wage rate paid to welfare
recipients placed in jobs by the New York State Employment Service
was not sufficiently high to eliminate dependency for most of those
placed, although the pilacements did reduce the amount of the public
assistance check. Findings about the relatively low attractiveness of
wages colnpared to welfare paywents are strengthened even more by
the availability of multiple welfare benefits.

What, then, is the evidence about the attachment of welfare mothers
and fathers to the labor force over time compared to their apparent
employability at a point in time? Sowe of the best research to date on
the income dynamncs of welfare families has been done by Martin
Rein using the University of Michigan’s Panel Study of Income
Dynamics (PSID). In a report entitled Sources of Family Income and
the Determinants of Welfare (Rainwater and Rein, 1976) the authors
idenufy temale-headed tamilies that were on welfare at least once over
a 5-year period from 1967 to 1971. Some of the time over the 5 years
there may have been a spouse present. First, the authors found that, in
1972, 41 percent of the female family heads were employed (they were
not neecssarily on welfare at the time of the 1972 interview), but that
69 percent were employed at least once during the 5-year period.

Second, they found that female-headed families have much larger
portions of their incowe from earnings over the 5-year period than is
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the case when they are on the rolls. Fifty percent of all income over
the 5 years received by adult women heading households with children
came from earnings, while only 24 percent in 1967 income came from
earnings for those women on welfare in 1967. (See Table 6). The
authors note that “female-headed families who received welfare at
least once in the 5 years. but not during 1967, had an income package
much like that of female-headed families that never received welfare.”
(See Rainwater and Rein, 1976). Their general conclusion is that
earnings play a major role in the long-term income package of families
ever on welfare. even though carnings are less important at the time
welfare is received. (Sce Table 6.)

The authors carry their analysis of income/welfare dynamics fur-
ther and examine the relative importance of family structure, the labor
market and the welfare system to the likelihood of receiving welfare
during the 5 years.

The results clearly show that when we hold all other factors constant, family
structure and labor market factors are about equally important in accounting
for the years speut on welfare (from zero to five years). Within our labor market
variables the likelihood of being empioyed and the number of hours worked.
rather than wage levels, appear to play a more significant role in accounting for
vears on welfare. Those variables that aftempt to measure welfure benetits and
access to welfare do not appear to play as important a role in determining wel-
fare status as do family structure and labor markets. (Italics mine,) (Rainwater
and Rein, 1976, Chapter 7. p. 17.)

The Rainwater/Rein work again shows the importance of under-
lying economic features in the welfare decision, and the usefulness of
tracking the income and behavior of welfare families over time to
understand how welfare fits into an overall package of family income.

TABLE 6.—DISTRIBUTION OF INCOME BY SOURCE, 1967 TO
1971 AND 1967, FOR WOMEN AGED 24 TO 54 LIVING IN
FEMALE-HEADED FAMILIES WITH CHILDREN*

{In percent]

Income in 1967

Income from On welfare Off welfare

Sources of income 1967 to 1971 in 1967 in 1967
Head's earnings............... 31.3 12.2 49.2
Spouse’s earnings............. 39 ..
Otherearners................. 14.8 12.1 219
Assets......................... 44 0.5 7.3
Private transfers.............. 6.1 13.0 8.6
Welfare......... e 29.0 55.7 ............
Work-related benefits......... 6.5 3.9 12.6
Food stamps.................. 4.0 26 4

Total.................... 100.0 100.0 100.0

! The women had children in at least 1 of the 5 yr from 1967 to 1972 and were on
welfare in at least one of the five years.

Note: Sample size is 523 for all women in female-headed families that were ever
on welfare.

Source: Tables 15 and 19, Rainwater and Rein (1975) from 1he panel study of
income dynamics, using sample of U.S. population.
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Ievy (1976) has done an extensive analysis of the same data file
(PSID) to see how much movement there is by families in and out of
poverty, rather than welfare. His findings are broadly consistent with
those of Rainwater. Rein and Rydell for the welfare population. Levy
identified a sample of people who were below the poverty line in 1967
and then tracked their income for the next 6 vears to sce how many
stayed or moved above the line. He found that 47 percent remained
poor through most of the subsequent 6 vears: 26 percent moved out of
poverty for 5 or 6 of the following 6 years; and 27 percent moved out of
poverty for roughly half of the time between 1967 and 1793. Levy's
analysis dispels the image of poverty as a permanent status for fam-
ilies, just as the work of Rein, R.\'do]l. and Boskin and Nold does for
welfare dependency.

EMrroyMENT AND TRaINING PRrOGRAMS

How much of the dynamic behavior of the poverty and welfare pop-
ulation is attributable to the numerous employment and training pro-
grams funded by federal, state and local governments? The paper by
Levitan in this series suggests that employiment programs impact only
modestly on the decision to leave \\'el}al‘e. and that job training pro-
grams benefit those who are most likely to find jobs anyway. Goldstein
(1972) carried out an extemsive review of job training programs for
both welfare and poverty target populations and found some evidence
that trainees had higher job placement rates and higher wages than
control groups. But the findings were frequently inconsistent from
study to study, positive effects were often small and methodological
problems made firm conclusions impossible. Studies of the AFDC
wpulation that have findings generally consistent with these have

n completed for the states of Florida. Michigan and Minnesota
(Institute for Interdisciplinary Studies. 1972) ; New York City (Ly-
on. et al, forthcoming): and California (Wiseman. 1976), among
others. In sum, there 18 little evidence that the effectiveness of job
training and emplovment programs have been the source of the dy-
namic patterns uncovered in studies of the welfare population.

The dynamics of dependency are only affected when the chance of a
case closing is increased by an employvment program. A welfare recip-
ient may be helped in finding a job. but still continue to be on the rolls
with a somewhat lower assistance check. Wiseman distinguished be-
tween higher chances of a case termination and higher chances of tak-
ing a job when assessing the impact of employment services for AFDC
cases in Alameda County, California. He found that employment serv-
ices did not significantly increase the likelihood of welfare termination.
but thev did increase the likelihood of employment. (Wiseman, 1976,
p. 68.) Thus. employment programs may. at best, decrease the level of
public assistance payments while the duration of stay is apparently
unaffected.

Rydell, et al. (1974) found that the proportion of long-term AFDC
cases with employment income in New York City (7 percent) was just
the same as for cases on the rolls 2 vears or less. In fact. an even higher
fraction of long-term general assistance cases had employment income
(16 percent) tﬁan short-term cases (7 percent). They conclude that
long-term dependency is as compatible with emplovment experience as
is short-term dependency since many jobs simply do not provide suf-
ficient income to eliminate dependency. “Partial or low-wage employ-
ment is not necessarily a stepping-stone to self-sufficiency, but is com-
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patible with long-term dependency on welfare assistance.™ (Rydell, et
al.. 1974, p. 31.) After comparing a number of case characteristics (cat-
egory of assistance, income sources, case size. emplovability, age of
payee) with duration of stay and finding no one case type completely
associated with one type of case history, the authors conclude :

At the current state of knowledge about welfare dependency, chance events
play a large part in determining whether a welfare case is a short-term or a long-

term one. One can only talk of tendencies, or probabilities, that a case with given
characteristies will have a certain type of welfare history. (Rydell, et al., 1974,

p. o)

In addition. it 1s our assessment that employment and training pro-
erams have had a negligible effect on determining whether a case has
short-term or long-term dependeney.,

Case Briavior axp Luxarn or DErENDENCY

The single most important and recurring theme in discu: sions of
welfare poliey is the 1mmpact of cash pavments on work incentives,
Benefit levels. benefit-loss rates and employment programs have all
been desiygmed to encourage and eajole welfare recipients into employ-
ment—or. at least, not discourage employment by heavily taxing carn-
ings. s we have scen. there is considerable evidence that, in general.
welfare families respond to incentives as interded. In recent vears,
however, another aspect of the incentive issue has been raised that may
prove to be cqually mportant to the design of strategies for reducing
vork disincentives, It may be that families hecome more acenstomed to
alife of welfare dependeney as each month passes, and arve less respon-
sive to work incentives after a year or more of dependeney than they
are when first turning to public assistance. Rydell has formalized this
phenomenon into what he calls the “settling-in™ effect—the behavior
of welfare reeipients may be conditioned by the length of time on the
roll=. An earlier version of the settling-in phenomenon was an argu-
ment that welfare resulted in intergencrational dependeney: ™ but,
this version suggests that dependeney on welfare ~trengthens within
the life of one case.

There has not been an unambiguous test of the hypothesis that wel-
fare cases settle in dependency, but hoth Rydell, et al. (1974). and
Ketron. Inc. (1973 and 1974). present findings that are at least con-
sistent with a settling-in phenomenon. They both caleulate case elosing
rates for periods of 6 months. 1 vear and 2 years after a cohort of cases
las opened onto the rolls. If closing rates drop the Tonger a group of
<imilar cases has heen on the rolls, then there is some evidence that
cases “settle™ into dependencey.

Rydell found that for all categories of assistance (AFDC: AFDC-
UF: General Assiztance: Aid to the Disabled, Aged and Blind [now
SST)) in New York City. closing rates for a group of cases opening
onto the rolls at the same time decrease with case age. For example,
AFDC eases with two or more children have a closing rate of 4.4 per-
cent 3 months after opening: but for those cases that remain on the
rolls from 3.5 to 5.0 vears. the closing rate drops to 1.2 percent. In other
words. the chance that an AFDC case will close right after opening is
nearly four times higher than the chance after 3.5 vears of dependency.

15 See Greenleigh Associates, Inc., 1969.
35-071—78———3
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Rydell found that using case age intervals of 3 months, 6 months,
1 year, 1.5 to 3.0 years, and 3.5 to 5.0 years, closing rates consistently
drop with case age.

Similar findings have heen presented in two separate reports by
Ketron, Inc.. using the national A\FDC surveys for 1969, 1971 and 1973,
They disaggregate case characteristics by age, sex. race and education
of an AFDC payee (a considerably greater disaggregation than that
possible in the New York City data used by Rvdell) and conclude that
cases “exhibit the ter.deney to remain on the rolls longer as ihe duration
of case (age) increases.” (Ketron. Inc., 1974, p. 5.)

Sinee the Rand/Rydell and Ketron, Inc. studies have been pub-
lished, there has been considerable discussion and debate over the in-
terpretation of deereasing closing rates with case age. (So far no
written rebuttal of the two reports has been published.) ** Critics
argue that there are a number of alternative hypotheses that ave con-
sistent with case closing rates declining with case age. One hypo-
thesis 1s that the two kinds of cases open onto the rolls—one type
that will stay only a short time (movers) and another type that will
stay a long time (stayvers). Declining closing rates would also oceur
if this hypothesis were correet. because cases in the low closing rate
group stay on welfare longer than cases in the high closing rate
group. To date. there has been no additional research on case be-
havior that identifies and tests alternative hypotheses on how fam-
ilies adapt to welfare over time.’” Until that research is done, Rydell
felt comfortable with the conclusion that “there is currently no evi-
dence to contradict the hypothesis that welfare cases become increas-
ingly dependent on welfare the longer they stay on welfare.” (Ry-
dell et al., 1974, p. 33.)

The notion that welfare cases may adjust to dependency and be-
come less responsive to work incentives over time has important
consequences for national income maintenance policy. Discussions
of the New Jersey negative income tax experiment have emphasized
that the brief duration of the project simply could not account for
the long-terin adaptive behavior of participant families. (See
Aaron, 1975.) The findings that male participants did not make a
significant withdrawal of work effort may not hold over a longer
period of support. The policy options available to protect the econ-
omy from increasing program participation levels and gradual
withdrawal from the work force have not been clearly identified for
reform proposals under discussion to date. It mayv be that bhenefit
levels and tax rates are inadequate policy tools by themselves. How-
ever. if stringent work and income eligibility tests are to be required,
the administrative bureaucracy might be every bit as cumber-ome,
costly and inequitable as the current AFDC system. (Sce W. .J. Co-
hen. et al., 1976.)

Intrnicatioxs ror WeLrARe Poricy

The evidence from research on welfare dynamics has mixed im-
plications for policy reform. On the one hand, welfare recipients

‘¢ The first presentation of the Rand/Rydell settling-in hypothesis was in December,
1973, at a Welfare Research Conference in New York City sponsored by Administrator
Jule Sugarman of the Human Resources Administration. It was subsequently presented
nt the December. 1975. Dallas meetings of the American Economic Association. (See
Lyon. Rydell, and Menchik, 1973.)

¥ 3. Wireman and ¥. Levy at the University of California, Berkeley, do have some
unpublished tindings that number of months on welfare was insignificaut in predicting
cloring rates for the Alameda County caseload. For a description of the wedel, see
Wiseman, 70, 1976,
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clearly respond in rational ways to benefit ievels and benefit-loss
rates built into federal and state AFDC and general assistance pro-
grams—higher benefits resuit in more participation; higher tax
rates, less work effort. Further. the welfare system performs an im-
portant temporary income maintenance function. Forty to fifty
pereent of all families who turn to welfare stay on the rolls for 1
vear or less; and less than a third of the average welfare family’s
mcome comes from public assistance when totaled over a period of
o or more vears. In other words, the majority of recipients use public
assistance for income support in much the way other temporary sup-
port programs like unemployment insurance and workmen's com-
en=ation are used. Modifications to the means-tested programs are
ikely to produce responses by eligible families that are consistent
with behavior under existing programs.

On the other hand, research findings from the existing welfare sys-
tem have only limited transferability for describing behavior under a
universal guaranteed income plan. Participation in a guaranteed in-
come plan would be inclusive of nearly a!{ low-income families, and
the cost of participation in terms of administrative screening, income
audits, periodic recertification and employability determination is
likely, by design. to be considerably lower. It cannot be accurately pre-
dicted whether labor force withdrawal and/or work disincentives
would be greater under a guaranteed income plan than under AFDC.
The strong role of caseworker cligibility determination and manage-
ment probably accounts for some of the dynamic patterns uncovered
in the AFDC program, although researchers have uncovered little
direct effect on overall dependency patterns from eligibility control
and employment programs. The fact that each state welfare program
lends itself to a somewhat different model of caseload behavior suggests
that a unified national plan would have quite a different impact in
different parts of the country—those impacts can be only partially
escimated from existing research.
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II. Excerpts From.—Work Incentives and Income Guarantees:
New Jersey Negative Income Tax Experiment*

INTRODUCTION AND SUMMARY

(By Joseph A. Pechman, and P. Michael Timpane)

The New Jersey experiment in income maintenance was unique in
several respects. First, it was the forerunner of numerous other large-
scale, controlled social experiments testing the effects and feasibility
of new social programs by observing how they operate in practice.
Sccond, it was concerned with a live policy issue that could not be
resolved satisfactorily on the basis of available data: whether cash
allowances, whose net benefits decline as work income increases, signif-
icantly reduce work by the recipients, Third, the data to be collected
would provide an unusually rich source of information for analysis by
economists and other social scientists. This information was the basis
for an exhaustive report that was submitted to the U.S. Department
of Health, Education, and Welfare in late 1973 and early 1974.2

The experiment was conducted at a time when the public and policy-
makers alike increasingly were concerned about the cost of growing
welfare rolls and the alleged impact of the welfare system on the in-
centives of the poor to lift themselves out of poverty. The traditional
welfare system was designed to assist those who were not able to sup-
port themselves because of age, disability, or special family circum-
stances. Families headed by able-bodied men generally are excluded
from such programs on the presumption that the head should support
his family by working. In addition, the income of welfare recipients
was taxed. often substantially. so that they were able to keep little if
any of their income. Before 1967 the nominal tax rate of the federally
financed assistance program was 100 percent of such income; there-
after. federal law allowed recipients to keep the first $30 per menth
plus one-third of any additional earnings, but supplementary benefit
programs enacted by some state legislatures produced considerable
variation in actual tax rates.

The negative income tax idea was advanced, first. to improve the
traditional welfare system by providing a minimum, nontaxable allow-
ance to all families: and, second, to maintain the work incentives of
the poor who were able to work by permitting them to keep a significant
fraction of their earnings. For example, the basic allowance might be
£1.500 for each adult and {300 for each child. so that a family of four
would receive a total of $4,000. Another possibilitv would be $1.000
for each person in the family regardless of age, which also would pro-
vide a total of $4.000 for a four-person family. As well as receiving

*Published 1975 by the Brookings Institution.

! Harold W. Watts and Albert Rees (eds.). Pinal Rfvport of the New Jersey Graduated
Work Incentive Erperiment. vols. 1. 2. 3 and David N. Kershaw an Jerilyn Far (eds.),
vol. 4 (University of Wisconsin—)Madison, Institute for Research on Poverty. and Math-
ematica, 1973, 1974) (referred to later as Final Report of the New Jersey Ezperiment).

For a summary of the major findings by several of the authors of the report, ree
Journal of Human Resosrces, vol. 9 (Spring 1974), pp. 136-278. The term *“New Jersey
expsr‘ment” used throughout this book, in keeping with the title of the final report, in-
clude. the Pennsylvania experiment, as do the data in the report.

(35)
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the basic allowance, the family would pay tax on cach dollar of its
income.? The rate of this tax might be 30 percent, 50 percent, 75 per-
cent, or even 100 percent. Thus, with a basic allowance of 4,000 and
a tax rate of 50 percent, a family with an income of $2,000 would have
a disposable income of £3.000: £4.000 of the hasic allowance and $1,000
of its own income left after the payment of taxes. With an income of
£4.000. the family would have a disposable income of $6,000: the $4,000
hasic allowance plus $2.000 of its own income after taxes. With an
income of $8.000. a family would hreak even—the $4,000 basic allow-
ance would exactly equal the tax of $4,000—and its disposable income
would be $8,000.

The idea of a negative income tax met with considerable resistance.
partly because of costs but primarily because many people believed
that the guarantee of a minimum level of living wounld provide an
irresistible inducement for a significant number of persons. especially
able-bodied males, to reduce their hours of work or to stop working
entirely. Although economists had been making econometric estimates
of the effect of a negative income tax on work effort. the results had
proved inconclusive.?

Aside from labor response, several other guastions about the opera-
tion of a system of cash allowances could Le answered by such an
experiment. Of primary concern were the admianistrative problems of
paying cash allowances. How should incoms b defined? Over what
period should it be measured? Are there unusuai problesis of enforce-
ment and compliance ? Although these questions seen to be caught up
in minor details. thev are crucial to an evaluation of the workability
and cost of a negative income tax.

Another set of questions concerned the effect of cash allowances on
the life style of the recipient families. Will the families use the cash
allowances for such frivolitics as gambling. drinking. excessive enter-
tainment. and other nonessential or harmful forms of consumption. or
will thev use the allowances to buv more or better qualities of such
essentials as food. clothing. and shelter? What effect. if any. would the
allowances have on the education of the children. the physical and
mental health of the family members. and leisure activity?

The conference sponsored by the Brookings Panel on Social Experi-
mentation on April 29 and 30,1974, focused on these and related issues
of importance to national policy. The remainder of this chanter sum-
marizes the formal papers presented at the conference. as well as por-
tions of the discussion that followed.

PILANNING THE EXPERIMENT

The opening paper, by Robert A. Levine. who was assistant director
for research. plans, programs. and evaluation of the Office of Eco-
nomic Opportunity (OEQ) when the experiment was funded. traces
the development within the government of the idea of commissioning
a negative income tax experiment. To some. the major objective was

2 Deductions might be allowed for such items as medical expenses, work clothes. union
dues, atnd the like, but no personal exemptions would be allowed as in the positive income
tax svstem.

2 See Glen G. Cain and Harold W. Watts (edr.). Income Maintenance and Lalor Rupply:
Econometric Studies (Markham. 1973). The econometric studies generally found income
and substitution effects of the predicted positive sign. but the magnitude of the effects
varjed considerally.
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experimental—to observe the labor-supply response of adult males,
which they hoped would be slight—whereas to others it was mostly to
demonstrate the administrative feasibility of a negative income tax.
Levine's paper makes clear that the experiment was conceived by the
OFEO as part of a broad strategy to oﬁain administrative and con-
gressional approval of a negative income tax. )

The next paper, by Felicity Skidmore, describes the general design
features of the experiment and the important decisions that were
made in designing and carrying it out after the OEO agreed to fund
the experiment and approved it in general terms. Skidmore's paper
gives a detailed account of the problems that were encountered and
of the administrative and analytical skill that was needed to overcome
them. It was generally agreed at the conference that the experiment
was carried out efliciently and that the analysis was done objectively
and competently.

Skidmore's discussion reveals shortcomings as well as strengths in
the experiment’s design. The experiment benefited from important
advances in techniques of field experimentation, notably the Conlisk-
Watts design,* which enabled the experimenters to obtain for the same
cost a sigmificantly larger sample of relevant data than would have
been possible with a simple random design. Despite problems of sam-

sle attrition and occasional disturbing influences of outside events, the
!»asic design enabled the experimenters to collect a body of high-quality
longitudinal data on the economie and social behavior of the working
poor. .\t the same time. it was necessary to make some hard choices
that limit the analytical uses of the data. These included choices with
respect to the selection of the sample, the guarantces and tax rates,
the site of the experiment, and the duration of the experiment.

The experiment concentrated on poor and near poor—that is, 125
percent or less of poverty income—male-headed families. This decision
was based on a careful assessment of the policy significance of the
behavior of this group under a negative income tax, but it excluded
from study another policy-sigmificant group. poor families headed by
females: it led to an underrepresentation of families with full-time
working wives; it excluded working families slightly above the eligi-
bility Iine whose labor force participation also would be discouraged
by a negative income tax: and it concentrated on intact families who
differed in both known (for example. more children) and unknown
(for example. emotional stability) ways from fractured families.

Tlie experiment examined eight combinations of guarantees and tax
rates. This design afforded an opportunity to observe the distinct effects
of these two variables. but it also increased the required sample size
and costs gnd thus limited alternatives concerning, for example, dura-
tion and number of sites. The samples for cach treatment group, how-
ever. were all quite small.

The experiment operated at three urban sites in New Jersey and one
in Pennsyvlvania. The sample is a reasonable representation of the
cligible population, with balanced social and ethnic characteristics, in

4 The full madel is described in John Conlisk and Harold Watts, A Model for Optimizing
Experimental Designs for Estimating Response Surfaces.” in American Statistienl Assocta-
tion, Proceedinga of the Social Statistice Nectiom, 1969, pp. 130-58. Its anplication i
discurred furtber in Charles E. Metcalf, “Sample Design and the Use of Experimental
Data.” Final Keport of the New Jersew Ezperiment, vol. 2, pt. C, chap. 5. The design
hasfcally cailed for eligible families to be stratified by previous income; a predetermined
number froin each stratum was then assigned to the various experimental plans and the
control group, with individual assignments achieved randomly.
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the urban Northeast, but it is not representative of the entire country.
Clearly, any limited site experiment reflects only imperfectly the con-
ditions that a universal program would introduce.

The experiment was conducted for only three tgveau*s in each site. A
major drawback of the experiment is that the effects of a permanent
negative income tax program remain unknown.

LABOR SUPPLY RESPONSE

The paper by Albert Rees and Harold W. Watts, who were codirec-
tors of the experiment, summarizes the labor supply findings of the
experiment. T,l)lfa major finding is that there was only a small (5 or 6
percent) reduction in average hours worked by the male heads of the
families who received negative income tax payments. For reasons that
are still not understood, this occurred entirely among white men: for
black men, the response was insignificant but (surprisingly) positive,
whereas for Spanish-speaking men, the response was also insignificant
but negative. For white and Spanish-speaking working wives, who
had a low participation rate to begin with, the negative reaction was
greater—about one-third of previous work effort for whites and more
than one-half for those who are Spanish speaking. The behavior of
black working wives was not affected.

These results are evaluated in two papers by economists who had no
connection with the experiment. Henry J. Aaron focuses much of his
attention on the difficulties of interpretation arising from the fact that
the welfare system of New Jersey was altered while the experiment
was underway. Ile suggests that this change in the welfare system
created complex and shifting incentives for individual families that
are virtually impossible to quantify for purposes of analysis. Aaron
also suggests other measurement problems that might lead to an under-
estimate of labor supply response. On the other hand, Robert E. Hall,
who develops a model to evaluate the data on labor supply response
obtained from the experiment. argues that the results are consistent
with theoretical expectations and are statistically significant.

Nevertheless, a number of the conferees were not persuaded that
the experimental data can be regarded as definitive on this score. Three
major problems accounted for most of this skepticism. First, the effects
noted by Aaron and others of changes in the New Jersey welfare sys-
tem after the experiment was underway altered the net guarantees
and tax rates in a haphazard way. Second, the limited time period
covered by the experiment makes it difficult to draw conclusions about
the effect of a perianent negative income tax. Third. the results for the
nonwhite families included in the experiment, which are puzzling,
may be unreliable because of high attrition rates.

Effect of the Changes in the New Jersey Welfare System

At the outset, it was considered essential to conduct the experiment
inast tein which male-headed families were not eligible for any wel-
fare assistance. Only in such a situation would the difference between
the families in the experimental and control groups reflect the effect
of the negative income tax alone. New Jersey was chosen as the major
site partly because it had no plan under the unemployed parent part of
the federally supported Aid to Families with Dependent Children
(AFDC-UP) program, which extended aid to unemployed fatheis.
(Male heads were eligible for the locally financed general assistance
program, but the benefits under this program were extremely low.)
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On January 1, 1969, however, New Jersey introduced a generous
AFDC-UP plan for which most of the families in the experimental
sample were cligible. Since families were kept in the sample, but they
were required every payment period to choose between payments from
welfare or the experiment.®

The change in the New Jersey welfare system had two effects on
the results of the experiment. First, most of the families who originally
were placed in two of the least generous experimental plans—those
with 8 minimum guarantee of 50 percent of the poverty line income
and a 50 percent tax rate (the 50-50 plan) and a 75 percent guarantee
and a 70 percent tax rate (the 75-70 plan)—either chose to receive
welfare payments or had incomes that exceeded the breakeven levels
(see the explanation above). The few families that chose the experi-
mental payments under these plans were dropped from the analysis
of the labor supply responses because their number was so small. In
addition, relatively few of the families assigned to the somewhat more
generous 100-70 plan had incomes below the breakeven level and thus
most received no payments. The experiment therefore provides little
basis for judging the amount of labor that might be supplied by
families under a 70 percent negative income tax plan. Moreover, the
information from the remaining plans is not sufficient to measure the
effects of different gruarantees and tax rates.

Second, the availability of the welfare option meant that families
in the experiment who were eligible for we‘fare faced very different
guarantees and tax rates under ecach negative income tax plan from
those faced by families ineligible for welfare. The result is that the
observed differences between the experimental and control families
cannot be related unambiguously to the stated guarantees and tax
rates even for tax rates below 70 percent. As Aaron explains in his
paper. the net guarantees and tax rates after taking into account the
welfare option are very much lower—but not in the same proportion—
for cach of the plans than the stated guarantees and tax rates suggest.

The implications of this point were discussed at length by the con-
ferces. One group pointed out that. because of the existence of other
government assistance programs (in kind as well as in cash), it would
have been impossible to arrange an experiment in which the net guar-
antees and tax rates for each experimental family were known with
certainty. Under the circumstances, the experimental results should
not be interpreted as providing estimates of the labor-supply response
to anv particular guarantee or tax rate. but rather of the response to
the difference between the guarantees or tax rates among vasious plans.
Such estimates still could be regarded as significant because any nega-
tive income tax plan probably will be superimposed on oth~r existing
programs, creating a complex environment that inevitably will alter
the marginal rate that would actually apply to particular families.

& The Aid to Dependent Children (ADC) program was established by the Social Security
Act of 1933 to provide income-reiated transfer payments to families whose father had
dererted or divorced the mother. Therefore, it was a {.rognm restricted to families with
female heads. The name of the program was changed later—with no Implications for the
functioning of the program {itself—to Aid to Families with Dependent Childrea (AFDC).
An amendment to the Soclal Security Act in 1961 expanded the program to cover certain
categories of two-parent families by adding an “unemployed parent” segment to the AFDC
program, thereafter called AFDC-UP. Because the unemployed parent invariably is a
father, this program is also referred to as AFDC-UPF.

The AFDC-UP (or AFDC-UF) program is at state option regarding decisions as to
whetber it will sponsor a program at all and as to the level of benefits and the eligibility
eriteria. New Jersey chose not to have such a program until January 1, 1969, when it
instituted one of the most us in the country. The state treasury could not support
the program at that level, however, and its generosity wag cut substantially in July 1971.
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Aunother group felt that. for the reasons mentioned by Aaron. it is
virtually impossible to infer anything about the marginal effects of
the diffcrent guarantee levels or tax rates on labor supply. Because
the net guarantecs and tax rates are lower than the stated guarantees
and tax rates, the caleulations from the experimental data may under-
state the labor supply response to the type of negative income tax
plans that are offered as policy alternatives in the United States. The
combination of uncertainties as to the effect of different plans also
makes it impossible to estimate the costs of various national negative
income tax plans on the basis of the experimental results,

Short-Term Versus Long-Term E'ffects

Although the objective of the experiment was to estimate the labor
supply response of a permanent negative income tax. to simulate the
effect of a permanent plan obviously was impossible in an experiment
lasting only three years. Early in the experiment. the study designers
urged the OEO to cover some families for a period of three vears and
others for a period of five years, which would have permitted them to
build a duration variable into the statistical analysis. But because of
budget constraints, the OEQ did not provide the necessary funds for
a five-vear period.

The temporary nature of the experiment is important because the
work Dehavior of individuals may depend not only on their current
needs and economie circumstances, but also on their future expecta-
tions. Whether the labor supply response in the experiment was greater
or suialler than the re<ponse would be in a permanent plan is not clear.
Some workers—particularly women who work to supplement their
hushand’s income—might be induced by the negative income tax pay-
ment to stop working temporarily or to reduce their hours of work
with the expectation that they could go back to work or work longer
hours after the negative income tax arrangement ceased. This factor
would lead to exaggeration of the labor supply response in an experi-
ment of short duration. On the other hand. the enactment of a perma-
nent negative income tax might bring on effects—for example. early
retirement or less inhibition in quitting jobs—that a temporary experi-
ment would be unable to capture.

Michael Boskin and Jacob Mincer. two of the formal discus-ants. as
well as a number of other conferees. expressed the opinion that the
temporary nature of the experiment probably led to an understate-
ment of the labor supply response by male heads of families to a per-
manent negative income tax. Such workers usually are attached to a
job that requires them to work a fixed number of hours a week. It is
unrealistic to expect many of these workers to seek another job with
shorter hours in the interest of obtaining a cash assistance payment
for a three-year period. although over a longer period of time. em-
ployvment structures might well change to make such decisions feasible.
Moveover. the fact that the experimental families purchased relatively
more durible goods than control families suggests that the former
did not react to the additional income provided by the experiment in
the same wav that thevy would respond to a permanent change in in-
come. Such behavior is consistent with the hypothesis that workers
consider longer time horizons than three yvears in making economic
decisions.

Although admitting that the experiment could not reproduce the
conditions that would prevail under a permanent negative income
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tax. other conferees took the position that the results are not neces-
sarily biased in one dircetion or the other. Furthermore. it is not at all
certain that the three-year duration was too bricf to capture most of
the labor supply effects of a lx'rlmment negative income tax. Whether
the time period that controls economic behavior is three years, ten
vears, or a lifetime is still not known. In any event. the results of the
experiment were considered to be important to the policymaker. at least
as an indication of the short-run consequences of a negative income
tax devision. Although the long-run effects remain uncertain, the
experiment suggests that theve would be sufficient time to readjust the
terms of any plan that is actually adopted before the full consequences
of the long-run effects become evident.

The Racial and Ethnic Puzzle

A major problem menticned by both the experimental analysts and
their crities was the unexpected behavior of the black (and. to some
extent, the Spanish-speaking) workers in the experiment, On the aver-
age, little change occurred in the work effort of these participants in
the experiment ; in fact, as compared with the control groups. dl(’ work
effort of black males actually inereased during the experimental period.
This difference in behavior mav stem from some unobserved character-
istics of the experimental and control groups. from cconomie differ-
ences among sites (in which racial and ethnie compositions differed),
from the bias of differential attrition rates, or simply from difficulties
in data collection unique for these populations. These findings need
to be explained ar. as Iall suggests, dismissed as unreliable.

OTHER BEIAVIORAL RESPONSES

The income maintenance project sought information about responses
other than work eflort to the experimental treatments and to income
changes in general. These responses, such as consumption and employ-
ment. behavior. education, and health status. were useful not only as
control variables to explain variations in labor supply, but also as a
basis for interpreting the social significance of a negative income tax.
These measures were reviewed and evaluated for the conference by.
Peter IT. Rossi. the lone sociologist among the writers.

As already indicated. the experimental families made larger invest-
nents in housing and durable goods than the control families. There
also was evidence that less job turnover occurred under the more gen-
erous plans. and that turnover which did occur was mainly among
vounger workers shifting to better jobs. It was reported at the con-
ference that analysis now in progress will show significant increases
in educational attainment among experimental familv members. But
the data for health status. family composition. and individual well-
being revealed few consistent and interpretable patterns among ex-
perimental families.

According to Ros:i. these negative findings may reflect poor design
and analysis: but to some extent. they may be the result also of the
dominance of economists in the decisions on experimental design and
analytical priorities. He points out, for example. that the relatively
Liomogencous nature of the sample population, which was considered
an advantage from the economists’ standpoint, made it virtually im-
possible to detect sigmificant experimentally induced changes in such
variables as family composition and individual well-being. He also
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pointed out that there has been a persistent absence of analysis that
would systematically explain economic effects in social psychological
and sociological terms. In particular, the small but significant reduc-
tion in hours worked and the changes in hours of job search, in job
quality, and in worker satisfaction have begged for analysis, little
of which has yet been done.

The conferees did not dispute Rossi's observations regarding the
experimental design, nor was there disagreement that further analysis
of the nonlabor supply response would be useful. But ssveral conferees
challenged Rossi‘s contention that the experiment was dominated by
economists. Other social scientists were heavily involved from the be-
ginning and substantial resources were devoted to the noneconomic
questions. On the other hand, some believed that it was right to em-
phasize the labor supply response as the dominant focus of the experi-
ment-—if only because the state of the experimental art was rudi-
mentary at the time the experiment began.

In any event, given recent advances in experimentation and analysis,
a much more productive combination of the disciplinary techniques
ought to be ible in future experiments. Such a combination of
talent could help to develop more of the richness of individual re-
sponses to experimental treatments; and the number and variety of
the observations needed to obtain statistically significant results for
a broad range of issues would require a much larger sample than was
used in the New Jersey experiment.®

POLICY IMPLICATIONS

The policy implications of the New Jersey experiment doubtless
will be debated for a long time. Opinions will differ, not only because
of doubts about the methodological problems that are reviewed in this
volume, but also because of the changes that have occurred in U.S.
social policy during the last few years. Many advances have been
made in related areas of labor-market research since the mid-1960s, and
the numerous changes in income squort programs—reforms in AFDC
itself, the creation of supplemental security income for the aged, and
the expansion of the food stamp program—have created a very differ-
ent environm:nt for income maintenance policies.

Nevertheless, many of the conferees feel that the experiment will
have a significant effect on attitudes toward negative income taxation.
As Rees and Watts point out in their paper in this volume: “The
burden of proof would now appear to be on those who assert that in-
come maintenance programs for intact families will have very large
effects on labor supply.” Michael Barth, Larry Orr, and John Palmer
note that the finding that the labor-supply response of male family
heads usually takes the form of a reduction in hours of work rather
than complete withdrawal from the labor force should moderate the
pressure for a strict work test and shift more attention to distributive
equity in decisions about guarantees and tax rates. They also emphasize
that the experiment demonstrated the administrative feasibility of a
negative income tax, including practical solutions for such problems as
the definition of income and the establishing of account:ng periods for

¢ Robert Hall contended that the labor supply results could have been replicated with a
much smaller sample (see his paper in this volume), but he did not address himself to the
question of sample sise for determining other types of responses.
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determining eligibility. Various anecdotes concerning the impact al-
ready observed in executive and legislative deliberations were cited
by them and others at the conference as confirming these claims of
policy relevance.

Others are skeptical about these claims. Bette and Michael Mahoney
argue in their paper that the experiment’s design was biased toward
moderate tax rates in the belief that such rates would mean greater
work effort. This bias was compounded by the absence (for analysis)
of several gmarantecs at the 70 percent tax rate. But. the Mahoneys
pointed out. the major effect of a moderate tax rate is to extend the
work disincentive farther up the income distribution. They also believe
that, because the price of moderate tax rates is a lessened alleviation
of poverty, the emphasis on them is unfortunate.

Other reservations were expressed. The temporary nature of the
experiment. combined with the intrusions of New Jersey welfare
law and some of the decisions or sample composition and on guaran-
tees and tax rates, introduces considerable uncertainty regarding the
implications of the experiment for a permanent negative income tax.
Moreover, many opponents of the negative income tax did not expect
widespread withdrawal of workers from the labor market. The with-
drawal of only a relatively few able-bodied workers was sufficient
reason for much of the opposition—and the experiment did little to
remove these fears. Finally. the experiment's failure to improve the
accuracy of cost estimates for alternative negative income tax plans
also is unfortunate.

The conferees developed little consensus on these issues. The con-
siderations leading to moderate tax rates were vigorously defended,
as was the view that work effort is discouraged by high tax rates. It was
argued that equity and politics, as well as the growth in cumulative
tax rates among government cash and in-kind transfer programs,
suggested that a negative income tax was still the leading practical
alternative. On the other hand. it was pointed out that the recent ex-
pansion of these same income support and in-kind transfer programs
has greatly reduced the urgency of a comprehensive negative income
tax and thus the significance of the experiment’s findings.

SIGNIFICANCE OF THE EXPERIMENT

What, then, is the significance of the New Jersey income mainte-
nance experiment for policy and for the idea of social experimenta-
tion? Eight million dollars were spent, about two-thirds of it in re-
search costs. Aside from the direct financial costs, an enormous amount
of time was spent by social scientists inside and outside the govern-
ment in helping to design the experiment and in analyzing the results.
Are the benefits worth the costs?

Most of the participants at the Brookings conference felt that the
answer to this question is affirmative. It was generally agreed that the
New Jersev experiment was conducted with diligence and intelligence,
that the insights gained in program design have improved subsequent
experiments, and that the administrative feasibility of a negative
income tax has been demonstrated. In addition, the experiment cor-
roborates and improves on other contemporary findings about the
labor-supplv response of workers to a negative income tax. As Barth,
Orr, and Palmer acknowledge, however: “The experiment does not
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and should not decide for policymakers whether to extend cash assist-
ance to the working poor or at what levels and with what benefit-
reduction rates. Indeed, no empirical evidence could do so. Research,
no matter how relevant and competent, cannot tell us what national
poliey ought to be. It can provide some hard data as one input to the
process that balances competing demands for scarce public resources.”
Morvcover, even with all the demonstrable advances it has made, the
New Jersey experiment remains vulnerable to those who distrust its
scientific underpinnings or prefer to disregard its policy implications.

Hindsight suggested to the conferees that subsequent social experi-
ments could improve on the New Jersey expericnce in several respects.
Treatments should be sufficicntly different so that statistically signifi-
cant results will be more likely to be obtained. For example, the failure
to detect the relative cffects of different guarantees and tax rates was
one of the major disappointments of the experiment. For the same
reason, sample sizes and selection should not be too parsimonious,

iven the uncontrolled turbulence of the emvironment and the likeli-
waod of unpredictable attrition. Pre- and post-experimental data
collection opportunities should be explored more fully. Finally, the
design and analysis of results should have an interdisciplinary charac-
ter—for, as one conferee put it, “in no other way can we hope to ex-
plain the richness of the real world.” It seems clear that any major
social policy experiment will face the ~ame type of design trade-ofls
and constraints that wece confronted in the New Jersev trial. Yet it
Is impossible to say whether the state of the art in social experimen-
tation is advancing rapidly enough—and the tempo of social change
1s steady enough—-for the larger, more complicated experiments now
under way to improve on the performance of the New Jersey ex-
periment.

Bevond its actual and potential contributions to rescarch in the so-
cial sciences, the New Jersey experience doubtless will have a substan-
tial impact on the ways in which proposals for social reform are con-
sidered. Without suggesting that social progress must await the results
of research, the experiment demonstrates that a new social idea need
not be adopted hefore its consequences are appraised on the basis of a
carefully controlled field test.

Poricy Tmericarions: A\ Skeerican View
(By Bette S. Malioney, W. Mich..el Mahouey)

The New Jersey-Pennsylvania income maintenance experiment was
conceived, desigmed. and conducted by people who tend to favor a
negative income tax. This is not to say that the design, conduct. or
analysis was in any way tailored to favor such a tax. The experiment
was conducted with a remarkable degree of objectivity and there
15 no doubt that. had the results not confirmed prior expectations,
they would Lave been treated in much the same manner as in fact
the favorable resuits have been,

The two principal objectives of the experiment were to explore
the 1==ues related to labor ~upply that are posed by a negative income
tax and to demon trate scientifically that a negative income tax would
not produce a large-seale reduction in the labor force, The direct
policy implications of the experinient relate to issues of work incentives
and the question of the probable cost of a negative income tax. But
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although the mmportance of the labor supply effects of a negative in-
come tax has been stressed repeatedly, httle attention has been paid
to the way in which such knowledge could be incerporated inio poliey.
The first section of this paper is an attempt to remedy this deficiency,
The second iz a discussion of what the experiment tells us about the
destgn of a negative income tax program.

No single experiment or researvh effort could hope to address all
Isties relevant to income maintenance poliey. But the concentration on
one aspeet. of the income maintenance policy debate—labor supply—
will Timit the impact of the experiment. In this context, the third
section of this paper examines the New Jersey experiment as an
example of research in social poliey.

THFE OPTIMAL TAX RATE

From the time a negative income tax was first seriously proposed,
the appropriate marginal tax rate has been considered a eritical
featurve. The lower the rate. the greater the number who will be eligible
for benefits and. other things constant. the greater will be the cost.
The lower the rate. however, the more also financial disincentives for
work are minimized, and the less likely it is that higher payments
will result from reduced earnings. The first part of this section dis-
cusses what the appropriate tax rate would be if only work effort and
program cost are considerations: the ~econd part. whether other con-
siderations, especially equity, also should play a part.

Guarantces and Tax Rates, Labor Supply and Cost

Joth the level of the guarantee and the marginal tax rate—that is,
the tax in cents deducted from the guarantee for each dollar of ad-
ditional meome—may afleet work effort. but the tax rates have received
the most. attention—from the con~ervative Milton Friedman and the
liberal James Tobin alike. Tobin argues for minimal standards of as-
sistance to keep familics from falling below the poverty line: that
“the ~chedule of benefits . . . mnst provide incentives to work™ is
another and separate prineiple.t Friedinan says about the marginal
tax rate that “fifty percent is too high. I should prefer less.”?
Throughont the professional literature on income maintenance policy
tha pattern is the ~ame: it is through marginal tax rates that the issue
of work di~incentive is addressed.® In contrast. most of the concern of
politicians has been over the incentive effeet of guarantees.

From the mid-1960s to date. proponents of the negative income tax
have stress:d the importance of low tax rates by highlighting the
presuried 100 pereent rate in exiting welfare programs. They also
stressed the universal coverage of their prope-al by highlighting the
presumed exclusion from assistance of the working poor. In fact,
neither of these views of the existing welfare system was completely

1 lames Tobin, “First Lecture Celfare Programx: tn Ilconemiec Appraisal, Rational
Deate Seminar Series (Awerfcan Enterprize Iustitute for Public Polley Reacarch, 1965,
v 16
! 2 Milton Friedman, “The Case {or a Negative Income Tax: A View from the Right”
tpaper prepared for the Netional Ssmpostvm on Guarianteed Income, CV ol er of Commerce
of the Unjted States, December 10660 processedr. Fricdman uonetheless opted for a 50
perconut rate because, in the lozic of hix form of nozative fnconie taa, luner rates would have
weant {nadequite benetits for families without fneaue,

3o is a refererce to the poliey discussfons ; the New Jersey experiment Lad greater
variation in guarantee levels than in margioal tax rates,

39 0T —7S8—-4
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correct. Nonetheless, the hallmark features of the negative income tax
came to be that it provides for a marginal tax rate of less than 100
percent and for coverage of the working poor.

The perceived need to have low marginal tax rates is evident in the
design of the New Jersey experiment : no treatment group was subject
to a marginal rate higher than 70 percent, and in determining the
number of recipients to be assigned to the various plans, it was as-
sumed that policy interest in 50 percent rates was more than three
times greater than in 70 percent rates.* Thus, the design of an experi-
ment to determine the labor supply response to different marginal tax
rates incorvorated the assumption that a 50 pereent rate was likely to
be preferable from the standpoint of social policy. The basis for this
assumption is not clear.

The problem of the tax vate has been posed by many critics as one
of providing work incentives. Work incentives would be as cheaply
provided by a low guarantee or by having no program at all. A programn
that mives people income for which they do not work necessarily
discourages work and does not encourage it. Thus. the real problem
18 how to mitigate or offset the disincentives that are inherent in the
vervy nature of assistance programs. Further, what we are
really concerned with is not disincentives or incentives as such but the
behavior they induce—in this case, work. Whether or not the economic
disincentives present in varving degrees in different income main-
tenance plans are offset by psychological, sociological, or other in-
centives is an empirical question that the experiment, the cross-
sectional studies, and other research have attempted to answer. The
constant references tu the need for low tax rates have obscured this
important point.

But why all the concern about work? Beyond the fact that this 1s
a major concern of politicians, there are two main reasons. The first
is because of an interest in program cost; the second is because of the
common view that it is better for most people to work than not to.

EFFICIENCY AND CosT. A basic objective of income transfer programs
for workers is to raise their income, not relieve the necessity for work.
If guaranteeing a worker a minimal income means that he will quit
and be no better off, why bother? But when the program covers a
large groun of people, some of whom are expected to work and some
not, but between whom there is no easy dividing line, the problem is
more complicated. The possibility of paying somebody more than
he deserves—in the sense that the person should be working and re-
ceiving less subsidy—is unavoidable. If workers do quit or reduce
their work effort, then either the program will cost more than other-
wise would be the case or the guarantee will be less. .

Because funds available for alleviating poverty or for other public
purposes are limited, it is appropriate to consider ways of reducing un-
intended side effects that make the program less efficient than it could
be. Relativelv low marginal tax rates have been the generally recom-
mended method of keeping workers from quitting. If the objective of
the proeram is <imply to raise the incomes of the poor, then the mar-
ginal tax rate should be set at the level which for a given cost would
produce the highest possible guarantee. This objective may not imply
lower rates. Lowering marginal tax rates might not produce sufficiently

vo; See the paper by Felicity Skidmore, “Operational Design of the Experiment,” in this
ume.
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greater work effort to make transfer costs go down: for this to
happen. work effort has to be fairly sensitive to the tax rate. In this
sense, efliciency in a negative income tax is more likely to require a
high rather than a low rate; and to determine the optimal rate would
require knowledge about both the income distribution and the labor
supply response. ]

WORK AS AN INTRINSIC Goob, Though efficiency criteria imply high
marginal tax rates—even as high as 100 percent—a desire to maximize
work effort may prompt lower ones.

Increases and decreases in the gross national product traditionally
have been regarded as net gains or losses for society at large: if some-
one works, it is good for us all. But for the individual taxpayer, the
total national product is not of interest, only his share in it. Those who
must pay taxes so that the carnings of others may be supplemented
have the right to ask what they gain from any work that 1s thereby
induced. If the individual whose income is supplemented works more
but also consumes more, no direct benefit may accrue to the taxpayer.

A fear also may exist that the supply of low-wage, unskilled workers
and the relatively cheap goods amf) services they produce will be di-
minished. To the extent that this fear actually is realized, a true eco-
nomic loss occurs. The extent of the loss is difficult to measure, however,
because people’s consumption patterns will change as prices and income
change. On the other hand, to the cxtent that people with higher iu-
comes pay more to employ the lowest paid under a negative income
tax, the income distribution will change in a progressive fashion.

It may be that work effort is viewed as a guoci) in 1ts own right for a
complex set of reasons, including the puritan ethic and other philoso-
phies of life that hold idleness to be immoral and offensive. But so-
ciety has not found idleness so offensive that it discourages it with
methods beyond economic sanctions and peer-group pressure. It may
be that society is willing to accept the degree of idleness that now pre-
vails—but would be unwilling to accept more.

Moral and ethical concern about people who seek to live at the ex-
pense of others focuses primarily on a dichotomy of work versus no
work. Programs designed to induce more work from those already
working might not be considered as attractive as those which produce
more workers. Few persons would argue for expensive incentive fea-
tures solely on the basis that less expensive schemes would discour-
age overtime and dual job holding. This means that in examining the
sensitivity of labor supply to marginal tax rates and guarantee levels,
it is essential, first, to distinguish between outright entries into, or
withdrawals from, the labor force and mere additions or reductions
in effort; and, second, to specify precisely what kinds of additional
work effort are being sought.

This issue is even more complex when the question of seconda
workers, part-time workers, ang length of job searches is considered.
It seems unlikely that many persons would wish to commit funds for
the sole purpose of inducing more work effort from secondary workers.

In brief, we do not know how or even whether work as an intrinsic
good is preferred by a majorityv in society. Society clearly should not
spend beyond the level at which no additional work is induced ; pay-
ing for expensive incentive features that do not affect behavior makes
no sense. That lower marginal tax rates will bring about a greater total
work effort is not at all clear. Modest reductions in the marginal rate
faced by people below the original breakeven point will require larger
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increases in the rate for the newly eligible above it, who previously had
been subject only to the positive inconie tax. Suppose that it is proposed
that 80 percent tax rates in a plan with a $4.000 guarantee be reduced
to &0 pereent. This would represent a 38 percent reduction in the rate
faced by those originally eligible. But if the rate above the breakeven
point had been 20 percent, there would be a 150 percent increase for
the newly eligible.

Marginal Tax Ratcs and Tax E'quity

In recent years, two reasons unrelated to labor supply have been
suggested for preferring low tax rates in a negative income tax: first,
that high rates conflict with the requirements of vertical equity ; and,
second, that it 1s unfair to tax the earnings of the poor. Both are
mtuitively appealing arguments ; both are wrong,

The concept of vertical equity developed out of taxation theory
and is generally expressed as *those who earn more should end up with
more.” But there is nothing in this coneept that ~crves as a guide to
how much more, Thus, a marginal tax rate of Y9 percent would satisfy
the requirements of vertical equity. The concept is more correctly
expressed as “those who earn more should not end up with le=s.” The
word “equity™ connotes fairness and justice, concepts that are deeply
cmbedded in the fabric of our society but that nonetheless are
ambiguous.®

The meaning of the term *“tax rate™ al-o has become troublesome
during the debate over welfare reform. The term can vefer to average
or marginal taxes. In the context of a negative income tax, familics
have usually been viewed as paying a positive tax if they were above
the breakeven point, nothing if they were at that point, and a negative
tax 1f they were below. This view refers to average taxes; the tamily
faces positive marginal tax rates below, at, and above the breakeven
point, rates that were regarded as high below the breakeven and low
above it. We believe more attention should be given to average tax
rates, which show who pays and who receives and thus provide a more
comprehensive picture of the nation’s tax and transfer sy-tem. This
al~o would clarify certain of the equity issues associated with tax rates
in the welfare retorm debate.

In this debate, it has been argued that only the rich and the poor
face high marginal tax rates and that this is unfair to the poor. But
in terms of average tax rates, the poor are net recipients of transfers
and their average tax rate is negatuve, which by definition is not high.
Peopie who complain that the poor face high marginal tax rates under
a benefit program are, in effect, taking the prograw’s guarantee for
granted. When a recipient works, the welfare benefits he forgoes as
his payments are reduced are tantamount to taxes paid. But all fami-
lies, not just those receiving reduced benefits, must. be considered to
have forgone welfare benelits—in effect. to have been subject to a tax.
In this view, fumilies from just above the breakeven point 1o quite
far up the ~cale of incone disiribution also face high average tax rate:.s

% See Martin Broufenbrenner, “Equality and Equity,” Annale of the Americun Academy
of Folitical and docwal desence, vol. 408 (Seplewber 1973), pp. 9 -23; and Johin Kawis, 4
Tihew y of Jusizee (Harvard University Press, 1971).

¢ Consder & negative income tax with a $4,000 gudrantee and a 50-percent marginal tax
rate. At the breakeven point of $8,000, the net additional disposable income over aud aboe
the guaruniece §8 oniy $4.000. Siwillarly, if the marginal rate of taxation were 20 perceut,
a fanly with §10.000 of earuings will bave only $6.000 more disposable fncome lcss 1he
¥400 it would pay in positive tases. Thus, in terms of dispusable incotue, a fawily with
$10.000 of earniugs Las only $3,600 more than ancther fumily with no earniugs. On this
baris, the $10.000 juwily way Le regarded as bhaving been subject to a 44-perecnt averuge
tux rate.
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The problem of taxing the carnings of the poor is a sensitive matter,
it being perhaps the mark of civilized society that income taxes are not
to be imposed on the destitute. Surely in our wealthy society there is
1.0 need to require the poor to share in the cost of public programs. It is
a virtue of an income tax over other forms of taxes that the poor can be
exempted. But there is no similar virtue in a negative income tax: a
positive marginal tax is a necessary condition thereto. In fact, high
rates concentrate expenditures on the poorest of the poor. whereas low
rates mean that fnmls will go to the less poor—sometines to those who
clearly are not poor. If fairness is measured by the proportion of the
expenditures received by the poor. high tax rates are fair. and low tax
vates may be viewed as part 0} a policy to alter the shape of income dis-
tribution considerably hevond the poverty level.

If there are no arguments in equity or in eflicieney for low tax rates,
are there any others It has been suggested that marginal tax rates
may canse such other behavior as welfare cheating or marital insta-
bility. If society wants more or less of such behavior. that fact certainly
can be considered in setting marginal tax rates, provided the incentive
has ~ome empirical. as well as theoretical, substance.

IMPLICATIONS VOR THE DESIGN OF A NEGATIVE INCOME TAX

The New Jersey experiment was a partial simulation of a negative
inconie tax. From it results can be drawn inferences about the appro-
priate tax rate for a negative income tax. Inferences also can be drawn
about other aspects of income maintenance policy. There are some
things the experiment can tell us about welfare poliey and some that
it cannot.

The Marginal Tar Rate

Suppo=e that the information generated by the New Jersey experi-
ment provides the basis for the design of a negative income tax. Setting
aside the need for information on other issues and the important ques-
tion of whether the results truly reflect the impact of a full-scale,
permanent progran, the New Jersey results can be summarized in
this manner: X negative income tax with guarantees at or near the
poverty level and marginal tax rates between 30 percent and 50 per-
cent will cause a reduction in the amount of labor supplied by low-
inconie houseliolds of about 5 percent. certainly no more than 10 per-
cent. Within the stipulated range. differences in the marginal tax
rate do not cause different labor supply response. Secondary workers
will reduce their work effort more than primary workers. Overall,
reductions in work effort do not come from outright withdrawal from
the labor force but through reduced hours of work. dual job holding,
and to some extent slightly longer periods of unemployment.

In line with the arguments of the preceding section, these results
clearly suggest that the marginal tax rate should be at least 50 per-
cent—presuming. of course, that the income of eligibles would not be
subject to other taxes. This conclusion can be reached without refer-
cnee to income distribution data for both objectives of efficiency and
work inducement; it follows from the finding that different tax rates
produce no differences in labor supply.

Could the tax rate be higher than 50 percent? Unfortunately. be-
cause of contamination of the 70 percent treatment by other welfare
programs and failure to include treatments at even higher tax levels,
the experiment provides little basis for inferences about the labor sup-
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ﬁly responses to rates higher than 50 percent. Nonetheless, to oppose &
igher tax rate, one wmﬁd have to believe that it would cause a sharp
increase in labor supply withdrawal. )
Tax rates higher than 50 percent might produce some cost savin
and some further reductions in work effort among eligibles, although
rhaps not a net reduction in work effort. In any event, so long as ad-
gftional reductions were to manifest themselves as modest reductions
in hours worked and dual job holding and not in withdrawal from
the labor force by primary workers, they probably would not be con-

sidered socially undesirable.

The Work Regquirement

In the traditional form of a negative income tax there would be no
such thing as a work requirement : that is, benefits would depend solely
on income and not on work status. This controversial feature of the
negative income tax is deemed essential by proponents but provides the
basis for opposition from others. The experiment was not designed to
illuminate discussions of the feasibility or desirability of a work re-
quirement. Nonetheless, its findings that the poor have relatively strong
labor force attachment, like similar findings in the past, have been
used to support the view that work requirements are not necessary,
thus perpetuating a misconception of the role and possible effective-
ness of a work requirement.?

Surely, if an income assistance program produced large-scale with-
drawal from the labor force and efforts to beat the system were wide-
spread, no army of bureaucrats could enforce a work requirement. If
the reverse were true—that is, if there were few efforts to get away
with something—a work requirement very well could be designed and
administered in a mannemmt was equitable and firm and preserved
public faith in the program. The New Jersey results strongly suggest
this possibility.

To maintain program integrity, a work requirement may be con-
sidered ossontialpregardless of the rate of marginal tax. A work re-
quirement also may offset some disincentive effects of higher marginal
tax rates. If the real policy alternatives lay between, first, a modest
cuarantee, a relatively low tax rate, and no work requirement and,
second, a generous ﬁuamntee, a high tax rate, and a work requirement,
the not-so-poor, who would receive income supplements with a low
tax rate, might side with those who oppose the work requirement. But
it seems likely that the very poor would agree with the general public
and endorse a work requirement.®

Compound Marginal Tax Rates

Much has been written recently about the high marginal tax rates
that can result when several programs condition their benefits on in-
come. There 1s no reason to assume. however, that the disincentive ef-
fects of an all-cash program would be the same as a combination of
cash and in-kind programs, even where the apparent marginal rates
are the same. There is, in fact, some reason to believe that the disin-
centives from a combination program might be less. For example, if a
family’s income increases to tge point at which the family felt it could
afford better housing than is available in public housing programs,

7 See U.8. D‘:‘mrtment of Health, Education, and Welfare, “Summary Report: New
Jersey Graduated Work Incentive Experiemnt” (1973 ; processed), p. 43.

% The level of guarantee constitutes the actual work requirement. An adminisirative work
requirement is only a device to lower or eliminate the guarantee when an ablebodied
individual refuses to work.
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it might disregard the loss in housing benefits. An individual goin

to work where he would participate in an employer-subsidized healt

{)x;sut{‘ianw program may substantially discount his loss of medicaid
nefits.

Enourh of this kind of reasoning can be developed to suggest that
the very attempt to calculate arithmetically the compound rate of in-
cash and in-kind programs is futile. The differing participation rates
associated with in-kind programs also are important. “Selection-out”
by participants at higher levels of income generally is thought to be
more commonly associated with in-kind than with in-cash programs.
If this is true, programs otherwise similarly designed will differ in the
degree to which their benefits are distributed to the poorest households.

Discussions of the advantages of cash benefits over in-kind benefits
have focused on maximizing utility to the recipients and, more re-
cently, on maximizing the utility to both taxpayers and recipients
taken together. The political attractiveness of in-kind programs is well
known, of course, and many have acknowledged that they would pre-
fer having in-kind programs to assist the poor rather than having no
program at all. The point here is somewhat different : in-kind benefits
may provide greater total benefits to the poorest households because
the nonparticipation of those with higher incomes will allow more
generous benefits to the poor. This important area of debate is one to
which the experiment contributes little. It is, in fact, an arca that has
become much more important since the experiment was launched.

Cost of a Negatire Income Tax

A third and final topic that the experiment tells us little about is the
increase in transfer cost that would be associated with the adoption
of a negative income tax. This is the result in part of the existence of a
nearly universal food stamp program that already may have caused
some of the labor supply effects that would be associated with a nega-
tive income tax, and in part of the ambiguity of the results, In addi-
tion, a nationwide negative income tax would include numerous groups
that were not eligible under the experiment. Moreover, shifting from a
food stamp program to a cash program might increase participation,
but the results of the New Jersey experiment cannot be used to estimate
the extent of the increase.

THE NEW JERSEY EXPERIMENT AS POLICY RESEARCH

At the time it was undertaken, the New Jersey experiment was
among the government’s most ambitious and expensive projects in
social policy research. With the advantage of hindsight, the experi-
ment now provides us some important information about experiments
in particular and about policy research in general. The following para-
graphs contain a discussion of some of what has been learned.

Some Lessons for Planning

In their overview of the New Jersey results, Rees and Watts say:
“If there were people who expected our experimental treatment to
cause large declines in the [labor force] participation rates of male
heads of households. they were not in our research group.” ® It seems
likely that neither were they in the HEW or OEO offices sponsoring
the experimesnt. Why, then, was an expensive program of experimenta-
tion in income maintenance programs undertallien?

® See Albert Rees and Harold W. Watts, “An Overview of the Labor Supply Results,” in
this volume.
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First, those persons who were urging the enactment of a negative
income tax felt that it wus necessary to obtain better proof that the
labor force effects would be acceptable ; but “how much™ would be con-
sidered aceeptable was never defined.’* Moreover, whatever the antic-
ipated levels, they were expected to vary from one marginal tax rate
to another—but just how they would vary was not set forth. Why
100, 90, and 80 percent marginal tax rates were expected to produce
unaceeptable levels of withdrawal whereas a 3¢ percent rate would
not iz unclear,

If the arguments of the first section have any merit, relatively high
marginal tax rates might be preferable to low rates. Both by design
and by accident, the New Jersey experiment provides little informa-
tion about the impact of higher tax rates. The impact of the experi-
ment may be limited because policymakers may choose to defer deci-
sions until such information does beconie available. Certainly, one re-
quircment for an effective experiment must be a thorough examination
of all the policy alternatives and issues.

Second. in the view of its advocates, the proof that disincentive ef-
fects of a negative income tax were small had to be rigorous. This im-
plied careful use of controls rather than the less formal and less ex-
pensive demonstrations and analyses of program data. Moreover, the
results had to be quantitative: it was essential to measure the disincen-
tive effects as well as to make a judgment as to whether they were large
or small. Finally, the results had to show the impact of variations in
guarantees and tax rate.

The failure to exploit the research potential inherent in existing pro-
grais is in part attributable to this preference for the “rigorous proof
of experimentation™ and in part of ignorance about such programs. To
our knowledge, neither the AFDC-UP program nor the state-run
working-poor programs—some of which have 100 percent marginal
tax rates and some of which do not—have received anything remotely
approaching the investment of funds, talent, and effort that have been
expended on the experiments and cross-sectional analyses in the nega-
tive income tax program. Ignorance about these programs also may
have contributed to undue concern about labor supply response. Much
of the information about how existing programs actually operate,
which the experiment was to reveal, was and is readily available with-
out resorting to experimentation. Certainly, before experimentation
is undertaken, other potential sources of information should be fully
explored and analyzed.

s to the rigor of experimentation, rigor may have been unattain-
able or unnecessary. Questions about the feasibility of simulating a
full-scale, permanent national program with a short-term, random,
local expernment were raised from the very beginning, These questions
never were answered and have been reinforced by the ambiguities and
paradoxes of the experimental results. Moreover, if small declines in
labor supply are expected. small differences among different treatments
al~o must be expected. For policy purposes, once it is known that the
differences will be siall. there is no great value in knowing exactly how
small. For firm evidence that the decline would be small, analysis of
existing prograns, coupled with a set of demonstrations, could have
been performed more quickly and less expensively.

w It would be fronje if those who opposed the negative income tax because of fear
alwiut work effort actually expected the same amount of labor force withdrawal as those
who supported it.
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Third, recent research suggests that the costs of a negative income
tax are not sensitive to changes in labor supply.'! \t least for the types
of plans that generally have heen ad\'ocat(*(\. greater precision in cost
estimates than is offered by the experiment could be obtained by im-
proving data sources and exploring other factors affecting cost, such as
the propensity of program eligibles to participate. For example, the
supplementary security income program has had fewer applicants
than were estimated: either its data bases, the participation rate as-
sumptions,or both were in error.

The Contribution of the New Jerscy Experinent

The New Jersey experiment alrcady has had an impact. It has made
experimentation in the social sciences respectable and has helped
spawn not only three other income maintenance experiments but alo
an elaborate program of experiments in housing allowances and in
health insurance. It has had other impact as well. During the first
round of hearings on the family assistance plan, the House Ways and
Means Commiittee invited Harold Watts, Lee Ba wden, and David Ker-
shaw to testify in executive session. One of the authors was present
throughout the hearings, and it seemed to him that their testimony was
an invaluable contribution: a program shuilar to the family assistance
plan, although on a much sma‘lor scale, actually was being run, and no
abrupt withdrawals from the labor force hud been observed; possibly
the concern about work incentive was misplaced.

The experiment demonstrated another value of experimenting be-
fore implementing: the opportunity to think through the multitude
of administrative and definitional problems associated with turning an
idea into an actuality. The experience of the New Jersey experiment,
augmented by the experience of the states in operating existing wel-
fare programs, will furnish the basis for the administrative features
of any new program.

What about the future impact ? Unfortunately, the program of ex-
periments concentrated on negative income tax programs to the vir-
tual exclusion of alternative approaches to income maintenance. There-
fore, although we now have a great deal more information about the
operation and labor supply effects of a negative income tax, we have
little additional information about alternatives. Proponents of pro-
grams as diverse as wage subsidies, guaranteed employment, family or
children’s allowances, and expanded social insurance may feel that it
would be appropriate to have more information available about such
proposals before this country selects its course on an income mainte-
nance policy. This fact alone will temper the impact of the experiment.

Morvcover, additional information 1s needed about negative income
tax programs. including data regarding :

—The employability of female heads of families

—The design and potential cffectiveness of work requirements

—The programmatic impact and equity implications of alternative
accounting periods

—The effect of compound marginal tax rates, especially where they
result from in-kind transfer programs

-—The eflect of taxing income aside from wages and salaries

—Ways to vary guarantee levels by family size

u Ralpb'D. Hushy, “Work Incentives and the Cost Effectivencss of Income Maintenance
Programs,” Quarterly Keticwe of Leonomics and Busineass, vol. 13 (Spring 1973), pp. 7-13.
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—Iow and whether to supplement a negative income tax or its alterna-
tives with a program to 1ieet emergency and special needs

What these additional needs clearly suggest is that for a social experi-
ment to have a truly significant impact on the policy development proc-
ess, it must be part o{ comprehensive and balanced programs of re-
search and analysis.

But in terms of what it set out to do—to illuminate labor supply
effects—what has the experiment accomplished ? That cash assistance
will encourage the poor not to work is a deep-seated fear, a depressingly
constant theme of discussions of welfare policy stretching back beyend
Elizabethan poor law. For all practical purposes, the statement that
the able-bodied poor should not be given welfare can be as much a
moral dictum as it is a corollary to an economic prediction. It seems
unlikely that the New Jersey results will still such fears: too many
auestions can be raised about the validity of the experiment. In 1968,
Guy Orcutt and Alice Orcutt suﬁgested that the successes of experi-
mentation in the biological and physical sciences would lead the pub-
lic to accept experimentation in the social sciencies.* But accepting
experimentation and accepting results as reported by the experiment-
ers are not the same thing. Those persons who originally believed that
there would be small disincentive effects may well accept the New
Jersey results, whereas many of those who believed otherwise may well
remain unconverted.

CONCLUSION

The New Jersey experiment was undertaken at a time when many
economists assumed a priori that low marginal tax rates were prefer-
able to high and had favorable implications for labor supply. With
respect to program cost, however, high tax rates may be preferable.
Moreover, low tax rates do not lead unambiguously to increases in
labor supply. But unfortunately, the design of the experiment was
dictated by the assumption of the times.

The experiment was under taken to prove that a negative income
tax would not induce large-scale withdrawal from the labor force; to
measure the difference in responses to different combinations of guar-
antees and marginal tax rates; and to provide the basis for estimating
the cost of a national w:rogram. But for purposes of policy formula-
tion. existing programs or demcnstrations could be just as suitable for
stilling unwarraated fears about labor supplv; small differences in
response do not have important policy implications; and other factors
contrllbute more to uncertainty about program cost than does labor
supply.

Experiments in social policy should be considered in relation to their
cost and to the likelihood that some spectrum of opinion will be
shifted—and how far. In our view the New Jersey experiment does not
stand up well to these measures. It was conducted with intelligence,
perseverance. obiectivitvy, and wit, and yet it produced something less
than overwhelming evidence.

Sunk costs are sunk. But it is not too late to consider whether the
continuation or expansion of the current experiments is worthwhile.
The cost of all the income maintenance experiments is approaching $70

% Guy H. Orcutt and Alice G. Orcutt, “Incentive and Disincent
}g;g?e l:\?m“t:'?ince Policy Purposes,” Admerican Economic 3’:'.',4'.'.3. v rg?e?st:m&:
« PP
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million: the many permutations of labor supply response to negative
income taxes that these experiments will test are not worth the cost. Al-
though ethics require that promises to existing participants be kept,
expansion to explore other issues should be seriously questioned.

None of the foregoing should be construed as implying that the New
Jersey experiment was a failure or a waste of time and money. Among
other things. it was an experiment in experimentation. The experiment
produced extensive data about labor force behavior at a cost of $8
million, which seems quite reasonable when compared with the costs of
such other research information as the Surve% of Economic Oppor-
tunity of the U.S. Burcau of the Census or the Panel Study of Income
Dynamics, the longitudinal survey of the Survey Research Center of
the University of Michigan. It also produced information about the
design and administration of welfare programs, which, although not an
argument for experimentation, is valuable nonetheless. Finally, the
experiment did generate another and unique vbservation: that for
relatively low levels of welfare, the poor will not opt for leisure. This,
and the other observations available, eventually may convince the
doubters.

COMMENT BY RICHARD P. NATHAN

As a practitioner in welfare policymaking, I was asked to comment
on the Mahoneys’ a&r. I was a member of that group of welfare
;)lanners who, 1n é’u rt Steiner’s words, went blithely ahead on the

amily assistance plan in 1969 despite the fact that the New Jerse({
experiment was well under way and presumably would produce find-
ings pertinent to these decisions.

The Mahoneys make an important contribution by their thoughtful
treatment of fprincipal question of the New Jersey experiment:
nanely, the role of the marginal tax rate in income sugport programs.
We learned such lessons the hard way in designing the family assist-
ance plan: the lower the marginal tax rate, the more resources are
shifted from the %oor to the near poor or nonpoor. If insufficient re-
sources are available to allow income s"pport programs to eliminate
poverty fully, the issue bec.mes how much poverty should be retained
in the interest of maintaining strong work incentives.

I was pleased also that the Mahoneys included in their paper a dis-
cussion of the role and efficiency of in-kind transfers. As a proponent
of a strategy of incremental reform for income support programs at
this time, I believe we should devote more attention to this subject.
The food stamp program now provides benefits to most poor working
families at a higher level than would have been the case under the
famnily assistance plan.

I want to distinguish between design problems in the New Jersey
experiment and what I shall call questions of policy relevance. Henry
Aaron’s paper provides the framework for looking at this distine-
tion. Aaron lists what he calls the “acknowledged problems” of the
New Jersev experiment. The first two of these—the brevity of the
experiment and the introduction of an AFDC-UP program—are de-
sign problems that make extrapolation of the results hazardous; both
presumably could be corrected in the design and implementation of
future or current experiments,

But Aaron’s third acknowledged problem gets at what I define as
the larger question of policy relevance. He states that “the thinness of
the sample and the brevity of the experiment make it impossible to
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observe the impact of a negative income tax on the morcs of entire
groups” (emphasis added). The use of the word *“mores” raises for me
the question of whether the kind of a prolonged and emotional debate
that would be necessary to pass a negative income tax would result in
changes in behavior in terms of the choices between work and leisure
that will be made by eligible or potentially eligible persons. Put another
way, even if all the design prob\ems of the New Jersey experiment were
resolved—and this is no easy task—the basic question remains as to
whether the findings from such an experiment would apply after a
national and highly visible shift in policy—such as adoption of a neg-
ative income tax would represent—had occurred. Bluntly stated, is it
not possible that adoption of a so-called “guaranteed-income™ pro-
gram would be interpreted by the eligible population as a congres-
sional sanction for leisure?

What are the answers to this criticisin of the New Jersey experiment
in terms of its relevance for national policymaking?

One answer is that in Seattle an attempt is being made to adver-
tise the availability of the new income maintenance program. This, it
1s suggested, will allow the researcher to claim that people understood
the policy change and therefore that the experiment ﬁas taken into
account the full impact of the new program on public opinion. I do not
consider this an adequate answer to my suggestion that a change in
mores could take place after a negative income tax had been enacted.
We are not interested in how people’s attitudes change in one locale in
response to a program of limited duration. We are interested in how
attitudes would change nationally after a long and emotional debate—
as part of the broader debate over the adoption of a nationwide nega-
tive income tax program—has taken place on the fundamental question
of the employment obligations of the poor.

A second answer is simply that this line of criticism could be di-
rected against all social experimentation and that I am overstating its
importance. Again, I am not satisfied. If we assume limited resources
for social experimentation. as we must, my argument is that we should
select areas for experinientation in which our findings are most likely
to be relevant to policy and used accordingly. We could experiment in
many social program areas. Generally, however, we should hold off
experimenting in areas in which policy change is apt to be of so funda-
:nental a nature and so emotionally charged that concern must neces-
sarily exist about the effect on behavior of the policy changes being
studied—and hence about whether the findings will remain relevant
once the policy has been adopted and put into operation. Experiments
in such areas are less useful than those which we judge will not involve
policy changes likely to affect behavior on a broad scale: for example,
new types of manpower, child-care, educational, and health-financing
programs.

I conclude, therefore, that at the very least we must give more atten-
tion to efficient use of the resources available for social experimenta-
tion, and that we must deveiop strategies that weigh the potential
payofls of different types of social experimentation.

COMMENT BY ALAIR A, TOWNSEND AND JAMES R. STOREY

We applaud the Mahoneys for reminding us that tax rates are only
cne parameter in the highly complex structure of an income main-
tenance system. Analysts probably have overindulged themselves in
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the study of tax rates, perhaps because they prefer to studv prob-

lems that are well structured and quantitative and to which high-

powered analytical tools can be applied. In addition. many of the
analysts are economists, who naturally focus on poliey i=~ues related to

Labor markets.

The Mahoney paper. however. overreacts to the tax-rate focns. The
tax rate is, after all. the single most significant factor in most income
maintenance brograms, It not only affects work incentives and pro-
sram costs but also is a primary determinant of income adequacy for
recipients with income—as well as of cquity. both among recipients
aud between recipients and nonrecipients. Because the tax rate rep-
1esents the marginal response of the svstem to any marginal change
affecting income. the rate level and structure are crucial in many ways.
WAVS,

But althorgh analysts may have been preoccupied with tax rates.
politicians have not—at least not in the broad context just outlined.
As a results many programs of the negative income tax type are op-
crating at all levels of vovernment. with tax rates ranging from 25
pereent to 100 percent —or even higher if one includes notches. The
present conglomeration of programs includes such bizarre contrasts
as states applying 100 percent tax rates to working men in general
assistance programs. while the federal government taxes at 50 percent
the wawes of agzed. blind. and disabled recipients of supplemental se-
curity incotae and social security.

The Mahoneys suggest that. in the compromise among adequacy.
costs, coverage. work incentives. and equity, the greatest weight should
he given to raising guarantees while minimizing costs. On these
erounds, many enrrent programs come remarkable close to meeting
their objectives. We disagree that the balance should be struck in this
way. Our view of the problems to be addressed by income maintenance
reform leads us to urge moderate guarantees and tax rates,

In our view. a negative income tax or other income-related reform
plan must accomplish three financial tasks:

—Higher incomes for per<ons with little or no income or income-pro-
ducing opportunities who either are currently excluded from cate-
gorical coverage or live in states paying well below average benefits

—Hirher incomes for persons with income that is inadeguate

—Con-training to rea~onable levels combined benefits and tax rates
that reselt from multiple programs

Given these priovity objectives. it is difficult to see how high tax rates
could ~upplement modest wages or facilitate programn coordination,
Frploring Equity

The concepts of equity applied by the Mahoneys seem to be onlv
straw en. Extreme positions have bheen taken along dimensions on
which there i< great room for compromi-e.

They have taken a restrictive view of vertical equitv—that it for-
hids only a reversal of income positions. By this definition. programs
that equalize or nearly equalize unequal pretransfer income positions
meet the eriteria for vertical equity. The definition of vertical equity
with which we are familiar and comfortable requires some degree of
posttransfer differentiation among former unequals. We expect pop-

13 The taskf noted here relate only to financial parameters. Other important target
of reform are improved administration and more standardized trcatmeu‘t)oot reciple‘lats'.
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ular acceptance of this view to be manifested by Increasing concern
over the fact that millions of sacial security beneficiaries who receive
added income from the supplemental security income program or
supplemental state programs received only £20 per month as a bonus
{for their social seeurity contributions, A further result is that persons
with markedly different previous earnings levels and social security
benefits will receive identical posttransfer income.

Another straw-man eoncept of equity is that the poor shoulld not pay
taxes out of funds that were rightfully theirs, We do not know of
serious analvsis in which this areument has been advanced. Rather,
we believe the argument is that people should not be made worse off
for having worked.

Tt scems to us that there would be wide agreement in Congress—if
the proposition were phrased in straightforward terms—that those
who earn more should have more income. That the Congress does not
always act this way is another matter. We believe that these consider-
ations are only now becoming understood, and that the legislative
results may change as a consequence.

The Mahoneys’ willingness to level incomes with 100 percent tax
rates disturbs us and no doubt would disturb many members of Con-
gress as well. Furthermore, implicit in their own questioning of the
New Jersey income maintenance experiment seems to be a thread of
doubt that they can state so categorically that tax rates do not matter.
Finally. it seems to us to he socially destructive to apply a 100 percent
or nearly 100 percent tax rate to the very bottom end of the income
distribution. Such a policy in effect says that the work efforts of
recipients are meaningless.

Eauity is a slippery concept. especially because it ig virtually im-
possible to separate out equal opportunities from equal outcomes. That
is. do people have low pretransfer income because they have had
unequal opportunities or because they have applied unequal efforts?
If in part the answer is unequal opportunity, is it fair to treat such
people as if they had an equal chance? It seems virtually impossible
to make such determinations. Thus. a moderate guarantee for those
who have had unequal opportunities provides something in the way
of recompense, and a moderate tax rate then helps to differentiate
among people on the presumption of unequal efforts.

To us, the equity iscue revolves in large part around the bases for
benefit distribution. The primarvy question is how far one wants to
deviate from market rewards rather than build on them in the ahsence
of any other clear basis for distribution. In practice, decisions about
whom to aid and how much to aid them become decisions about whom
and what hehavior to reward.

Guarantee Levdls and Adequocy

The Mahonevs stress their view that the role of tax rates i= appar-
ently to keep costs low and the role of the cuarantee is to eive people
adequate incomes. We di-neree. We wonld state the objective of hoth
tax rates and enarantees as the maximization of recipients’ total
incomes in a fair way. This focus on @oals is important.

The Mahoneve neglect the rele of tax rates in reducing poverty
and raising incomes. ITigh tax rates essentially prevent people from
raising their incomes excent through very large jumps in earnings.
Tt <hould be clear that in determining total income the tax rate is as
important or more important for many people than the guarantee.
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Achieving income adequacy is nowhere nearly as simple as the Ma-
honeys present the matter. Because federal guarantees are unlikely
ever to achieve levels that are accepted by everyone as adequate. help-
ing the poor meauns building on their own efforts by applying a rela-
tively low tax rate to their carnings.

Moreover, it can be argued legitimately that guarantee levels—at
least in a federal program—should not be set at m}[:equuto levels, where
adequacy is defined as benefits sufliciently high that supplementation
from private ~ources is not required. First, there is the concern about
the impact of such benefit levels on Iabor foree participation. Oniy by
ignoring the potential work-reduction effects of high guarantees can
one argue wholeheartedly in favor of putting most of the dollars into
the guarantee. There is disquicting research on AFDC that suggaests
that guarantecs have a greater impact on work than do tax rates.
Second, relatively few persons under sixty-five have ne private in-
come or income-producing opporiunities. Most persons and families
thus require income supplementation, not total income support. There-
fore, to construct a fm‘oral program oriented largcly to the few truly
destitute seems misguided. The needs of special cases are better met
under more subjectively operated state-operated supplemental pro-
grams.

The Mahoneys properly stress that the negative income tax can only
reduce hours of work, not increase them. They argue that analysts
and others have focused too much on the tax rate, to the exclusion of
the guarantee. This statement certainly does not hold for most poli-
ticians, who seem to worry about one of two things: either the impact
nf giving aid to employables or how to raise benefits to high levels for
groups that arouse sympathy. And with respect to the family assist-
ance plan, the tax-rate i1ssue was merely a convenient way to scuttle
a plan that was objectionable largely because it offered an income
guarantee to male-headed families. Within weeks of the plan's demise
the Senate Finance Committee reported out a provision that would
have raised the AFDC tax rate on working women. We find little
evidence that policvmakers are excessively concerned about tax rates.
Indeed, there is room for much greater concern about tax rates. espe-
cially from combined programs.

Of course. one factor pushing up the guarantee level is the problem
of integrating a negative income tax with existing programs. The
Mahoneys’ paper gives little attention to program integration. but
the vested interests of old programs and the objectives of new pro-
grams dictate some kind of integration. The Mahoneys hold that to
compare benefits and tax rates from combined programs is a mislead-
ing and irrelevant exercise. They quite properly point out the techni-
cal difficultics and the extreme assumptions one has to make to con-
struet such tables. But thev offer no alternative. A look at combined
pregrams i important, whether one looks at combined benefits or
combined tax rates.

The tax-free comhination of food stamps and AFDC. for examnle,
13 reachine astonishing levels: in eleven states it 1anges from $£3.900
to 1500 for a penniless family of four and in cleven states, from
L1500 10 5,000 in five states it exceeds £3.000 a vear. In the median
state the combined benefit of £4.092 is equivalent to £5.260 in gross
ewrnings (after taxes and work expenses of 15 percent of carnings).
Tn New York State, this gross earned income equivalent rises to 87.020,
At one tine, food ~tamp tax rates were not significant for most AFDC
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recipients. In low-Lenelit states such a~ Indiana, Mississipp, and
Missourt, there was virtually no AFDC tax rate over large ranges of
inconte because of ~tate use of maximums and other methods of com-
puting payvment amount=. In such high-benefit states as New Jersey
and New York. recipients usually received the minimum food stamp
bonus =0 long as they weve eligible for AFDC. But tax-rate additivity
i~ more haportant now because of ncreases in the food stamp allot-
ments and breakevens,

ru/m h_f e .\'4 e 150y [‘.'.r//l et

We agiee with many of the teehnical eriticisms the Mahoneys level
at the design of the New Jersey experiment. Much of the criticism of
the experiment at the policy level elearly comes from years of further
knowledge and experience accompanied hy 20-20 hindsight. For in-
stance, the Malioneys continually stress that ihe experiments are
limited to only one type of program. But the experiments followed
on the work of a number of government task forces and agencies that
analyzed the negative income tax as only one of several alternatives,
from which it emerged as the vehicle of choice within government,
Why ~hould federal funds have been used to experiment with ideas
rejected on the basis of previous analysis?

We think the Mahoneys understate drastically the role that the
experitnent has played and will play in determining that negative
income taxes can he adninistered and that they will not undermine
work eiforts, The impact of the experiment will take time Lecause the
basie stracture of programs and the trade-offs are woefully misunder-
stood outside a small eirele of analysts.

There is no question. of comrse. that the utility of the experimental
data is Hmited. We have learned much more about this type of re-
scareh <mee 1965, and future attempts certainly will resolve some of
the problen:s inthe New Jersey experiment.

But the experiment cannot be termed a failure. We think it has
proved it= worth in the area of program administration alone. The
experience i designing administrative svstems and the resulting
data should aud hoth administrators of existing programs and those
planning future programs. In fact. program administration itsclf
would he a useful subject for future experimentation, and one that
should be accerded a high priority.

Pornicy Inrricarions: A Posrrve VieEw

( By Michael C. Barth, Larry L. Orr, John L. Palmer)

The New Jersev-Pennsylvania experinient was desianed and im-
plemenied with the primary objective of determining the labor supply
responise of able-bodicd. prime-age male heads of families to negative
income tax types of programs having various tax rates and guarantee
level! For this reason. the lahor supply results generally are regarded
as the most eritical poliey aspect of the experiment. But the experiment
also has con-iderable poliey significance in two other arcas. First, it

1 The labor supply and most of the nonlabor supply findings of the experiment are relevant
to more than a negative Income tax program. Existing cash welfare programs such as
AFDC UP and supplemental security income also have a structure involving guarantees and
a tax impored on other rources of income—as do such major in-kind welfare programs as
food stamps and certain housing programs. Although we will use the term “negative income
tax” in this paper, much of our discussion applies equally to any income-related transfer
program having the sume basic structure.
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generated a substantial body of knowledge relating broadly to pro-
grams involving cash transfer whose level is scaled according to re-
cipients’ income. Second. it enlightened debate on the use and value
of social experimentation as a tool of policy research.

We consider the policy impact and implications of the New Jersey
experiment from a dual perspective. As economists, we are interested
in better estimates of the parameters of labor supply. In addition,
our positions provide us a vantage point from which to observe both
the development of social experimentation and the utilization of the
results of thi~ particular experiment.

We also discuss the choice of a specific tax, or benefit reduction
rate. in a negative income tax program—and the implication of the
experiment for that decision. The eriteria for evaluating social experi-
ments also are developed and applied to the New Jersey experiment,
along with an exploration of the im‘plications for policy research
cmerging from this first. successful fielding of a controlled social
experiment.

High-level administration officials have been involved in a detaiied
examination and an increasingly sophisticated discussion of the major
issues involved in potential welfare reform policies and of evidence
that could be brought to bear on them. The relation between work and
welfare, particnlarly work disincentives, is among these issues. Many
officials who originally believed that there would be large disincentive
effects associated with high basic benefits or high benefit reduction
rates were willing to revise their beliefs substantially in the face of
the New Jerscy experimental results and other relevant evidence.
As a consenquence. their willingness to give serious consideration to
a program for which the working poor wounld be eligible has in-
creased.? We see no reason to believe that, once the evidence has been
more widely disenssed. most congressmen and the general public would
respond very differently.?

WELFARE POLICY { IMPLICATIONS AND IMPACT OF THE EXPERIMENT

Policy impuet and policy implications, although closely related, are
separable. Policy implications are abstract. They emerge from some
portrait of rcality that is imposed upon a particular policy issue most
often one of program design. Policy impact concerns the actual effect
of the experiment on the attitudes and behavior of policymakers and
persolis whe influence them. Such effects are of most interest when they
contribute to the promulgation or prevention of policy changes.

Labor Supply

Poricy 1ypricaTioNs. We believe that the findings of the New Jersey
experiment lend considerable support to the contention that, based
upon existing evidence—that is, the results of the experiment viewed in

2 One lenethy briefing on. and discussion of, the final results of the experiment included
the secretary and under secretary of HEW, the under secretary of labor, and at least
seven officlals at the assistant secretary level from various executive agencies. Rare.y
does a research proiect receive this much interest from such high-ranking officials. Such
eaposure cannot help but improve the quality of subsequent discussion of related issues
by the~e decisionmakers.

3 There {8 alreads some evidence about Congress. Representative Martha W. Grifitls,
in releasing Paper 13 of Studies {a Public Welfare (prelpared for the Subcommittee on
Fiscal Policy of the Joint Economic Committee, “How Income Supplements Can Affect
Work Dehavior,” stated: “A key: obstacle to extending cash supplements to poor families
headed by able-bodied men has been the fear that many will leave their jobs. The bulk
of the evidence shown that such fears are unfounded. . . . The studies are in substantia}
agreement : a broad income supplement plan would add to the Incomes of poor fathers,
without causing such men to leave full-time work.” JBC Press Release, February 18, 19074,
The New Jersey experiment was among the studies cited by Grifiiths,

353-071—78——F8
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conjunction with, and in relation to, other evidence on this 1:sue—

the best estimate of the etlects of a'national negative income tax type

of prograin, one with tax rates and guarantees n the range tested, on
the labor supply of prime-age able-hodied male heads of mtact urban
families ave:

—First, in the aggregate, both in the short and the long run, the re-
duction 1n labor supply is likely to be guite modest, less than 10
percent, at worst,

—Second. any reduction, will be distributed across many workers
rather than concentrated among a few.

—Third. the degree of reduction will not be very sensitive to the
particular guarantee and tax rate chosen, at least among the lower
tax rates.

These findings contain four important policy implications. First,
public opposition to coverage of all intact families by an income-
related cash-transfer program—to the extent that such opposition
1s based on fear of large reductions in work effort—should decrease.
Second, the concern of policymakers about the disincentive etfects of
particular tax rates and guarantee levels should diminish, They can
place heavier weight upon other criteria in the selection of an appro-
priate tax rate and guarantee level in any income-related cash transfer
program.

Third. the case for a work test in an income-related ca=h tran~fer pro-
gram covering intact families is weakened. In light of the administra-
tive and other costs of a work test, the smaller the reduction in labor
supply that would occur in its absence. the less cost effective it will be,
In addition, whether a work test could prevent the siall reductions
that do occur is questionable. The fact that a work test for ale heads
of families is likely to be cost ineffective, however, does not necessarily
make it undesirable. It may be necessary to preserve the integrity of
the program.

Fourth. the very existence of the experiment as well as its resulis
shiould rai-e the level of the policy debate ~urrounding work and wel-
fare In general and the work-disincentive effects of income-related
transfer programs in particular, Policy concern should be more ex-
plicitly articulated : for example, distinctions among re=ponses of male
heads, female heads, and secondary workers are more likely to e made.
Debate now may center on acceptable amounts and kinds of labor sup-
ply response rather than on its presence or absence.

POLICY IMPACT. Because the final results of the experiment have been
available for only a short time, we expect that most of the policy
impact is vet to come. We have no way of knowing to what extent
preliminary results reported to the House Ways and Means Committee
may have influenced its chairman, Wilbur D. Mills. to support the
family assistance plan. But it does seem likely that the negative tind-
ings at that time—that no abrupt or large reductions will occur in labor
supply—might have allayed the concern of those who were not op-
ponents of the program on other grounds.

Noulubor Supply Policy Implications and Tmpact

In retrospect, the policy significance of the nonlabor supp:y aspects
of the experiment appears to be at lea-t as valuable a~, if not more
valuable than, that of the labor supply results. Many of the findings
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are relevant not only to a new cash program for intact familie-. but also
to any income-related program, including existing welfare programs.
Most of these non-labor supply findings emerge from what Robert
Levine terms the “demonstration aspect=™ of the experiment.t They
pertain largely to administrative matters, but ones with important
policy imphcations.

ADMINISTRATIVE FEASIBILITY. One apparent fear was whether a nega-
tive income tax program—or any other comprehensive federally admin-
istered income-related program—could ever be successfully adminis-
tered. But more important than whether it can be done is how it =hould
be done. The New Jersey experiment has helped to answer both
questions.

The administrative lesson~ of the experiment are also relevant to
other types of negative income taxes: for example, to a refundable tax
credit that would replace personal exemptions. \dmini=tvation of a
refundable tax credit would involve detailed self-reporting. ~similar (o
that developed in the New Jersey experiment, by a population pre~ently
having minimal contact with the positive tax system.

THE ACCOUNTING PERIOD. Everyone can agree that an income-related
transfer program should treat equally needy people equally. But even
if one assumes that income is 10 be the measure of need. ditficult issues
are involved in the design of an equitable program. \rve people with
the same income in a given month but very different regularized annual
incomes equally in need? Over what time period should equality of
need be measured ¢ Because there is no obvious answer to this latter
question, the implications of alternative definitions of equal need mu-t
be examined.

The income maintenance experiment generated the first longitudinal
data bases containing intrayear income flows for the low-incoie popu-
lation. thus making possible the analysis of alternative periods of time
over which income is to be counted to determine eligibility and benefit
levels. Because the income of the low-income population generally
fluctuates considerably within a year, both costs and coverage are
highly sensitive to the length of the accounting period for a given
guarantee. A given number of transfer dollars can be distributed in
quite different ways depending on the length of the accounting period.
Those with fluctuating, higher-than-average, but occasionally low
monthly incomes are aided relatively more by a short accounting
period; those with more stable monthly but lower average annual
incomes are aided relatively more by a long accounting period.

In addition, there is continuing analysis and discussion of changing
the accounting period in AFDC-UP and other income-related pro-
grams, most of which have a (nominal) one-month accounting period.
Neither the acute awareness of this issue nor the data to permit its
analysis would exist in the absence of the experiment.

INCOME KREPORTING AND INFORMATION PROCESSING. The experiment
generated considerable inforn.ation on such issues as the trade-off in
administrative cost between reporting at regular intervals as against
reporting only when significant changes occur or between frequency of
reporting and accuracy of the data reported. What is the ability of
the population to report on a self-assessment basis, as in the U.N,
income tax system? How much and what types of assistance are com-

;See Kovert Levine’s paper, “How and Why the Experiment Came About,” in this
voiuwe,
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patible with self-reporting? These are critical issues in the design of
an administrative system for an income-related program. The report-
ing practices in present programs have not vet been much nnproved as
a re-ult. although evidence from the experiment has been brought to
bear on the issue of increased frequency of reporting in the AFDC-UP
program. But the experiment’s results are having a major inpact on
the design of an administrative structure under current reforn
proposals.

Uzoful information with strong policy implications al-o wa~ acquired
about data processing needs of a regularized reporting and payment
system. techniques of audit and verification. and the application of an
assets test. As with income reporting. this information 1s having little
impact on current program practices but is important in the design of
reform proposals.

BEN AVIORAL RESULTS. Another major portion of the experimental
analvsis was devoted to exploring t{m effects of the negative income
tax plans on economie, .\mia‘. and p=vchological behavior and attitudes
bevond the issue of the labor market.> With the exception of some
aspects of consumption behavior. jobh search patterns, and educational
attainment, the results of these studies were almost uniformly nega-
tive: no systematic pattern of significant experimental effect was
found.,

The policy implications of these results also are negative. If these
findings are to be accepted at face value. marginal increments of in-
come—Inereases in family income of about 25 percent in the experi-
mental plans—will have no major impact on the life style and attitudes
of low-income families. By the same token. such payments appear not
to priduce the deletericus effects sometimes associated with being on
“the dole.” Tf these basic propositions were to be accepted by all parties
to the welfare reform debate. much extraneous rhetoric and emotional
undercurrent could be dispen~ed with, and policy deliberation focused
on more central issues.

Finally, we agree with Levine that. at least with respect to the New
Jersey experiment. social experimentation is as much a political proe-
c¢ss as a detailed scientific one. We, too, think that a major result of the
experiment. probably will be “to make the negative income tax visible
and therefore more feasible tlan it otherwise would have been.” ¢

CHOICE OF A TAX RATE FOR POLICY

The results of measuring the differential effects of various guarantee
levels and tax rates on labor supply fail to indicate that the different
tax rates studies have significantly different disincentive effects.” It
has been argued that such a finding supports the view that any income-
conditioned transfer program for male-headed families should em-
body high tax rates in order to concentrate benefits among families
with the lowest incomes.® Such a strategy, it is argued, will maximize

$ The paper prepared by Peter Rossi. “A Critical Review of the Anaiysis of Nonlabop
Force Responses,” in this volume, countains a discussion of most of these analyses. These
eflects were not central to the purpose of the experiment and therefore received less
attention than the labor supply effects. For this reason, the evidence mentioned below
should not be considered definitive.

¢ Levine, “How and Why,” p. 23.

7 The experimental evidence for the 70 percent tax rate is relatively inconclusive be-
cause the benefits of the New Jersey and Pennsylvania AFDC-UP programs tended to
dominate those plans with this high tax rate. Uniess further analyses of the data are
successful in disentangling these effects, the experimental results probably cannot be relied
upon to predict the effect of tax rates in excess of 50 percent.

¢ See the paper by Bette 8. Mahoney and W. Michael Mahoney, “Policy Implications:
A Skeptical View,” {n this volume.
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the antipoi erty efficiency of cash transfers <o long as the lahor supply
response to cash transfers is small. Althongh we agree that the experi-
mental re-ults have an inportant bearing on the choice of tax rate for
yublie poliey, we do not agree that the results necessarily argue for
Ligh tax rates.
The Goal of T'runsier Policy

In the alience of any labor supply response, high tax rates certainly
reduce the cost of bringing all low-income families up to a specified
minimum income level. But it is not eclear that the distributional ob-
jectives of transfer policy are simply to maximize the portion of total
trans fers going to the lowest deeile of famiiies or to miimize the cost
of providing a specitied minimum income. Ultimately. the goal of
transfer poliey is to ehange the shape of income distribution: thus, the
optimal transfer policy 1s one that achieves the income distribution
deemed optimal by policymakers. Viewed in this way. it makes no
sense to speak of allocating a fixed transfer budget efliciently or setting
transfer policy to minimize net transfers. The size of the transfer
budget that policvmakers ultimately will approve, large or small. will
reflect the pattern of income distribution they prefer.

Destributional Fficcts of High and Low Tae Rates

What, then. are the distributional implications of the level of the tax
rate !

High tax rates would have the cffect of drustically compressing
income differentials in the lower tail of the income distribution. In
the extreme case. a programm with 100 percent tax rates would virtually
climinate the gap between families with no private incoe and those
just above the guarantee level.? At a minimun. this is certain to offend
the sense of equity of those unaided—and quite possibly poor—fami-
lies who end up near the bottom of the new income distribution: it
may strike policymakers as inequitable as well.

In contrast. low tax rates would allow a much smoother compression
of the income distribution over this range. The income differential
hetween any two recipient families would be reduced by a fraction
exactly equal to the tax rate—assuming no labor supply response. It
~cems quite plausible to us that policymakers might wish to preserve
some degree of income ditferentials within the lower tail of the income
distribution as a reward for private effort and initiative, even if work
effort in it=elf is unatfected by the tax rate.

Basically. the choice of the tax rate is a question largely of distri-
Lutional equity between the working poor and near poor whose in-
comes fall near the poverty line and the nonworking poor. At any
reasonable budget level. a transfer program with a high guarantee
and high tax rate would exclude from benefits large numbers of full-
time, ycar-rouna workers whose earnings are low by anyv standard
while providing relatively generous assistance to the families of un-
cmployed or partially emploved individuals.

In short, high tax rates are an cfficient means of attaining a very
specific type of income distribution, one in which all recipients have
total incoies close to the guarantee level, and in which the remainder

* The distribvtional questiomn on the tive tax side is analogous. A tax policy that

im 100 percent marginal rates oa incomes above a certaia level would maximize tax

cullections from those best able to pay, just as 100 percent tax rates on the transfer side

maximise payments to those most ia need. Tax policymakers, however, have opted im-

at&auor & posttax income distridution that narrows ratber thaa eliminates income
erentiala,
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of the imcome distribution remains unchanged (except for changes
cau~cd by taxes reguired to finance the transfer). Whether this is an
optimal distribution i= a poliev question that cannot be resolved hy
empirical evidence, What can be <aid on the basis of the experimental
evidence 1= that. in making this diztributional decision, polievmakers
need mot be constrained by an expectation of induced 'lalm' supply
response - to tax rates in the range for which the experimental evidence
18 relevant.

Pevhaps other adver<e Iehavioral respon-es to Ligh tax rates must
be taken into acconnt. For exaniple. the incentives for divoree and
desertion or for individaal familv members to leave the home mav be
a fonetion of the tax rate. The alrupt change in marginal tax rates
at the neakeven point also would ercate a variety of incentives for
real or apparent shifts in income patterns over time and among
sources of meome. These incentives ere similar to tho-e involved in
the infanions tax loopholes of the positive incole tax: in the case of
the vorative ineae tax, fomilies ean largely escape taxation by elus-
tering their income i periods when it i< above the breakeyven or switel-
ing 1o ~otirees that ave easily nnderreported.

Dot utind Fofootx uf Fortecnis
But in viewine the tax-rate issue. the experimental findings do indi-
ate ~ame overall labor supply reduetion in response 1o negative in-
come 1ax pavments—for sccondary workers, a fairly sulwtantial re-
sponse. Trues no elear and systematie variation in response appeared
over the range cither of tax rates tested or of guarantee levels em-
ploxed. tmr the olwerved labor ~upply reduction must be in response
to changzes in one of these parameters, since thev uniquely define the
experimental treatment. Thus, we cannot <av that either or both the
tax rate and guarantee effects arve zero, only that the experiment was
unable to measure their separate effects rehiably, Therefore, the poten-
tial for extreme values of these parameters to induce labor cupply
reduction cannot be dismissed out of hand. especially in light. of the
inconchusive evidence alout the 70 pereent rates,

A~ we have been reminded repeatedly. the tax rate that matters is
not the rate applicable to a ~ingle program but the cumulative benefit
reduction rate involved in the combination of program benefits that
any individual receives. Even under a negative income tax that is fully
integrated with the positive income tax svstem and replaces existing
income-related cash transfers and food stamps, a variety of other in-
come=-conditioned tax and transfer programs are likely to remain: for
exainple. the <ocial seenvity pavroll tax. sales taxes. public housing,
and premium contributions and benefits under national health insur-
ance. If the cunilative benefit reduction or tax rate is to remain below
100 percent. the negative income tax rate must leave room for addi-
tional rates,

THE EXPERIMENT A8 A TOOL FOR POLICY BESEARCH

By what criteria should anything as complex as the New Jersey
;-xpgmuent be judged? A nonexhaustive list would include the fol-
owing:

—The central hypothesis should have been of compelling policy im-
portance at the time the experiment was designed, with good reason
to believe that this would continue to be the case.
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—At the time of the experiment’s design, there should have been no
cheaper or simpler way of obtaining the desired information.'®

—The experiment should have been competently and honestly man-
aged—including. of course. the analysis.

—The tracks of the experiment should allow other social scientists. in
prineiple. to replicate the operations and other analysts. in fact. to
replicate the econometrics.

—The results, however complex. should speak directly to the initial hy-
pothesis.

There is. we helieve, little dispute that the experiment catisfies the
first four criteria. A strong case for its meeting the fifth criterion also
can he made. but there may be =ome disagreement. Having written the
~ummary report of the experiment.!* we are aware of the complexity of
the resnlts and of the paradoxes and loose ends. Complex reults, how-
ever. often are produced by complex investigations of complex social
phenomena. Even the initiators and designers of the NXew Jersey ex-
periment did not expect it to provide definitive findings on the labor
supply response of the population it covered. It was assumed in ad-
vance that no matter how apparently snecessful the execution of the
experiment and how meticulous the analysis of the data, issues such
as the potential Hawthorne effect and the methodological complexity.
short duration. and small scale of the program would lead many people
to auestion the relevance of its results for a national program. Never-
theless. it should be clear to evervbody that the New Jersey experiment
directly addresses the null hypothesis, that a negative income tax
treatment would have no effect on labor supply.

What is troublesome about the experiment. particularly to those who
nuist use its results. are precisely the paradoxes and loose ends. Because
the results of the experiment are somewhat clouded at present by such
factors as the AFDC-UP contamination and the inexplicably slow
income growth of black families in the control group, the findings at
this point are by no means bevond question. Thus. one cannot expect
unanimity about the usability of the results in a policy context. Rather,
one must rest upon a consensus of experts and consistency with other
evidence. But is this really much different from the problems en-
countered in the utilization of any product of policy research? It is
perhaps the costliness of this experiment and the presumed impor-
tance of its hasic task. as much as the complexity of 1ts results. that—
quite rightly. in our view—lead to the calls for caution in generalizing
from the results now available.

Tse Tuliexw of the [rperime ut

One evaluative criterion that is certain to be raised is the usefulness
of the experiment. The fairness of this criterion deserves comment.
Suppose Congress had enacted a universal cash transfer program in
1970. Would the labor supply results of the experiment have been
useful? One can always argue that fine tuning of tax and guarantee
parameters would always be important. Qur guess, however. i3 that

It har been suggested that analysis of data from ongolng federal social programs
could have shed some light on those issues which the experiment was designed to ex-
amine. Although we have supported. do support. and will continue to support analyses
of program data. we feel there were compelling reasons to seek better data. First, there is
uo control group for pernons wWhose behavior generates the observation reflected in pro-
gram data, and to a large extent those observations are self-selected. Second, the treat-
ments of greatest interest are defined imperfectly at best and are uncontrolled in
operating programs. Third. the cross-sectional data available from program records are
grossly inferior to the longitudinal data obtained by special studies such as the experiment.

1.8 Department of Health., Education, and Welfare, “Summary Report: New
Jersey Graduated Work Incentive Experiment” (1973 ; processed).
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the answer to the question of usefulness would then be negative. But
surely this would not have been a fair criterion upon which to judge the
experiment. Even though the labor supply results no longer would have
been of compelling policy interest, the validation of the initial hy-
pothesis alone suggests that the experiment performed its task.

Congress did not pass a cash transfer bill, but the administration
currently is developing a comprehnsive proposal for welfare reform,
and the re:ults of the experiment already have been useful in policy
discourse. The experiment’s enduring contribution and its impact on
any particular piece of legislation are for historians and journalists
to argue.

Current. policy developments aside. our model of the policy impact of
the experiment runs as follows. In the short run the experiment may
have little effect. If its results are not proved incorrect by competent
authority, however, a strong presumption of a small disincentive effect
probably will begin to prevail, in no small part because of the con-
sistency between the results o1 the experiment and the cross-sectional
studies.!* Neither alone is sufficient to establish such a presumption.
But this presumption is unlikely to produce a rapid change in the pub-
lic stance of decisionmakers. A more probable outcome is that work-
incentive effects will be given less weight in decisionmaking about
transfer plans. '

Longer-term attitudes may be affected in the following manner.
Those who understand the methodology, assuming they are convinced
of the accuracv of the experimental results, will begin to believe the
results. which will represent a subtle shift in the conventional wisdom
regarding the labor supply effects of transfer programs. Similarly.
assuming professional approval, the results will begin to be accepted
by the public.

Others may feel that this is too optimistic a view. But if policy
research, which includes social experimentation. does not and cannot
change the layman’s views, why are we in this business? Our model of
the utilization of the experimental results allows a very positive
answer.

What the Experience Did Not Do

To this point. our evaluation of the experiment has considered only
errors of commission. This is appropriate for two reasons: first, the cri-
terion of compelling policy importance would not be satisfied if an
experiment did not investigate a sufficiently important question; and,
second, anything so complex as an experiment in the social sciences
really can have only one hypothesis as its driving force.”® Thercfore, we
feel that errors of omission are less consequential. Nevertheless, the
experiment has been faulted for what it did not do, a criticism that
deserves comment. )

To expect that the experiment would answer all questions of policy
interest regarding cash-transfer plans is to impose an impossible and
unjustifiable burden upon it. Research, of whatever type. attacks tar-
wets of opportunity. The justification for a policy research project is
that the research question be of policv importance and that the re-
cearch can be done. On this criterion we give the experiment a good

grade.

12 Ree Irwin Garfinkel, “Income Transfer Programs and Work Effort: A Review,” in
Studies in Pudlic Welfare. Paper 18.

B Felicity Skidmore’s paper in this volume, “Operational Design of the Experiment,”
supports this poiat.
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Morcover, the experiment does not and should not decide for policy-
makers whether to extend cash assistance to the working poor or at
what levels and with what benefit-reduction rates. Indeed, no em-
pirical evidence could do so. Research, no matter how relevant and
competent, cannot tell us what national policy ought to be. It can pro-
vide some hard data as one input to the process tﬁat balances compet-
ing demands for scarce public resources.

Much more analysis of the experimental data certainly must be done.
Only relatively simple models have been estimated to date, since the
first task was to identify what happened. As time permits, a search for
the “why,” more explicit use of models of famif); labor supply, the
joint determination of participation and hours, and other regnements
will be required. Whether policy will move faster than analysis is &
matter about which we can only guess. If the prospect of such an
eventuality were to deter research, research would never get done.

IMPLICATIONS FOR POLICY RESEARCH

Among the longer-lasting effects of the New Jersey experiment may
be those on governmental policy research. If one views policy researc
as an integral part of the policy process—and we gg—-—then these
effects may be regarded as policy implications or impact of the experi-
ment. {n the long run, we believe that these will prove to be sub-
stantial.

Whatever the technical defects of this particular experiment, it
represents a marked departure from traditional techniques of research
and evaluation, on the one hand, and, on the other, & monumental ad-
vance over demonstrations as a technique for testing behavioral hy-
potheses. As the first major controlled social experiment, it opened up
an entirely new methodology of policy research. Like any other re-
search tool, it must be used judiciously. But we believe that experimen-
tation may be a superior approach whenever knowledge of individual
behavioral respouses is important to program design. Examples may
be found throughout the whole range of consumption subsidies em-
ployed or contemplated by the government: in health, housing, social
services, education, transport. and other areas. Of course, proposed
experiments in any of these areas must be evaluated on their merits,
including the degree to which they satisfy the five criteria set forth in
the preceding section.

Prototype for Social Experiments

FEASIBILITY. We are only beginning to explore the potential of ex-
perimentation as a tool for policy research. It is far too early to assess
the ultimate value of the experiments that have followed the New
Jersey experiment, but almost certainly they would not have been pos-
sible without the pioneering example set in New Jersey. The change
in the attitudes of governmental officials toward large-scale field re-
search since 1967 has been striking. As Levine points out,** in 1967
HEW expected major political difficulties in the idea of the experi-
ment, yet only 3 years later the department launched two new ex-
periments in income maintenance—in Seattle-Denver and in Gary—on
a scale that dwarfed the New Jersey project. And in 1973, only HEW's
support saved a major experimental study of health insurance from
being killed on political grounds by new leadership at the OEO.

U Levine, “How and Why.”
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There was nothing inexorable about the growing acceptance of ex-
rerimentation as a means of policy research. Rather. it is attributable
argely to the success of the experimenters in implementing an ex-

tremely difficult administrative undertaking in a manner that pre-
served fundamental analytical objectives. In the erudest terms, the
experiment appeared to work without operation compromises that
would have sacrificed iis objectives. This reassured researchers that
usable data could be obtained from field projects, and it reassured
policymakers that such an undertaking need not be a political liability.

METHODOLOGY. The experiment not only demonstrated the feasibility
of this new technique but also made major methodological contribu-
tions to its development. Perhaps the most basic and important was

the notion that at least some social policies can he parameterized and
a continuous response function estimated from observations generated
in the field. This notion. ~o common in nonexperimental research, was
virtually foreign to the literature or experimental design in the social
seiences, which had been dominated by analysis of variance tech-
niques. It was totally absetit from the evaluation of methodology in pre-
vious demonstrations.

The idea of using regression analysis to estimate a continuous re-
sponse surface as a function of well-defined policy parameters, com-
bined with the recogmition of the different costs of the various types
of observations and the different f)olicy iuterest in the various negative
income tax plans. led to the development of the Conlisk-Watts sample
allocation model. This statistical technique, which has formed the
basis for sample design in most subsequent social experiments, offers
great economy and flexibility in the design of experimental research—
as compared, for example. with a balanced factorial design. It allows
policymakers—or their policy research representatives—to focus their
interest on specific areas of the policy domain without excluding less
central policy options that may prove important in the end. It allows
efficient allocation of resources over policy options and population
groups with widely different budgetary costs: and it allows inter-
polation of recults to points in the population domain not specifically
included in the experimental design.

One can argue about the extent to which the potential of these sta-
tistical techniques has been realized in the New Jersev experiment.
Rut it seems clear to us that they provide a focus of research ob-
jectives—in fact. an entirelv new way of thinking about experimental
design—that takes field tests of social policy out of the ill-defined
realm of demonstrations and into the scientific realm of behavioral
research.

pEsiGN. In other important respects quite aside from the statistical
contributions of the experiment. this project has formed a model for
subsequent. cocial experiments. The administrative and field proce-
dures developed in New Jersey. inclnding the carefully defined rules
of operation. are a major contribution to experimental methodology.

We also have learned a great deal from the mistakes made in New
Jersev. Among the more important lessons is that the design of social
experiments must be robust with respect to exogenous forces and un-
foreseen events. The experimental treatiments must be designed to in-
sulate the participants both from existing programs that the policy
under study is designed to replace and from unexpected legislative
developments that threaten the integrity of the experimentally defined
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policy parameters, In the second generation of experimentation, we are
taking great care to build in this insulation.

In addition, we now know that the design of the experiment must be
robust with respect to analytical exigencies. The possibility of strong
interactions between treatment variables and participant characteris-
ties such as ethnicity dictates some tempering of rigid application of
sample allocation models based on smoothly continuous response fune-
tions. Finally, although we hesitate to term the concentration of this
experiment in a single geographical area a mistake, we Liave become
acutely aware of the problom of generalizability of results. Much
thought now is being given by government researchers to the problem
of designing experiments that, although necessarily clustered in a <mall
number of sites, vield results that can be confidently extrapolated to
large geographical arcas and altered market conditions.

Contribution to the Sccial Data Base

Apart from its inportance as the prototype for social experiments,
the New Jersey project has generated an exceedingly rich body of data
that will be useful for investigation of a wide variety of behavioral is-
sues wholly unrelated to the labor supply response to a negative in-
come tax. It is virtually the only existing set of longitudinal data on
the intrayear family-income dynamics of the working poor. Over $2
million of the $8 million cost of the experiment was devoted to the
collection and preanalytical processing of the more than 15.000 inter-
views administered over the course of the experiment. To generate a
comparable data base through snrveys or collection of program data,
even without the experimental variations, would have been equall
expensive. Given the uniqueness of this data base and the care wi
which it was collected. we feel that at least this portion of the experi-
mental expense is defensible on grounds wholly separate from the
major purposes of the project.

More generally. the advent of cocial experimentation has helped to
focus more attention on the inadequacies and defects of nonexperi-
mental data. Tt was, after all, these defects which were a partial in-
petus to the New .Jersey experiment. The bhiases attributable to
self-selection in observations drawn from ongoing programs and
private markets are now well recognized—in part because of the very
attention they have received in the context of social experiments. In-
terest is growing in the use of longitudinal data to study dynamic
]pr(x-os.sos. and with it an increased awareness of the dearth of reliable

ongitudinal surveys. To parse out the contribution of experimentation
to these developments is. of course, impossible. Our own judgent is
that it has been consequential.

Coutribution to Riscarch Talcnt

Finally. social experimentatior in general and the New Jersey experi-
ment in particular have helped to create a community of academic re-
~earchers with an abiding interest in the policy issues of income mainte-
nance. It has provided a focus—and, to some extent, funding—for their

15 Jn the Seattle and Denver experiment into income majntenance, all treatwents
are designed to dominate existing welfare benefits. In the health insurance experiment, a
rather elalorate set of rules and compensatory cash paymenta has been developed to pre-
clude receipt of bLenefits from nonexperimental health insurance plans, both public and
private, although still guaranteeing the participanta’ eligibility for such benefits at the end
of the experimeunt. The use of compensatory cash payments has quite general applica.
lt):l‘lt{‘ f_r insulating experimental treatments {nvolving in-kind benefits and earmarked cash

nsfers,
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research efforts, as well as data for their models. In the process of work-
ing throngh the development of a model negative income tax program,
theoretical and programmatic issues that otherwise might have re-
mained hidden have been brought into the light for analysis. Converse-
Iy, that <ame process has helped to broaden the perspective of the
researchers themselves, to includs programmatic consideration that do
not emerge naturally from theoretical models. Those of us who
mediate between the rescarch community and the policy process are in
a position to appreciate both the creation of this reservoir of talent and
that active interest in income maintenance policy which its members
have maintained.
SUMDMARY

The New Jersey experiment has numerous policy implications and al-
ready has had significant policy impact. Assuming that the analysis to
date is not contradicted, tm experiment suggests that the work-disin-
centive response of prime-age male family heads in the urban North-
cast to an income-related cash transfer would be quite modest. In our
opinion. this result, together with the results of cross-sectional studies
of labor supply behavior, will begin to establish a presumption of a
small labor supply response of male family heads under a national
program of similar characteristics. If we are correct, then a rather
remarkable shift in informed opinion will have taken place since the
19(36{)38 period during which the experiment was proposed, designed,
and begun.

One of the more important findings of this experiment is that no
different labor supply response across tax rates was detected. The policy
implication of this finding represents a loosening of constraints on
program designers: that in making decisions on the desired income
distribution, policymakers can select benefit reduction or tax rates to
satisfv a broad range of social goals, not only the goal of minimizing
reduction of work effort.

Assessing the policy impact of the experiment at this point is at
least ais hazardous as deriving its policy implications. Still, there seems
to be general agreement that the experiment had some impact on the
deliberations about the family assistance plan. at least in the Hoyse
of Representatives. More recently, the final report of the experiment
coincided with a substantial effort at the staff and policy levels to re-
examine a range of welfare-related issues. Perhaps a cautious policy
analyst would have waited a few years for a reanalysis of the data
before presenting the results to policy-level officials. For good orill, the
results of the experiment, together with other relevant information,
have been heard and, we believe. have had some impact on policymak-
ers. Preciselv how much and whether the experimental results will
affect the existence and nature of a new welfare reform proposal are
matters for speculation.

he uniqueness of this particular experiment should be noted. It was,
of course, the first, and our positive assessment of the policy value of
this experiment results in part from this fact. For example, the ex-
periments that quickly followed—the rural. Seattle-Denver, and Gary
income maintenance projects and others on housing allowances, per-
formance contracting in education, and health insurance—no matter
how successful they may be, may not have the same impact on future
policy research.
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What seems most important at this time is that a new methodology
of policy rescarch was developed successfully and directed to an im-
»ortant question. Answers, however complex, were produced and heard
)V persons in a position to act on the information. It is very early in
the half-life of the knowledge generated by the experiment to say
much more.



IIL. Excerpts From: Welfare in Rural Areas: The North
Carolina-Iowa Income Maintenance Experiment*

AN OVERVIEW

(By Larry L. Orr)

The rural income maintenance experiment is the second of four
major experiments to test the consequences of a universal income-con-
dittoned cash transfer program. Its uniqueness lies in its focus on the
rural sector. The New Jersey experiment vielded a great deal of infor-
mation about the effeet of various negative income tax plans on be-
havioral and attitudinal characteristics of urban wage earners.! But
these results were not expected to be directly applicable to the rural
seetor, in which over one-third of the nation’s poor reside, Differences
in the work responses of rural and urban residents to such a program
were expected because of differences in alternative employment oppor-
tunities and in the proportion of self-employed people. An accurate
estimate of the size of any work disincentive, both rural and urban,
was niecessary to e tynate the cost of a nationwide program.

Also. it seenied likely that there would be some features in a program
designed for addressing urban poverty problems that were not suited
for rural poverty. For example. a large number of rural residents with
low incomes are operators of farms or businesses in small towns. De-
termination of annual income as well as the appropriate timing of
pavments are different for the self-emploved than for wage earners.
This is especially true for those farmers who receive their entire an-
nual income at harvest time. The provisions for sclf-employed indi-
viduals in the New Jersey experiment were admittedly simple and
probably inadequate for a nationwide comprehensive negative income
tax program.

The New Jersey experiment restricted eligibility to families of two
or more members, with an able-bodied male head between the ages of
cighteen and fifty-eight. Since a large number of poor houscholds are
headed by females of working age, a study of their work behavior was
considered desirable by the Oftice of Economic Opportunity (which
funded the project). The second major category excluded from the
New Jersey experiment was composed of those of retirement age. Men
and women sixty-five vears of age and over made up 16 percent of the

3 The results of this experiment were reviewed and evaluated in Joseph A. Pechman
and P. Michael Timpnne. eds., Work Incentives and Income Guorantees: The New Jersey
Negatire Income Tar Erperiment (Brookings Institution, 19735). Results from the
remsining two experiments in Gary. Indiana, and Seattie-Denver are not yet avallable.

*Published 1978 by the Brookings Institution.

(75)
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poor people, and headed about one-third of the peor households. in the
United States. While the work incentive i~sue was less significant for
this group. it was nevertheless considered important? ‘

The need for experimentation in a rural setting in conjunction with
the urban experiment in New Jersey led to a planning grant from the
Ford Fountdation to the Institute for Research on Poverty at the Uni-
versity of Wisconsin. Under the grant Poverty Institute staff mem-
bers representing the disciplines of economics, agricultural economics,
sociology, political science, law, and social work joined in an interdis-
ciplinary eflort to design the rural experiment. The experiment was
patterned after the one in New Jersey : 1t had the same basic objectives,
a similar experimental desi]gn, and identical durat ion, It differed from
the urban experiment in that it extended eligibility to single house-
holds as well as to those headed by females and the aged. Minor vari-
ations also existed in the definition of earned income and in the ac-
counting period for determining income and payments due.

Subsequent papers in this volume provide a detailed review and
critique of the design, operation, and findings of the experiment. In
this paper the purpose is to present a broad overview.

DESIGN AND METHODOLOGY

The rural experiment was conducted over the three-vear period
1970-72 in rura'l counties of Iowa and North Carolina. The experi-
mental sites were purposively selected to be representative of five states
in the South and three in the Midwest that contain about one-third
of the U.S. rural poverty population. All participating families in the
Towa sample were white: in North Carolina t}w sample was about
evenly divided between black and white families.

The experimental treatments included five different negative income
tax plans. each characterized by a basic benefit, or guarantee, and a
benefit reduction. or tax, rate.® Guarantees ranged from 50 to 100 per-
cent of the poverty line, and tax rates ranged from 30 to 70 percent. In
addition. a control group that received no payments, but was inter-
viewed periodically along with the treatment groups, was also enrolled.

A total of 809 families was initially enroiled ; of that number, 729 re-
mained enrolled for the entire three years of the experiment. Families
were selected randomly within the experimental sites and eligible fam-
ilies were randomly assigned to treatment plans and the control group.
To be eligible for selection, families were required to have incomes 1n
the year prior to the experiment that were less than 150 percent of the

?The female-headed portion of the sample, numbering 108 (less than fifty-eight years
of age) added breadth to such studies as those of nutrition, health, and children's
fchool performance, but by itself was too small to provide a comprehensive answer
10 the question of the negative income tax effect on the labor supply of female heads.
The xawe may be said of the older heads (114 at enrollment) and the impact of the
negative jucowse tax on retirement decisions. Policymakers must await the results of
uther experiments to gain meaningtul insight into these issues.

*The guarantee is the benefit that would be received by a family with no other
income ; the tax rate is the rate at which benefits are reduced as other income rises.
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oflicial poverty line. Selections were stratified by family type to obtain
subsamples of 387 intact nonaged husband-wife families, 108 families
with female heads. and 114 families with an aged head. The results re-
ported here are primarily for the husband-wife subsample. The initial
allocation of the 269 families in the experimental group among the
five treatment plans is shown in the following tabulation :

Tax rate (percent)

30 50 70

Guarantee (percent of poverty line):
50..... (p .......... pr’(y ..... oo 37 ..........
Y £ T 67 75 30
100. .. 60 ..........

There were 318 families in the control group.

TABLE 1.—AVERAGE ANNUAL INCOME AND PAYMENT, NON.
AGED HUSBAND-WIFE FAMILIES, BY SITE, OVER COURSE OF
THE RURAL INCOME MAINTENANCE EXPERIMENT, 1970-72

[in dollars]
Wage earners
Farmers
North Carolina
North
Type of income Black  White lowa Carolina lowa
Total income®........... .. 5692 5544 7,364 5,649 5,676
Wage income'............ 5,460 5,280 6,568 3,260 931
Netfarmincome!'.............. ... . ... ... .... 2,615 4,882
Negative income tax pay-
ments................... 1,574 1,560 1,343 1,723 1,534

1 Control group mean.

Sources: Wage earner income data are from U.S. Department of Health, Educa-
tion, and Welfare, “The Rural Income Mainter.ance Experiment: Summary Report’’
(HEW, November 1976; processed), p. 18; wage earner negative income tax pay-
ments are from the files of the Institute for Research on Poverty; other data are
from Wendell E. Primus, “Farm Work Response of Farm Operators,” in D, Lee
Bawden and William S. Harrar, eds., Rural Income Maintenance Experiment: Final
Report (University of Wisconsin-Madison, Institute for Research on Poverty, 1976),
vol. 4, ch. 1, pp. 63, 66.

85-071——78—46
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Payments were made biweekly on the basis of monthly reports of
income and family size filed by the families. For the self-employed,
income was defined net of business expenses. Average family income
and experimental pavments over the course of the experiment for
-arious subgroups of the nonaged husband-wife sample are shown in
table 1.

In addition to the income reports, interviews were conducted quar-
terly with household members fifteen years of age and over to gatlier
attitudinal and behavioral data. Information was also gathered from
schools and other public organizations.

The effects of the experimental treatments were estimated through
regression analysis.* A number of different outcome variables (as meas-
ured by the quarterly interviews) were analyzed as dependent vari-
ables. In each case, a set of control variables, such as age, education, and
family size, was entered to standardize for any nonexperimental differ-
ences among the treatment groups. In most cases, the preexperimental
value of the dependent variable was also included as a control variable,
hoth to account for any preexperimental differences among treatment
groups in the level of response and to improve the precision of the esti-
mates of experimental effects.

The experimental treatments themselves were characterized with a
et of thive independent variables denoting whether the family was in
a treatment or control group and the levels of the guarantee and tax
rate of the plan to which it was assigmed. In addition, in some analyses
the treatment variables were interacted with various measures of
family and individual characteristics to test whether the response to
the experiment varied systematically across families,

The measures of experimental response presented in this overview
are, in most cases, differences between treatment and control families
obtained by evaluating the response function for treatment families for
a plan with a 43 percent tax rate and a guarantee at 80 percent of the
poverty level of income.® These values were chosen to represent the
weighted average of the five experimental treatments.

VALIDITY AND INTERPRETATION OF FINDINGS

Several factors bearing on the validity, interpretation, and general-
izability of the findings of the rural experiment should be noted.

When the experiment began in 1970, about 35 percent of the U.S.
poverty population lived in rural areas (on farms and in towns of 2,500

¢ The extimation technique was an error components pooling method. Quarterly observa-
tions were pooled for wage earners, and annual observations pooled for farmers.

*In some of the analyses where tax and guarantee effects were insignificant, the
reported differentials are based on a simple treatment/control dummy variable.
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or less). It wus administratively infeasible, however, to draw a sample
that represented the entirve U8, low-income rural population. Instead,
two sites were selected that appeared to be tvpical of two major areas
of concentration of the rural poor—the South and the Midwest. While
the samples in these sites are not a strict statistical probability sample
of even those areas, they are probubly reasonably representative of the
five southern states (Alabama, Georgia. Mississippi, North Carolina,
and South Carolina) and three midwestern states (Illinois, Iowa, and
Wisconsin) from which they weie selected. These states included about
one-third of the U.S. rural poverty population in 1970. The results of
the experiment cannot be gmwrulizv(i with the same confidence to other
rurallareas, or to ethnic groups not included in the experimental
sample.

.\ls«mnd significant feature of the experiment was that, like that in
New Jersey. it lasted only three vears. The response of participants in a
permanent program might be somewhat different. There are theoretical -
reasons for believing that the observed work response to the guarantee
may be understated and the observed response to the tax rate may be
overstated compared to that in a permanent program. While these
biases tend to be offsetting, they are of concern. More information on
the extent of the bias, if any, should come from the Seattle-Denver
experiment, where variation in the duration of the experiment was
explicitly introduced as an experimental variable.

Third, no work requirement was imposed ; participants did not have
to register for work or accept offered employment to receive payments.
Observed reductions in work and income may therefore be greater
than those under an income maintenance program with a work require-
ment.

Fourth, relatively few families were assigned to plans at the 50
percent guarantee and at the 70 percent tax rate. Consequently,
generalizations about the effects of low guarantees, or about high tax
rates, should be made with considerable caution.

Fifth, sample attrition was remarkably low for a three-year panel
study: only 9.9 percent of the families dropped out (voluntarily or
involuntarily) during the entire period. According to an analysis of
those who dropped out. attrition should not have led to any appreciable
bias in estimates of work response to the experiment.*

¢ See Glen G. Caln and Steven G. Garber, “Attrition,” in D. Lee Bawden and William
S. Harrar, eds., Rural Income Maintenance Ezpeniment: Final Re (University of
Wisconsin—Madison, Institute for Research on Poverty, 18978), vol. 2, chap. 1 (hereafter
Rural Income Maintenance Ezperiment).
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Finally. it should be noted that neither Iowa nor North Carolina
has an aid to families with dependent children—unemployed parents
(AFDC-UP) program, so that there was no confounding of treatment
effects due to a cash welfare program for the same population, as there
was in the carlier New Jersey experiment.” Sample families were eligi-
ble to receive unemployment compensation benefits and food stamps
but participation in these programs was quite low.

BEHAVIORAL RESPONSES TO THE EXPERIMENT

In this section, the major behavioral responses, as estimated by the
rural experiment analysts, are presented. Income and work responses
were estimated separately for wage earners and farmers. In addition,
a number of other types of response were analc{zed, including several
forms of expenditure and consumption, job and job search,
geographic mobility, psychological well-being, marital stability, polit-
1cfal }F?éticipation, an(Y the attitudes, behavior, and school performance
of children.

Income and Work Rcsponses of Wage Earners

Separate analyses of income and work responses were performed for
families of wage earners and those of farm operators in North
Carolina and Iowa. The wage earner sample was limited to husband-
wife families of constant marital status, where the husband was less
than sixty-three years old and not disabled, and where the primary
source of income was not from self-employment activities. A total of
264 families met these criteria. 146 in the control group and 118 in the
treatment groups. The allocation of the 118 treatment families among
plans is shown below :*

Tax rate (percent)
30 50 70
Guag%ntee (percent of poverty line): .
75 e 36 40 7
100. .. 30 ...........

Approximately one-half of the wage carner sample was composed of
North Carolina blacks. about one-fourth were North Carolina whites,
and one-fourth Iowa whites.

Within the wage earner sample, separate analyses were performed
for husbands, wives, and dependents as well as for the family as a
whole.® Measures of income and work responses that were analyzed as
dependent variubles included total income (excluding public assistance
and experimental transfers). wage income, hours worked for wages,
and employment status (or number of earners).

7For a discussion see Henry J. Aaron, “Cautionary Notes on the Experiment,” in
Pechhman and Timpane, eds., Work Incentives and Income Guarantees, pp. §8-110.

*The analysis was performed on pooled quarterly observations so that there were
approximately twelve the number of observations &s the number of families shown.

v See the four Kuperl by D. Lee Bawden in Rural Income Maintenance Erperiment:
*“The Apalytical Approach to Measuring Work and Income Response of Wage Earners”;
“Income and Work nse of the Family” ; “Income and Work Response of Husbands” ;
and "gac:lx;e and Work Response of Wives and Dependents,” vol. pt. 1, chaps. 1-4,
respectively.
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TABLE 2.—EFFECT OF RURAL INCOME MAINTENANCE EXPERI-
MENT ON INCOME AND WORK RESPONSES OF NONAGED
HUSBAND-WIFE WAGE EARNER FAMILIES, BY SITE!

[Percent of control mean]

North Carolina
8-state
Wage earner and variable Black? White ¢ lowva® aggregate?
Husband: -
Wage income............ T *0 *—10 -4
Wagehours. ............ -8 *43 -1 -1
Employment rate........ -1 -1 0 -1
Wife:
Wage income............ ®_-41 -3 -32 -25
Wagehours............. ®31 -23 =22 =27
Employmentrate........ °-25 *-28 *-38 -28
Dependent:
ageincome............ -19 57 -8 -39
Wagehours... .......... -16 *—66 -27 -46
Family as a whole:
Total income....... .... °_14 ®_9 ®—18 -13
Wage income............ =14 -8 *—-17 -12
Wagehours............. *~10 *-18 -5 -13
Number of earners...... -6 °*-16 -8 -11

! Significance levels, based on joint F-test on coefficients of treatment dummy
and tax and guarantee variables, are indicated as follows:

» Significant at the 0.05 level.

b Significant at the 0.01 level.

< Significant at the 0.10 level.

! Responses are standardized to a 45-percent tax and 80-percent guarantee plan.

3 Weighted averages of the basic data from which the subsample percentages
were derived, using the following weights: North Carolina blacks, 0.31788; North
Carolina whites, 0.48943; lowz, 0.19269. No tests of significance can be com-
puted for these differentials. The 8 States from which the experimental sites were
selected are Alabama, Georgia, lllinois, lowa, Mississippi, North Carolina, South
Carolina, and Wisconsin.

Sources: U.S. Department of Health, Education, and Welfare, *“The Rural income
Maintenance Experiment: Summary Report” (HEW, November 1976; processed),
p. 38, and computer printout in the files of the Institute for Research on Poverty.

The experimental effects on these measures, as estimated by regres-
sion analysis, are shown in table 2. The first three columns of this
table show responses by race, site subgroup. The fourth column gives
the combined weighted-average response, with weights chosen to
reflect the racial and regional composition of the rural, nonfarm, low-
incoine population in the eight states from which the experimental sites
were selected.

» The tests of significance shown in table 2 are joint F-tests on the three treat-
ment parameters in the n, not tests of the significance of the treatment/control
differential at the point at which the response surface is being evaluated. for a more
direct test of the significance of the treatment/control differentis], see ent of
Health, Education, and Welfare, “The Rural Income Maintenance Experiment: Summary
Report” (November 1976; processed), tables 86, where a simple treatment dummy
specification is employed.
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The experimental responses of wage earners varied substantially
among family members, and. to a lesser extent, among measures of
vesponze and among sample subgroups. In general. the responses of
husbands were much less significant than those of wives and depend-
ents. However, the relatively large percentage reductions in income
and work of wives and dependents were measured against a small base.
The wage income of wives accounted for only 5-21 percent of total
family wage income in the three subgroups. while wage income of
dependents was less than 10 percent of total family wages. Husbands
showed veductions in wages or hours in only two of the three sub-
groups, and in none of the three groups did any noticeable withdrawal
from employment oceur.

When the income and work responses of all family members are
combined. a somewhat more consistent. pattern emerges. In two of the
three groups. wages and total family income (excluding experimental
pavments) fell by 14 to 18 percent, while hours and employment were
rednced by 5 to 10 percent. Among the third group, the pattern is
reversed. with a reduction in hours and employment of 16 to 18 percent
and a reduction in wages and total income of 8 to 9 percent.

The combined weighted responses for the three groups show a much
more uniform response across the various measures. As shown in the
last column of table 2, the weighted income and work reductions of
husbands ranged from 1 to 4 percent : for wives, 25 to 28 percent : and
for dependents, 39 to 46 percent. For the famnily as a whole. all weighted
resnonse measures fell by 11 to 13 percent.

While the detailed responses of the three subgroups give a useful
indication of the variability and statistical significance of the various
responses, the weighted responses give a better cummary of the overall
pattern of response. On the basis of these estimates. we can conclude
that for mral wage earners a negative income tax of the tvpe and level
considered here will have little or no impact on the employment rate
and carnings of husbands, but that it will cause about a one-fourth
reduetion in the employment rate of wives and a decline of nearly one-
half in the employment rate of dependents, with concomitant redue-
tions in their hours and earnings. Overall family income—which deter-
mines the level of benefit pavments and net cost to the governmgnt—
would fall by about 13 percent. h

Analysis of the variation of response relative to the levels of the
guarantee and tax rate vielded mixed rg-ults. In general, the level of
the guarantee had no effect on the size of the resnonse, About hylf of
the response measures for the three subgroups. however, did appear
to he sensitive to the tax rate in the expected dirvection. The most siatis-
tically sienificant tax rate effects were found for family and husband
income mea<ures for the two North Carolina groups, where an increase
in the tax rte of 10 percentage points resulted in increases in the sreat-
ment ‘control differences of 8 to 21 percent of the coatrol mean,

Various analyses of interaction variables were performed to test
whether the experimental response varied with family or individual
chargeteristics, Among Llack husbands in North Carolina, for example,
the response declined significantly with age. In general, none of these
differences in response proved to be statistically significant although
tiere was some evidence of a greater response among North Carolina
husbands working as hired farm workers, wives cither with school-age
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children or whose families engaged in some farm work. and dependents
eighteen to twenty yvears of age. The response of wives also varied
seazonally, with the largest response during the winter months when
emplovment rates were lowest i both treatment and control groups.

Lncome and Work Rexponscs of Farma s

In the fir<t vear of the experiment, 262 families reported some hours
of work devoted to operating or managing a farm. After exclusions for
such factors as negligible or discontinuous farming activities, extreme
age, and changed marital status, about 220 families remained in the
sample.’* The allocation of the 117 farm operators of the experimental
group among treatment plans is shown below :'? .

Tax rate (percent)

30 50 70

Guarantee (percent of poverty line):
So(pe ........ poy ..... yoo 24 ... ..
75 ) . 17 28 14
100. . 24 ...... .

The farm operators were about evenly divided between the two sites.
The principal measure of income enalyzed for farm families was farm
profit, defined as gross revenue less current operating expenses.!® This
definition of profit includes gross returns to fixed factors of produe-
tion (land and capital), as well as to the operator’s own labor. Average
farm profits in the control group were substantially higher in Iowa
($11.895 a vear) than in North Carolina ($4,758 a year). In both sites,
the experimental treatments appeared to reduce farm profits—by 25
percent in North Carolina and by 8 percent in Jowa—although t{lese
reductions had low statistical significance (20 percent and 15 percent.
respectively). Changes in the tax rate or income guarantee level had
no significant experimental effect, and there was no distinct time trend
over the three years of the experiment.

The observed reduction in farm profits may be partly the result of
underreport g of farm income in the experimental group. Farm in-
come was serivusly underreported on the income report forms used to
calculate payments and while the interview data showed considerably
higher farm income, it too may reflect some systematic underreporting.

Several measures of labor supply were analyzed for farm families.
Since 78 percent of farm families in North Carolina, and 50 percent
of those in Jowa, had one or more members who worked for wages, ef-
fects on both farin work and wage work were estimated. The labor
supply results for farm operators and their wives are shown in table

11 The exact sample gice varied among analyses, as different criterla were applied to
define the appropriate sample.

= Lynne Fender, William 8. Harrar, and Brian Kastman, “Sample Selecilon and
Deseription.” in Rural Income Maintenanre Erxperiment, vol. 1, chap. 4, table 3. There
wore 110 families in the control group. :

1B See Lewis T. Evans, “Relative Economic Eficlency of Farms,” in Rural Income
Maintcnance Egperiment, vol. 4, chap. 4.
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3.1 In both sites, operators and their wives considerably reduced their
hours of wage work under the plan although in Iowa both spouses
showed an increased probability of employment in wage work.!* Hours
of farm work by farm operators, on the other hand. increased by about
11 percent in both sites: however, only the increase in North Cirolina
is statistically significant. The net result—in total hours of work, for
both farm operators alone and for operators and wives—was a decline
in North Carolina, and an increase in Iowa. These results, particularly
those for wage work, must be viewed with some caution because of the
small number of operators and wives who actually worked for wages,
and the generally low statistical significance of the estimates.

TABLE 3.—-EFFECT OF RURAL INCOME MAINTENANCE EXPERI-
MENT ON FARM OPERATORS' AND WIVES' LABOR SUPPLY,
BY SITE

[Percent of control mean)

Worker and labor supply measure North Carolina lowa

Farm operators:

Hours of farmwork. .............. 110.7 10.9
Hours of wagework............... :-31.3 :-10.0
Employment in wage work.. ... ... .. —-6.0 25.6
_ Total hoursof work............... =2.7 9.5
Wives:
Hours of wagework............... '—62.7 *-53.5
Employment in wage work. ....... -8.2 7.0
Farm operators and wives: Total

hoursofwork....................... :.16.4 7.3

! Significant at the 0.10 level.
t This differential is derived from other estimates; therefore no significance levels
can be computed.

Source: Stuart H. Kerachsky, “On Farm-Off Farm Work Decisions,’’ in Rural Income
Maintenance Experiment, vol. 4, ch. 2, table 12.

It may seem surprising to find a positive experimental effect on
hours of farm work, but the efect of a negative income tax on the labor
supply of farm operators is not theoretically unambiguous as it is for
wage earners. Farm operators have the opportunity to change the mix
of land and capital thev employ as well as the amount of their own

“iabor; they can easily shift from wage work to farm work. This might
account for part of the observed increase in farm hours except that the
increase was not significantly larger for farmers who worked for wages
than for those who did not.

It is also possible, of course. that the observed increase in farm hours
merely reflects systematic overreporting of hours by farme:s in the ex-
perimental group. Hours devoted to farm work are not as easily defined
or measured as wage hours, and may therefore be subject to serious re-

14 See Staart H. Kerachsky, “On Farm-Off Farm Work Decisions,” {a ibid., chap. 2.

B It should be borne in mind that these estimates are based om annual data, so that
the employment variable measures the probabllity of working for wages at any time
during the year, rather than at a given point ia time.
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porting errors. However, the only obvious reason for experimental
families consistently to report more farm hours than control families
is that the reduction in their wage work resulted in more nonmarket
time that could be attributed to farming activities. Reporting bias is
therefore difficult to distinguish from a real shift from wage work to
farm work; morcover, overreporting should not account for the in-
crease in farms hours of those who did not work for wages.

Furthermore, direct analysis of production activities showed no sub-
stantial shifts in the composition of farm output toward labor-inten-
sive goods.’ The same analysis did indicate an experimentally induced
drop in production, consistent with the finding of lower profits.

The experimental effect on farm hours did not differ significantly
with variations in the levels of the tax rate or the guarantee. There
was, however, & marked time trend, especially in North Carolina, with
the size of the response growing over the course of the experiment.
Analyses of interaction variables indicated that the increase in farm
hours was largest for younger operators with smaller families and
a smaller proportion of rentet%'ixnd‘.)e

The simultaneous findings of decrcased profits and output, and in-
creased hours of farm work among operators, imply that efficiency of
farm operations declined among treatment families and direct analy-
sis confirms this fact.’” Both price efficiency—use of the optimal combi-
nations of inputs—and technical efficiency—the amount of output pro-
duced from a given combination of inputs—were analyzed. Farmers in
the treatment groups were found to be less technically efficient than
those in the control group, while price eficiency appeared to be unaf-
fected. The differences in technical efficiency were most pronounced in
North Carolina, where the differential increased over the three years
of the experiment. Furthermore, the decrease in technical efficiency was
significantly greater at higher tax rates.

Ffiects on Consunption. Assets, and Debt

During the periodic interviews a variety of data were collected on
patterns of expenditure and holdings of assets and d~bt. Analyses were
{)erformed on the experim: ntal effect on nutrition, h meownership and
ousing expenditures, clothing purchases, use of mcdical care, owner-
ship of consumer durable: and liquid assets. and lavels of loan and
ict«;re debt. The major findings of these studies are briefly described
relow.

NUTRITION.!® Dietary intake data for a 24-hour pexiod were collected
from 612 families in the third quarterly interview, and from 710 fami-
lies in the eleventh quarterly interview. From thess data. indexes of
consumption of ten basic nutrients, expressed as a percentage of the rec-
ommended daily allowance, were formed. A combinéd index, the mean
adequacy ratio (MAR), was defined as the arithmetic average of the
ten individual indexes. In North Carolina. wherg control families
scored 79 on the M AR scale, significant positive treatment effects of 3.0

¥ See Willlam E. Saupe, “Farm Business Decisions.” and Wendell E. Primus, “Farm
Work Response of Farm Operators,” both in Rural Income Maintenance Ezperiment,
vol. 4, chapa. 5 and 1, respectiveiy,

37 See Evans, “Relative Economie Efficlency of Farms.”

3*See J. Frank O'Connor. J. Patrick Madden, and Allen M. Prindle, “Nutrition,” ia
Rural Income Maintenance Experiment, vol. 3, chap. 6.
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and 3.6 percentage points were found in the two quarters. as well as
positive effects for nine of the ten individual nutrients. ** In Jowa
where nutritional adequacy was higher initially (a MAR of 89 for the
control gronp), no significant effects on nutrition were found.

HoUsING.2 Among the 321 families who had not purchased a home
prior to the experiment, the prohability of buying a home during the
three vears of the experiment was about 0.06 higher among families
i the treatment group than the control group. with most of the dif-
ferential effect attributable to North Carolina families. Among the
55 families who bought a home during the experiment, treatment
families appeared to make the purchase two or three years earlier
in their life cycle, with the differential being significant for farmers
but not. in general. for other families. No significant difference in pur-
chase price was detected. nor was there any significant experimental
cffect on rents paid by families who moved during the experiment.

crotiiINg.*! Clothing expenditures in th: winter months of cach
vear were analyzed separately for two-parent families, both those in
which the hushand had wage income in every year and those in which
the husband did not. Families of wage earners spent $0.025 out of
every additional dollur of experimental payments on clothing, as com-
pared with 0,05 from an added dollar of wives' income and $0.007
from other income carned by the family (including the husband’s).
Total clothing expenditures of nonwage earners' families were not
sigmificantly affected by the experimental payments.

MEDICAL CaRre.*? No significant experimental effects were found on
the use of medical care, as measured by expenditures, medical visits,
and possession of health insurance, or on the state of health, as meas-
ured by bed-days. work-loss days, and presence and severity of chronie
conditions.

CONSUMER DURABLES AND CARS, LIQUID ASSETS, AND DEBT.?* Increases
in family income in the form of income maintenance payments may
cause the family to alter the level of its holdings of assets and debts.
Because these adjustments may require several years to complete. esti-
mates were made of both the short-run—that is. current year—and
complete long-run adjustment of assets to transfer payments. Separate
analyses were performed for black and white families in which the
husband had wage earnings. and for farmers. The estimated long-run
¢ffects on holdings of various types of assets as well as debts for wage
carners and farmers are shown in table 4. The estimation technique
does not allow confident caleulation of statistical sigmificance for these
ficures. In general, however. it appears that the effects for black wage
carners were more statistically significant than those for white; the
estimates for the farm sample were generally not significant.

———

1 A seore of 67 on the MAR scale is deemed nutritionally inadequate or dangerous to
health. The individual scales were truncated at 100.

* Kee Aaron C. Johnson, Jr.. “Housing Consumption,” in Rural Income Maintenance
Frperiment, vol. 5, chag 1.

h*‘ Sc:- Christine J. Hager and W. Keith Bryant, “Clothing Expenditures,” ia ibid.,
chap. 4.
: 3:;» !;tua;t H. Kerachsky, “State of Health and the Utilization of Medical Care,”
n thid.. chap. a. -

= Rer W. Keith Brvant and Christine J. Hager. “Consumer Durables. Cars, Liquld
Aszetz, and Debts of Wage-Working Families.” in ibid.. chap. 2: and Bryant, “Consumer
Tirables, Cars, Liouid Assetx, Sbort-term Farmm Capital and Nonreal Estate Debts of
Farm Families,” in ibid., chap. 3.
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TABLE 4.—-LONG-RUN RESPONSE OF ASSETS AND DEBTS TO A
NEGATIVE INCOME TAX, BY FAMILIES OF WAGE EARNERS

AND FARMERS
{in dollars}

Type of family Consumer Store Loan Liquid
and race durabies Cars debt debt assets

Wage earner:

Black.......... 168 167 —-12 658 42
White. . ....... 170 130 57 -1,245 187

Farmer.......... 122 -87 —60 268 19

Sources: W. Keith Bryant and Christine J. Hager, “Consumer Durables, Cars,
Liquid Assets, and Debts of Wage-Working Families,” in Rural Income Maintenance
Experiment, vol. 5, ch. 2, tables 411.1, and 411.5 through 411.8; and Bryant, ‘“Con-
sumer Durables, Cars, Liquid Assets, Short-term Farm Capital and Nonreal Estate
Debts of Farm Families,” in ibid., ch. 3, p. 22.

The total experimental effects for wage carners shown in table 4
are based on regression cquations that ineluded a binary treatment
variable, denoting eligibility for experimental payments, and a meas-
ure of the amount of payment~ a family wounld receive at its “normal™
income level. In some coses these two effects were offsetting. For ex-
ample, for black and white wage carners. simple eligibility for pay-
nents appeared to reduce loan debt by £2,638 and $1.540, respectively,
while increases in the size of payments increased loan debt. Unfor-
tunately, the estimation technique did not allow the analysts to dis-
tinguish between the effect of eligibility and initial differences in stocks
held by the treatment and control groups. Thus, in those cases where
the overall effect is dominated by a large cligihility effect—particularly
the large decline in loan debt for white wage earners—considerable
cantion should be used as they may partly reflect initial differences
in holdings rather than treatment eftects.

Other Effects

Analyses were also performed on the experimental effects on job
change and search. geographie mobility. psyvchological well-being, fam-
ilv structure, political participation, and various aspects of behavior
of vouth. Their results are briefly summarized beloy.

Job Change and Joh Search <.—Job turnover. duration of unem-
plovment. and joh selection were analvzed for male wage carners who
were emploved at the beginning of the experiment. The experimental
payments appeared to have no overall effect on the probability of leav-
ing a job, thongh significant effects were found for some subgronps of
workers. For instance. those in experimental groups who initially had
more desirable positions were less likely to leave their employers than
<imilar people in control groups, while those in experimental groups
with less desirable positions were more likely to leave their employers.
These tendencies appeared to increase with plan generosity.

™ See Luther Tweeten, “Job Search Behavior and Its Impact on Earnings,” in ibid.,
vol. 3. pt. 2, chap. 7: and Richard E. Milier, “Job Cbange Bebavior,” in ibid., chap. X.
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Individuals in experimental groups who leit their initial employer
were unemploved about three weeks more than those in control groups
over a two-vear period. Unemployment duration for members of ex-
perimental groups compared to control groups was greater for those
who had low wage earnings prior to the experiment. faced high im-
plicit tax rates. or had incomes from another worker in the family.
Younger and better educated experimental members were also unem-
ploved longer.

Experimental individuals who changed jobs tended to obtain jobs
with more desirable nonwage characteristics than similar people in
control groups if they had relatively desirable jobs to begin with, and
to do worse than those in control groups if they initially had relatively
undesirable jobs. Experimental heads with secondary earners in their
families were able to obtain jobs with better earnings prospects and
higher status, particularly if they were on high guarantee plans and
the secondary earner had relatively high earnings.

A standard experimental plan (50 percent tax rate. basic benefit
level of 75 percent of the poverty line) led to increased wages in sub-
sequent jobs, presumably due to a longer job search. But the increases
were not statistically significant, and the gain in earnings in one year
was more than offset by the carnings lost while unemployed. Higher
tax rates and guarantee levels, however, significantly reduced wage
gains, increased unemployment, and reduced earnings.

An analysis of job scarch methods showed the U.S. Employment
Service to be most effective. far exceeding all other approaches. The
infrequency of its use snggests that rural families in the sclected areas
had inadequate access to it.

Geographic mobility 2. —Families in the treatment groups had a
17 percent higher incidence of residential change than similar con-
trol families. This differential was statisticallv significant at the 0.05
level for families with a wage earner at the heginning of the experi-
ment. Escentially all of this movement occurred among families in
Naorth Carolina.

Psychological well-being 26.—Scales were constructed to measure a
variety of aspects of mental health and psychological well-being—for
example, self-esteem, psychosomatic and nervous symptoms, positive
and negative emotional states, life satisfaction. a sense of powerless-
ness. and a sense of being cast adrift in a chaotic world (anomie). A
number of single-item questions were asked cach participant—what
were his or her worries over monev. health. jobs. and other problems:
feelinos about the quality of life: hopes and aspirations for the future:
subiective sense of general health ; and so forth.

There was< no consistent nattern in these individual measures of well-
being. While some statistically significant effects were found, they
were scattered and unstable over time. An overall index of psychologi-
cal well-being formed f1 m a number of individual scores showed a
more consistent pattern. however. For both adults and teenagers, the
three most generous plans tended to produce higher scores on this in-
dex than those of comparable control families, with the differentials
statistically significant for three of the six plan/age groups. The least

® See Aaron C. Johoson. Jr.. “Gengraphie Mobility,” in ibid.. vol. 6, pt. 1, chap. 9.
» See Russell Middleton, “Psychological Well-Being,” in ibid., chap. 7.
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generous plans tended to have a negative differential in the well-being
index—significantly so for adults on the least generous plan—so that
the overaﬁlexperimental/control differential was small. Similarly, the
level of the guarantee had a significant positive effect on the overall
index of well-being for both adults and teenagers.

Marital di~solution and family interaction *.—Income maintenance
payments have an ambiguous effect on marital stability: they might
strengthen the relationship by raising fainily inconie or, alternatively,
they might facilitate mantal dissolution by providing an alternative
source of income to wives. Overall the treatment group appeared to
have a higher incidence of divorce, separation, and desertion than
similar control families, with families in the least generous plans
showing the highest rates of dissolution and those in the most gen-
erous plan showing lower rates than control families. These differen-
tials were generally not significant ; however, the level of the guarantee
was found to have a significant negative effect on the rate of dissolution.

No significant treatment effects were found for a variety of measures
of family interaction. including marital happiness, satisfaction in mar-
riage, marital disagreements, parent-child relations, and the division
of household tasks within the family.

Aspirations. school attitudes, school behavior, and delinquency
among teenage youth 2*.—Self-administered questionnaires dealing
with a variety of attitudes and behaviors were completed by 445 youths
fourteen through eighteen years of age at the end of the experiment. In
general, no systematic significant overall differences were found be-
tween vouths in treatment families and those in controls. Areas ana-
Ivzed included educational and occupational aspirations and expecta-
tions, self-rating of school ability, self-reports of grades and school be-
havior, interest in grades, hours of homework, participation in ex-
tracurricular activities, and general attitudes toward school and
teachers. Moreover, although a relatively high incidence of delinquent
hehavior was reported, no significant overall differences were found
hetween treatment and control groups under any of several measures
of delinquency analyzed. The level of the guarantee did. however.
have a significant negative effect on delinquent behavior; this effect
was offset by an equally sigrificant positive effect common to all plans,
<o that only in the plan with the highest guarantee was the delinquency
rate lower than that of youths in control families.

School performance *.—Four measures of school performance—at-
tendance, comportment, academic grades, and standardized achieve-
ment test scores—were analyzed for 847 children who were in school
at the beginning of the experiment and had completed at least one
vear of school after that. The treatment effects for the four age/site
aroups analyzed are shown in table 5. The experiment significantly im-
proved performance by elementary students in North Carolina by all
four measures, although there were no statistically significant effects
among the other three groups.

7 Kee Rum}‘l Middleton and Linda Haas, “Marital Dissolution and Family Interaction,”
in ibid., chap. 8.

» See Ruseell Middleton, Linda Haas, and Ain Haas, “Aspirations, School Attitudes
and School Behavior of Teen-age Youth.” and Middleton and Ain Haasx, ‘‘Delinquency of
Teen-age Youth,” both in ibid., voL 6, pt. 2, chaps. 10 and 11, respectively.

® See Rebecca Maynard and David L. Crawford, “School Performance,” in ibid., chap 12.
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TABLE 5.—EFFECT ON SCHOOL PERFORMANCE OF THE RURAL
INCOME MAINTENANCE EXPERIMENT, BY SITE

[Difference between experimental and control means as percent of control mean]

Grades 2-8 Grades 9-12
North North

Performance measure Carolina lowa  Carolina lowa

Days absent............. .. =30 =20 3 -17

Comportment.......... ... 7 0 : :

Academic grades....... '6 =5 4 -5
Achievement tests (devia-

tion from norm)......... 119 -188 : :

1 Significant at the 0.05 level.
2 N.E.—Not estimated, due to lack of data.
3 Significant at the 0.10 level.

Source: Rebecca Maynard and David L. Crawford, “School Performance,’” in
Rural Income Maintenance Experiment, vol. 6, pt. 2, ch. 12, p. 38.

The differential strength of the treatment effect in North Carolina
as compared to Jowa, may reflect the lower socioeconomic staius of
families and the lower educational achievement of children in North
(arolina at the beginning of the experiment. For example, about 62
percent of the North Carolina families were below the poverty line
mitially, as compared with 37 percent in Iowa, and the mean rank-
ing of North Carolina children on nationally standardized tests was
in the 25th percentile, as compared with the 50th percentiie for Iowa
children.

Political participation **.—Two measures of political participation,
voting and an index of interest and involvement 1n political campaigns,
were analyzed for the 1970 and 1972 elections. Separate analyses were
performed for husbands and wives in two-parent families and for
female heads of families. The treatment eflect was positive in all
twelve cases. although only significantly so for wives, whose voting
probabilities in the two elections were increased by 6 to 10 percentage
points,

ADMINISTRATION OF A NEGATIVE INCOME TAX IN RURAL AREAS

Self-employed farmers present unique difficulties in the administra-
tion of a negative income tax because their income flows are much
more complex and irregular than those of wage ecarners. Although
administrative rules and procedures were not varied experimentally,
the experiment provided a good deal of practical experience in the
design and implementation of rules governing the treatment of in-
come, expensez. and assets of self-emploved farmers as well as infor-
mation about participant understanding of, and compliance with,
these rules. The rural experiment represents the only systematic at-
tempt to date to deal with these issues, even though farmers may

> See Joseph Heffernan, ‘‘Political Behavior,” in fbid., chap. 13.
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comprise as much as 18 percent of all male heads eligible for assist-
ance under a universal income maintenance program.*

The experiment established rules for the definition of self-employ-
ment and developed a method of calculating income for the purposes
of a cash transfer program. This accounting method differed from the
Internal Revenue Service rules in disallowing accelerated deprecia-
tion and the investment tax credit, adding the value of rent-free
hounsing to income. and imputing te inconie a perveentage of asscts above
a given level. A one-month accounting period with a twelve-month
carry-over provision was developed to deal with the seasonal variabil-
ity of farm income. Experience in administering the f)mgr:un led to
additional recommendations requiring the accrual method of account-
ing rather than the cash method, and treating both realized and un-
realized capital gains as income.

Participants’ understanding of the experimental rules was very
poor.?? Only about one-half of the families understood the guarantee,
tax rate. and breakeven level they faced. and understanding of these
program characteristics did not improve despite the careful instruc-
tion of participants. Nevertheless. as we have seen, there were definite
changes in labor supply as a result of the experiment.

Data on family size, wage income, and transfer income were re-
ported with acceptable accuracy, but assets were underreported on the
monthly report forms by 14 to 27 percent. and farm income by 39
percent. as compared with the edited interview data.?* On the hasis of
these results. underreporting by farmers could be expected to affect
program coxts far more than any likely change in their labor supply.

SUMMARY

Many of the results of the rural income maintenance experiment
closely resenmble the results of the New Jersey experiment. In families
of wage earners in the rural experiment there was a somewhat larger
decline in income relative to that of control families. than there had
been in New Jersev. but the deeline was still modest. In the rural ex-
periment husbands’ hours did not show a consistent. decline, and those
declines that were found tended to be even smaller, on the average,
than in New Jersey. As in New Jersev. husbands did not withdraw
from the labor force, but the percentage of working wives fell con-
siderablv. One new outcome in the rural experiment was that wage
work of dependents also fell. But since wives and dependents had
worked only a small number of hours before the start of the experi-
ment, the effect on total family work for wages was small.

Among farm families, there was a marked reduction in hours of
work for wages. with a reduction for huzbands of 10 percent in Towa
and 31 percent in North Carolina. and wives working 50 to 60 percent
fewer hours than those in the control group. Hours of farm work re-
ported by farm operators rose by about 11 percent in both sites, how-
ever, =0 that total hours of work by farm operators and their wives
actually rose in Towa. When combined with the observed decline in

3t Social Securitu {mendmenia of 1971, Report of the House Committee on Ways and
Meaus on H.R. 1. H. Rept. 92 231, 92 :1 (GPO, 1971). p. 230.

® Kee Wilham S. Harrar. “Participants’ Understanding of the Experimental Program,”
in Rural Incvine Vaintenance Experiment, vol. 2, chap. 5.

= See Willlam S. Harrar, ‘“Quality of Wage Income and Hours Data,” and Harrar,
“dccuracy of Self-Administered Reporting,” both in ibid., chaps. 2 aud 4.
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et farm profits in the treatment group. this increase in farm labor
supply implies a reduction in the efficiency of farm operations.

Asinthe New Jersey experiment, there was a negligible overall effect
in ters of varions psvchological variables, but there were ome non-
labor market consequences of note. Of particular interest were the rela-
tive improvements in nutrition and in school performance of grade
school children among North Carolina expecimental families. A posi-
tive experimental effect also occurred for several forms of corzumption,
mcluding purchase of cars, durable goods. and houses.

The experiment alzo indicates the need for special care in defining
administrative and reporting procedures for self-emploved farmers in
order to avoid serious problems of underreporting and misreporting of
income and assets. An accurate measurement of farm income and assets
may be of greater importance.among this population than any likely

labor supply response.
Summary of Conference Discussion
(By Marvin M. Smith)

The preceding chapters provided the background for a two-day con-
ference &n the evaluation of the rural income maintenance experiment
held at the Brookings Institution on January 13 and 14, 1977. The con-
ference afforded the opportunity not only to evaluate the results of the
rural experiment, but also to compare these results with those from the
New Jersey experiment ! and to contrast the operational design of the
rural experiment with those of the ongoing Gary and Seattle-Denver
experiments.

The conference was marked by a spirited debate on a wide range of
issues that encompassed the theoretical difficulties that inevitably beset
such a large-scale social experiment. as well as specific operational con-
cerns encountered in its implementation, and, of course, the policy im-
plications. This chapter presents the highlights of the conference
discussion.*’

EXPERIMENTAL DESIGN ¢ A RETROSPECTIVE VIEW :

The paper Ly Harold W. Watts and D. Lee Bawden pmvidc«i}a re-
view and assessment of the consequences of the basic decisiony and
omissions that shaped the design of both the rural and New Jersey
negative income tax experiments. The authors distinguished befween
two types of issues: those anticipated and dealt with given the best
information available and those which they referred to as “surprjses.”
and which might have led to different results had they been anticipated
in advance. Included in the former category were the variety of ex-
serimental treatments, the sample selection strategy, and the time-
1orizon issue: while the latter issues concerned the scarcity of] very
poor families eligible for inclusion in the sample, and the altering
of the New Jersey welfare program during the urban experiment.

1 See Jageph A. Pechman and P. Michael Timpane. eds., Work Incentives and Income
;);;;;mten: The New Jerscy Negative Income Tas Ezperiment (Brookings Institution,
# Whenever the phrase “general (dis)agreement” is used in the summary, it should be
noted that: (1) this does not indicate unanimous (dis)agreement on the part of the con-
ferees, but merely suzgesta that a majority were in (dis)aecord ; and (2) 80 formal consen-
sus was xolicited, rather the judgment is zued on the author’'s appraisal of the discussion.
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The Quuiantecg and Tox Rates

In their discussion of the guarantee and tax rates employed in both
the urban and rural experiments, Watts and Bawden raised a munber
of points concerning the variety and range of the experimental treat-
wients. Rather than having one guarantee-tax rate scheme (and a con-
trol group) or limiting the treatment to variations of only one or the
other of those parnmeters, the authors clearly endorsed the strategy of
applyving a variety of plans that varied both (as was done in the rural
and urban experiments). There was no Jdisagreement voiced on this
point by any of the conference participants.

Conference discussion of the paper initially focused on the range of
the experimental treatments. In their paper, Watts and Bawden point-
ed out that very few families were available for unalysis in the 70 per-
cent tax rate (the highest) in both the urban and rural experiments. As
a consequence, the two experiments provided litile evidence for assess-
ing the possible labor supply response of families confronted with tax
rates above 50 percent. They cited the confounding effects generated by
the aid to families with dependent children—unemployed parents
(AFDC-TUP) program in New Jersey >—a welfare program initiated
in the state after the urban experiment was under way that covered the
same population—as a factor in the urban experiment. and the low pol-
iev importance attached to the 70 percent tax rate as a contributing
factor in the rural experiment (the latter led to low policy weights and
fi-w observations assigned to the 70 percent tax rate cells in the sample
allocation process). They further noted that the low breakeven levels of
income—the income levels at which payments fall to zero—associated
with such a high tax rate resulted in =onie families being ineligible for
payments during the experiment. Although it was generally agreed
that these suggested explanations had merit, several conferees sought
to explore their implications and to offer alternative causes.

One of the formal discustants suggested that the design of the Con-
lisk-Watts sample allocation model * may have led to the relativel
cmall number of familics allocated to the 70 percent tax rate cell. He
felt that =ome consideration should be given to the appropriateness of
the model by reasses<ing its underlying assumptions. While some par-
ticipants acknowledged that the allocation model may have contrib-
uted to the shortfall of families in the T0 percent tax rate cell, there
were considerable differences of opinion over its relative importance—
especially given the confounding effects of the AFDC-UP program
on the urban experiment’s results.

VT'he welfare pavements in the generous AFDC UP plan tended to dominate the experi-
mental payments in two of the least generous experimental plans—those with a 50 percent
suiarantee and a 50 percent tax rate (the 50 50 plan) and a 75 percent guarantee and a 70
percent tax rate (the 75-70 pla.sr. Since familien were given the opportunity to choose
letween pavinents from the welfare program or the experiment, many opted for the welfare
payments. Thig attrition siznificantly reduced the overall sample size, particularly in the
70 percent tax rate cell.

For a detailed dircussion of this point, see Pechman and Timpane, eds., Work Incentives
and Income Guarantees, expecially the formal discussion by Henry J. Aaron, “Cautionary
Note+ on the Experiment.” pp. 88-110.

* For a dexeription of thix model. xee John Conlisk and Harold Watts, ‘A Model for Opti-
mizing Experimental Desigus for Latimating Response Surfaces,” in American Statistical
Ascociation. Proceedings of the Nocial Btatistica Sectiom (196%), pp. 150-36. Furtber dis-
einssion of the model can he found in Charles E. Metcalf, “Sample Dexizn and the Use of
FExperimental Data.” in Harold W. Watts and Albert Reea, eds., Final Report of the New
Jeraey Graduated Work Incentire Experiment (University of Wisconsin-Madison, Institute
for Research on Poverty, and Mathematica. 1974). vol. 2. pt. C. chap. 5. The use of the
nodel enabled the experimenters to make more nrec'se evt mates of exserimental effecte
lfiv;n the budgetary coustraints and the dexired stratification by age and sex of household

ead.
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In discussing the implications of the breakeven levels of income,
some participants argued that the truncation of the sample (there
was 8 requirement that families have incomes in the year prior to the
experiment of 150 percent or less of the official poverty line in order
to be eligible for inclusion in the sample) excluded most families with
multiple enrners, thus precluding valuable information on their be-
havioral and attitudina‘ responses. One conferce added that the fact
that the marginal tax rate changes abruptly at the breakeven point,
when coupled with the truncation problems, makes the generalization
to a national program very difficult. He felt this to be a potentially
crucic] problem because a national negative income tax program, if in-
stituted, would have to be merged in some continuous manner with the
positive income tax.

On the same subject, another formal discussant cautioned that the
sample truncation in the rural experiment may not only have yielded
fewer secondary workers in the sample, but may also have caused addi-
tional estimation problems. He pointed out that recent methodological
research by Hausman and Wise ° indicates that even when considering
only single-earner familics, the act of sample truncation creates nu-
merous statistical problems for nonexperimental uses of the data.
}\'hile this point was noted by the participants, it was not pursued any

urther.

Sample Selection

In both the urban and rural experiments, a few experimental sites
were carefully selected in a nonrandom manner, This type of strategy
involved the studying of households “in specific localities that were
thought representative of major and possibly distinct types of labor
markets.” An alternative option would have been to utilize the “na-
tional sample” strategy—whicn entails a highly dispersed but ran-
domly selected sample “that could be readily and routinely generalized
to all geographic areas or a wider range of householdv categories.”
Further, the scattered sainple approach employed in the two experi-
meats might be contrasted with tLe “saturation” approach—in which
“all families in one or several arcas are eligible for an experimental
treatment.” ¢ After reviewing the objectives of the two experiments, as
well as considering the administrative feasibility and budgetary im-
plications of the a%orementionod strategies, Bawden and Watts main-
tained that the scattered sample approach of predetermined sites re-
mained the most appropriate choice. While most conferees agreed with
the wisdomn of this decisicn, a number of points were raised concern-
ing the relative merits of the various sample strategies.

One participant thought a strong case could be made for pursuing
the “saturation” a;])pruach. He argued that when only a small per-
centage of the people in a given locality are involved in an experiment.
the results obtained might differ considerably from those resulting
from a national program which would affect a/l the low-income people
in the area. These possible “community effects” on the tastes, attitudes,
and behaviors of the people as well as employers, he contended, may

_"Jerry A. Hausman and David A. Wige, “The Evaluation of Results From Truncated
Samples : The New Jersey Income Maintenance Experiment,” Annals of Economic and Social
Mengurement, vol. 9 (Falt 1976). np. 121-43,

¢ The quotations are from Harold W. Watts and D. Lee Bawden, this volume, p. 38.
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not be inconsequential. While recognizing the desire to have a more
representative necional rample, he felt that the potential worth of sat-
uration strategics should be reconsidered.”

Another couferee, concerned with the large outlay and effort ex-
pended on income maintenance experimentation covering four sepa-
rate experiments, suggested that, in retrospect, a national sample
could have been designed that led to well-structured site-specific ex-
perimenis. These experiments, he argued, would have yielded a more
represcntative distribution of the nation’s population. In responding
to this point, Watts concurred that the notion of planning and ad-
minstering one large experiment in lieu of several smaller oues seemed
quite appealing. However, he felt that the planning for such an en-
c=avor—had that option been chosen—would be so time-consuming
that the experiment might still be in the design stage.

Duration of the Experiment

The rural and urban (New Jersey) experiments were each con-
ducted for a three-year period. The significance of the duration of the
experiments becomes quite clear when one considers whether the be-
havior exhibited on the part of the experimental groups (for example,
the labor supply response) simulates the long-run effects that would
prevail under a permanent negative income tax or merely represents
temporary responscs to a short-term program. The conference partici-
pants expressed divergent viewpoints on the appropriateness of a
three-year time span for the experiments. One group supported the
basic arguments presented in the conference paper, namely, that ex-
tending the duration of the experiments, w&xi{e desirable on some
grounds, would have served to (1) postpone the availability of the
final results, and (2) increase costs, which, in turn, would have reduced
sample sizes (given a fixed budget).

Another group argued that the continued uncertainty about the va-
lidity of the results from a short-term experiment for a permanent
program suggests that either the time span of the experiments sheuld
be increased or the duration made an explicit experimental variable.
In particular, one of the formal discussants found the argument of
“an increased waiting time for results” to be somewhat questionable.
He pointed out that a multiple duration experiment generates be-
havioral results in the early stages as well so that during the first three
vears of the experiment, families on five- or twenty-year plans, for
example, should be exhibiting differential behavior.

Commenting on the budgetary concerns of a variable duration ex-
periment, one conferee suggested that the problem may not be with
the level of the budget. but rather with its allocation among different
periods of treatment. He contended that the same budget would buy
approximately an equivalent number of family years of information
if allocated over three-, five-, or twenty-vear payments. The most note-
worthy difference would be that the information would be coming
from different families.

After much discussion, the conference participants remained di-
vided on the time-horizon i-sue. It was pointed out, however. that the
design of the Seattle-Denver cxperiment does in fact introduce the

7 For a discusxion of saturatinn experiments and the possible problems fnvoived in earry-
ing them out, see Larry L. Orr. Robiuson G Holljeter, and Myron J. Lefcowits, eds., Income
Maintenunce: Interdisciplinary Approaches to Research (Markham, 1971).



96

duration of experimental treatments as a variable—with most families
receiving payments for three years, some for five,and a few for twenty.
The hope was expressed that the results from this experiment would
provide more definitive information on this score.

Wherve Are the Poor?

What would a study of poor people e like without an abundance of
poor people 2 One of the unexpected surprises in the urban experiment
and the Jowa site of the rural experiment, according to Watts and
Bawden, was the scarcity of families meeting the income eligibility
criteria for inclusion in the samples. In the urban experiment. the au-
thors noted that “using the income criterion of 150 percent of poverty,
we found a lower density of eligible families in designated poverty
arcas than census data suggested : more than two-thirds were above the
poverty threshold, and virtually none were below 75 percent.” As far
as the rural experiment was concerned. they were equally surprised to
find “farmers with low incomes and low equity in their business assets,
but with large gross incomes. in control of sizable busine-s assets, and
living in a style comparable to middle class familics.” ® Given such
experiences, the authors were prompted to ask whether the poor really
existed in the numibers t 1at the Bureau of the Census figures suggested.

This inquiry drew quick responses from some of the conference par-
ti(-ipants.t,\f(m of the comments focused on the nature of Cen~us data.
One conferee thought the Census income figures used in identifving the
poor are themselves suspect. Aecording to him. there are differential
underreporting effects in the Census tabulations by source of income.
He further noted that a close examination of the amount of transfer
paviients reported in the Bureau's field surveys indicates that publie
assistance. for example. is underreported bv nearly one-fourth to one-
third.® As a consequence, a large amount of income in the lower 10 to 20
percent of the populaticn simply goes unreported. In addition. he
argued that any reasonable attempt to adjust the Census figures may
result in merely placing individuals into higher income brackets <o
that “the alleged poor simply are not there.”

Another participant observed that the Census projections contain
very few ah‘o-bodiod. prime-age male heads of households—thie prime
target group of the experiment—who have poverty incomes that are
substantially below the poverty level. Most of them. he noted, have
incomes close to the poverty line. So the fact of not finding a large
number from this group. at least. is not so surprising.

Those conferees who commented on the whereabouts of the poor
seemed to agree that much more accarate information is needed about
the <o-called poor population in order to obtain better estimates of the
number of families that might be eligible for a negative income tax:
but they were confident that the poor were there.

FARMERS' LABOR SUPPLY RESPONSE

Tn his paper assessing the labor supply responses of farmers in the
rural experiment, Finis Welch did not present a critique of the esti-
mates of farmer labor supply obtained by the rural experiment’s ana-

* The quotations are from Watts and Bawden. pp. 63. 64. .

* For a r*uiy documenting this occurrence. see Joseph J. Minarik. *“New Evidence on the
* Poverty Count.” in American Statistical Associativn, Proceedings of the Bocial Btetistics
S8ection (1978), pp.
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Ty~ts. but opted instead to “spell out why we should have little interest
in these estimates.™ *°

Using data from the rural experiment, Welch performed some calcu-
lations of his own. In one such set of calculations, he employed a
three-way split of the combined data from Iowa and North Carolina—
nanely. females. males who worked off the farm in 1969, and males who
did not work off the farm in 1969—to obtain “averages” of hours
worked on and off farms for experimental and control farmers along
with net farm income for the three vears of the experiment. After
cautioning that the “averages™ obtained in his analysis should not be
eonstrued as aceurate estimates of program effects, but instead viewed
as indicative of general response patterns, Welch showed that total
hours of work by the various groups changed very little. The composi-
tion of hours worked, however. changed dramatically. There was sig-
nificant substitution from off-farm work to farm work. Coinvideutalﬁv
with this compositional change, reported farm income decreased no-
ticeably. The author suggested as a possible explanation that only
reported and not actual farm income fell for these groups, stating
that “the overwhelming evidence of the analysis file 1s that farmers
undereeport income.”™ Welch pointed out that there was a marked dif-
ference lwt ween the stated and actual tax rates faced by the treatment
group—for example, a dollar of net farm income added 9 cents to
taxable income in the range of taxes that included 70 percent of the
participants; thus, there existed approximately a 3 to 6 percent tax
rate on farm income,*

A< a result of what he believed to be shortcomings in the experi-
mental design (some of which are discussed below), Welch viewed
the quality of the data with suspicion and thus was not inclined to
place much faith in any of the results reported. During the discussion,
Lie reaflirmed his skeptical view by noting that even though one might
agree that complicating factors and unforeseen events would no doubt
secompany a real world negative income tax program, it 1s question-
able that we can simulate an average amount of such distortions in a
three-year experimental program. Therefore, even though the experi-
mental results may indicate little labor supply cffect, it is debatable to
conclude that there is likely to be little effect in a_permanent income
maintenance program. As fa~ as he was concerned. the experimental
prograni impiemented in Iowa and North Carolina was not a textbook
negatie income tax but something quite different.

Welch's views provoked spirited and wide-ranging responses from
the conference participants. These are discussed below under four
categories: (1) estimetion and related problems, (2) accounting pro-
cedures. (3) underreporting of income, and (4) general proglems.

Fstimation

It was generally agreed that the small sample size for farmers weak-
ened the power of the statistical tests of significance. However, some
conferees questioned the wisdom of Welch's decision to aggregate ex-
perimental groups across plans and states in carrying out his analysis.
Although it was done presumably to ensure the reliability of the re-
sults, some thought that the procedure combined reactions in two

¥ This volume, p. 99.

11 These estimates are has~. on analysis of benefits in relation to the experimenter’s Lest
estimate of “‘true” farm income.
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sites that weve structurally different and thus precluded the analy=is of
site-specific differences in the employinent and earnings of those in
experimental groups.

One of the formal dizcussants noted that the sample size problain
might have been circumvented had the author taken into considera-
tion that a pooled analysis could have been undertaken with the ap-
propriate use of dummy variables to identify the two sites—which. in
addition. would preclude the perforniing of separate analysis for each
state,

There was also some concern expressed that experimental families
with incomes either negative or above the breakeven level might have
fuced different real tax rates from tho<e confronting other experi-
mental families assigned to the same plan. The apprehension was that
since experimental femilies with earnings above breakeven levels were
confronted with tax rates similar to those faced by control families,
their behavior might be more like that of the controls. Although many
of the conference participants joined Welch in acknowledging the
problematie nature of this situation, some of the participants not only
viewed the problem as a tractable one, but also felt the issue was some-
what exaggerated in the paper. While there was no consensus on a
solution to this “breakeven issue.” one conferee suggested that the
problem could be handled by simply having higher guarantees or hav-
ing only families with lower incomes, thereby ensuring that none of the
experimental fainilies was above the breakeven level.

Aecounting Procedures

A number of problematic accounting features were addressed in
the paper and debated at the conference. One problem noted in the
discussion was the use of cash basis accounting in the computation of
income for determining benefit payments. T'nder this method, costs
inenrred and revenues received are accounted for only when they are
realized and not as they accrue. Further. the income upon which pay-
ments were made was computed on the basis of a three-month moving
average. with a twelve-month carry-over of excess income or expenses
to be counted in the three-month average. According to Welch. this
procedure probably led to questionable behavior by <ome farmers, thus
confounding the interpretation of the results obtained. He illustrated
his point with the following example. Consider a farmer who produces
durable products (corn in the case of Jowa and tobacco in North
Czrolina) that have rather low storage costs and who is confronted
with an experimental tax rate of 70 percent. There is a real question
as to whether any of the products wonld be sold during the period of
the experiment. As long as the rural experiment was willing to subsi-
dize 70 percent of the expenditures incurred in raising the crop, the
product would be held off the market until after the experiment ended
so that the revenues froin the sale of the crop would be taxed at the
1RS norm and not at the 70 nercent rate. One conferee, however. was
verv skeptical that such a distortion was of major consequence. He
noted that on the basis of postexperimental data. there was no evi-
dence that goods were in fact withheld from the market until after the
termination of the experiment. It was pointed out that farmers cur-
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rently employ cash accounting in income tax computation, and no
\ioul:l “wouid press to have the privilege extended in a negative incoiie
tax.”

Another feature of the rural experiment’s accounting system in-
volved the double taxation of farm assets. Welch pointed out that
under the “rules of operation” as set forth in the experiment, net equity
i farm-owned assets (such as farmland, buildings, machines, live-
stock, and grain inventories) above $20,000 was taxed directly and the
revenue generated from these assets was later taxed. One of the formal
discussants stated that “society does not favor income transfers to
households with massive wealth, even if that wealth was accumulated
out of past earnings that were taxed,” und therefore felt that double
taxation would probably continue. While the author was sympathetic
to the idea of not paying an individual welfare “if he is sitting on
100,000 worth of land,” he had sume reservations as to whether double
taaation of farm income would attend a national negative income tax
program,

The third and, according to Welch, “the most interesiing, most
subtle, and most important wrinkle of the rural experiments account-
ing” concerned the “carry-over” provision.'* In his paper he demon-
stated that, with the aid of the carry-over provision and the appro-
priate sequencing of family income, it is possible for two families with
1dentical incomes assigned to the same experimental treatment plan
to end up three years later with different benefits received. )

In response to this demonstration of the gains from sequencing
under the rules of the experiment, several participants feit that even
if sequencing were not available, farmers were likely to seek other
legal avenues to circumvent their tax liabilities. Welch acknowledged
that if a national negative income taux program were put in operation
for many years, most of the problems associated with the accounting
svstem would go away. However, he maintained that his major concern
was that in an experiment of short duration the incentive structure is
vcry different; therefore, it is debatable whether the near zero labor
supply response under this structure would prevail in a national
Incume maintenance program.'

Usderreporting

Perhaps the most debated issue was the underreporting of farm
income for payment purposes. There was much discussion about its
origin and significance with most conferees agreeing that under-
reporting could have comprouwised the quality of respouses obtained
during the quarterly interviews.s

One participant suggésted that the short-term nature of the rural
experiment may have generated behavioral responses such as the
sequencing of income, which alteced the pattern of income flows and,

i The carry-over provirion was an experieuntal design feature to take account of the
sueren flows of furm income throughout the year. Earned income in excess of the break-
eien level was carried forward for a maximum of oue year and added to income in any
per.od in which it fell beiow the hreakeven level. Benefit payments were calculated on the
basir of the sum of current income and the carry-over asgigned to that period.

= It was puinted out, however, that since preenrollment income entered the calculation
for the first two payments, Welch’'s example of what might happen may be somewhat exag-
ante@ It was further noted that even in his extreme example, equilibrium payments would

reaciled before the end of the experiment.

# In fact, the quarterly interviews on which snalyses of behavioral responses were based
were first edited to remove a substantis! portion of the underreporting.
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in turn, resulted in the actual levels of reported income to be lower
than expected by the experimenters.

However, to the extent that there was some underreporting. others
argued that the misreporting of income by farmers is a problem that
the Internal Revenue Service has and will continue to have, and one
th-t any national income maintenance program will have; therefore,
one should not lay the underreporting issue at the doorstep of the
experiment. If anything, it was contended, the rural experiment simply
replicated what should be expected in an actual program.

There was considerable disagreement among the conference par-
ticipants on the extent of the underreporting that took place. One
conferee, citing a study he had completed on the subject, indicated that
in terms of cash income and expenses, farmers on the average reported
only 60 percent of what the experimenters thought their real yearly
income to be—excluding capital gains and depreciation. Further,
underreporting scemed to be concentrated in gross omissions of gross
income—as opposed to padding expen-es. In addition, farmers under-
reported their assets—principally farm machinery and land—by bhe-
tween 15 and 25 percent (see the paper by Bawden and Harrar in this
volume). Some participants questioned the validity of the information
since it hinged upon knowing what the farmers’ true incomes were.
This point. as weI\ as the general issue of underreporting, was debated
at length but there was no resolution of the issue.

General Problems

The finding of a small overall change in the labor supply response of
farmers—and its use as an indicator of the relevant response in a na-
tional program—not only bothered Welch but concerned other confer-
ence participants as well. One conferee stated that since there are so
many potential biases in the data, he was unwilling to conjecture
whether there would be a large or small labor response in a national
program. He added that. in all probability. any experiment of short
duration would grossly underestimate the true income effect on labor
supply and no doubt overestimate the true substitution effect.?s

One curious finding noted in the conference paper was that farmers
tended to decrease their wage work and increase their farm work while
their farm profits decreased. Some participants suggested that this may
have resulted from an increase in the consumption value of farming
(via income in-kind). In short. the true labor supply function should
not depend upon net wages and net income only but should also take
into consideration the price of other commodities.

In view of the many objections concerning the origin and interpreta-
tion of the labor supply responses of farmers. ~ome conferees suggested
that labor supply, as measured in hours, mayv not be the proper issue.
Instead. it was argued that the appropriate issue should be the “work
effort.” as measured in output, expended by farmers. As one partici-
pant suggested, more attention should be focused on the output from
farms—which, incidentally. declined very slightly. Still others felt
that mare concern should be given to the income of farmers rather than
their hours of work, as an indicator or the well-being of farm families.

3 Thin observation war in fact verified in the New Jersev experiment. For a discussion.
see Charles E. Metealf. “Predictine the Effects of Permanent Programs from a Limited
Duration FExperiment.” in Watts and Rees, eds.. Final Report of the New Jersey Gruduated
Work Incentire Exrperiment, ~ol. 2, pt. C, chap. 3.
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Perhaps one of the overriding issues in the discussion was the extent
to which the rural experiment demonstrated how a negative income tax
program would actually operate in the real world. Unlike the author,
many conferees felt that it was a real world demonstration despite the
confounding design features and the unforeseen behavioral responses
on the part of farmers. The significance of the experiment in their
viewpoint was perhaps best summed up by Luther Tweeten who stated
in his formal comments that, “If the experiment is in fact a demon-
stration of what we might expecet from a negative income tax scheme
actually implemented. it is important to examine the results for what
they can tell us about the real world.™

WAGE EARNERS LABOR SUPPLY RESPONSE

According to Orley \Ashenfelter. the author of the conference paper
on the labor supply responses of rural nonfarm wage earners, “The
results of the rural negative income tax experiment show an unam-
biguous average decline in the work effort of all family members in the
experimental group of wage earners.” He arrived at this conclusion
after reviewing the results obtained by the rural experiment's analysts
as well as his own estimates derived from the experimental data.
Ashenfelter's calculations showed that the wage income of husbands
declined by 8 percent and that of wives by 27 percent, while family
wage inconie (the weighted sum of the results for husbands and wives)
averaged a 12 percent decline. These estimates, as noted by the author.
are quite close to the regression estimates computed by the experiment’s
analysts, except for a discrepancy in the experimental effect on toinl
family wage income—which can be attributed. at least in part, to the
presence of additional wage earners in the analysts” family estimates.
In addition. these results from the rural experiment, though somewhat
smaller, closely resemble the estintes ealeulated by Robert Hall of the
urban experiment’s effect.’ However, Ashenfelter points out that since
there are differing estimates of the effect of the urban experiment on
labor supply.'? the comparability of the results between the two experi-
ments depends on whose urban estimates are used.

Nonetheless, the results of the rural experiment drew mixed re-
sponses from the conference participanis—some tending to accept
them as reasonable estimates. with others placing less faith in them.
During the course of the debate concerning these results, two topics
tended to dominate the discussion: (1) the experimental treatments,
and (2) the ramifications of program costs,

Erperimental Treatments

A number of conferees voiced concern about the proposition that
the implicit tax rate in most welfare programs (inv]uding the rural
experiment) is not in fact the statutory tax rate. Ashenfelter sug-
gested that this possibility might be illustrated within the context of
a pure tax avoidance madel. He proceeded by noting that, on a pure
tax avoidance basis, one would expect people in a negative income

¢ See Robert E. Hall “Effects of th Experimental Negative Income Tax on Labor Sup-
piv.” in Pechman and Timpane, eds., Work Incentives and Income Guarantees, pp. 115-47.

" See Auron. “Cautivoary Notes on the Experiment,” and Albert Rees and Harold W.
Watts “An Overview of the Labor Supply Results,” in Pechan and Timpaue, eds., Work
Inceatives and Income Guarantecs.
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tax program to report less earned income simply because that would
raise their payments—as indeed occurred in the rural experiment. An
interesting question then becomes whether a change in reported income
reflects an actual reduction in earnings or simply less accurate report-
ing of the same level of earnings. According to Ashenfelter, one wa
to approach this issue is to consider whether tax avoidance varies with
the guarantee or tax rate. He argued that tax avoidance probably does
not vary with changes in the guarantees because, once they ave fixed,
those with higher guarantees have no more incentive to avoid addi-
tional taxes than those with lower guarantees. The tax rate. on the
other hand. fosters tax avoidance ince the extra amount received from
a change in reported income varies dirvectly with the tax cate. Since
tiwe experimental data showed no effect for the guaiantee and large
cflects for the tax rate. Ashenfelter suggested that a plausible inter-
Pretation might be that there was no actual change in labor supply or
carnings but simply a change in the amouut of earnings reported.

There was no disagreement among the conferces on the validity of
the author’s reasoning concerning tax avoidance ; however. some par-
ticipants doubted that this was the appropriate interpretation of the
results—and therefore did not accept the conclusion that the labor
supply response was necessarily small.

A closely related issue involved the appropriate statistical repre-
sentation of the experimental treatments. Some participants argued
that the use of & dummy variable—in addition to tax and guarantee
variables—to indicate whether a family was in the experiment or not
may have bheen an unwise decision. They felt that much more work
was needed on the proper representation of treatments so that more
confidence could be placed in the behavioral effects of the tax rates as
well as guarantees.'®

Speaking in defense of the treatment dummy, one participant
pointed ont that if being in the experiment itself had some independent
effect on behavior—and the subsequent significant coefficient on the
treatment dummy seems to indieate as much—a major concern shounld
he the marginal effects that the guarantee and the tax rate had beyond
the effect of being in the program. Thus. he argued. the planners were
correct In thinking that it would be better to use a treatment dummy
to capture this independent effect than to leave it out and force all of
the response through the tax rate and guarantee.

The author of the conference paper expressed some disappointment
that the rural experiment, like its urban predecessor. failed to show—
with sany degree of statistical significance—differences in response
amony guarantes levels, ke felt that the scemingly large coefficients
for the tax rate aid the rather small guarantee coeflicients were indi-
cative of the faifure to capture these effects appropriately. He sus-
pected thiz might have been due to the inclusion of the treatment
dummy. or to not having used come other representation of the ex-
perimental treatments that would have captured the “right” (or at
Jeast a more “reasonable™) response. As a result, Ashenfelter and
several other conference participants questioned the validity and use-
fulness of the responses obtained in the rural experiment.

* One conferee did note. however. that the anslysts experimented with a number of dif-
,fr;:;nt c;pmﬁmtlons of the treatment but reported only the results yielded by the one they
elleved best.
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A number of conferees, however. took exception to this viewpoint,
“Their view was best summed up hy one of the participants who felt that
although being able to separate out income and substitution effects
would undoubtedly increase the usefulness of the results,® the labor
supply results as a whole were of considerable value.

Program Costs

Another topic that received much discussion was the potential cost
of a national program. Since one of the primary purposes of the rural
experiment was to gain insight into the comparative costs for various
types of negative income taxes. the conference participants attempted
to focus on this objective in light of the results obtained from the
experiment.

L\ discussing possible program costs. A-lenfelter pointed out that
the labor supply figure in his analysis pertained to a program involv-
ing only families who were below the breakeven level. He noted that
the miclusion of families both above and below breakeven would in-
crease the total dollar cost of the program. This point i8 particularly
instructive since it is nossible that with a national prograin some
families with carnings just above the breakeven point might reduce
their labor supply and thus become eligible for the program, thereby
increasing total program costs.

Following up this point. another participant noted that even the
<mall labor supply responses found in the rural experiment may have
sigrnificant cost implications for a national program because of the
~hape of the U.S. income distribution. The U8, population has a high
coneentration of families near the breakeven pomnt: these families ve-
ceive relatively small transfer payments and even a very modest change
in their earnings would result in a substantial percentage increase in
their benefits and total program costs. This type of ~ensitivity of pro-
gram costs to small changes in labor supply has been found in national
<imulations of the preliminary Seattle-Denver results and in somne
cros=-sectional analyses,

A third participant thought the preoccupation of all the experi-
ments with variations in the tax rate and guarantee might have been
at the expense of other inportant variables in the design of a negative
Income tax program ( for example, the definition of income. the income
accounting period, the definition of the filing unit). Minor changes in
these variables might exert a greater impact on total program costs.
Further. he expressed concern that the narrow focus on these particu-
lar experimental treatments may have caused the Congress to be unre-
sponsive to a thorough consideration of all of the elements involved
in designing a national program.

In contrast. another conferee argued that it was preciselv because
of these experiments that so many individuals are now sensitized to
the confounding nature of such design features. It was pointed out
that the experiments have been extremely helpful in reducing the un-
certainty of the expected labor supply response. thus enabling the
policy analysts and policymakers to look to other issues. It was noted
that the experiments did in fact yield considerable information on

® According to the conferee. the separating out of income and substitution efects could
te important for (1) distinguishing between transfer costx and real resource costs. (3)
simulating the costs of programs that were not teated, and (3) simulating the costs of pro-
grams for populations other than the sample populations.
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some of the other design features in question, which previously had
been neglected. i
Other Behavioral Responses

Although the primary focus of the rural experiment was on the labor
supply response to the experimental treatments, it was thought that
other information on consumption behavior (for example, purchases
of housing. clothing, and medical care) and noneconomic outcomes
(such as impacts on marital dissolution. migration. political participa-
tion. and psychological well-being) would provide added dimension
to our understanding of the total impact of a negative income tax
program. This additional information might aid in the overall plan-
ning of a national program as well as illuminate other costs and bene-
fits of such a program.

The Consumption Ntudics

Robert Michael. the author of the confereice paper evaluating the
studies on consumption behavior, summarized the findings of thee
papers as follows: *The additional income and the income guarantee
provided by the experiment improved average nutritional intake in the
North Carolina sample (but not in lowa where the levels were initially
mom nearly adequate). inereased consumption of clothing (somewhat
less for male than for female clothing). slightly increased household
inventories of durable goods and cars (except for cars for farm house-
holds). and reduced short-term farm debt and increased farm liquid
assets somewhat.” Although some of the preceding results closely re-
semble those obtained in the New Jerseyv experiment ?* while others
reveal more consistent patterns than in New Jersey, one unportant
caveat is in order. The implications of these observed consumption
effects for a long-term income maintenance program of similar strue-
ture depend, to a large extent. on whether the experimental families re-
garded the payments they received as transitory income or as a per-
manent component of tueir income stream—that is, if the experimental
pavments were treated as permanent additions io family income, the re-
sulting changes in consumption patterns might serve as an indication
of the consumption behavior in a permanent national program.

Even though the studies on consumption behavior reported many in-
teresting effects. Michael was somewhat disappointed in the papers’
preoceupation with estimating the response to the experimental treat-
ments—the guarantee and payvment. He suggested that more deserip-
tive studies were needed to grain insight into the expenditure behavior
and mobility patterns of those “in poverty.” One conference partici-
pint cautioned that in view of possible truncation of the sample, use of
truneated data might lead to biased results—studies purporting: to
describie the expenditure patterns and poverty status of the low-income
popilation might be grossly misleading.

At various points during the conference, participants touched on
specific technical (or estimation) problems and experimental desian
features (such as small sample size. short duration, and availability of
quality data) that plagued a number of the consumption studies. None-
theless, the possible implications stemming from the results of the two
studies concerning health effects and indebtedness received consider-
able attention.

® Exeept those results pertajning to nutrition and clothing, which were not analyzed in
the New Jersey experiment.
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Michael and several other conference participants were concerned
that the lack of positive effects on the health variables—the conference
paper reported no experimental effeets—mnigiit be misconstrued. They
feared the inference might be drawn that giving money to poor people
does not iprove their health and the further unplication that the
money was, instead, inappropriately spent by the treatment group.
Pointing to such considderations as the velatively small sanple ~ize and
the self-reporting problems, the concerned participants urged that the
health resuits should be interpreted with great care,

Another thorny issue concerned the appropriate interpretation of
the results on indebtedness, 1t was iminu\l out at the conference that
three sourees (the overview paper by Larry Orr in this volume, the
criginal paper on this subject prepared by the rural experiment’s
avalvsts, and the cumviary report by the U, Department of Health,
Fducation, and Welfare) all report somewhat different results. For ex-
ample, one suggests loan debt sub-tantially deereased while another
indicates a substantial inerease. After some discussion it was pointed
ot that these diverse findings could be reconciled <ince one source re-
ports the long-run effeet. another the short-run effect, and the third
hath effeets, This ~till left unanswered the question of which recults
~hotkl be reported to the public at large. There was no consensus
among the conference participants on this point.,

One conferve observed that in spite of the many qualifications asso-
ciated with the debt data from the urban, rural, and Gary experinents,
one respons¢ ~eeted conmon to all three, namely. an ncrease in in-
debtedness on the part of the experimental families that was found to
be tied guite explicitly to the acquisition of durable goods.

Xoucconuniie Outeon s

Michael Hannan’s paper. which reviewed and evaluated the findings
of the noneconomic outcomes of the rural experiment, reports the
following results: higher overall incidence of marital dissolution
ar-ong the treatment group as compared to the control group (though
not. <tatistically significant), with those on the most generous plan
having lower rates (than the control group) and those on least gen-
erous plans having higher rates: a positive impact on geographie mo-
Lility (primarily in the North Carvolina sample) : improved perform-
ance for students in North Carolina with respect to ab-enteeism. coin-
portent, academie grades, and standardized achievement test scores
twith statistical sigmificance for primary grade students) : no signifi-
cant overall effect on delinqueney: positive treatment effect on voting
and political  participation  (with significance only for married
women) ; a small (and insignificant) overall treatment-control differ-
ential in the asses=ment of psyehological well-being: and a narrowing
of tie oceupational aspirations and expectations gap of teenagers.

To Hannan's and other conferces’ surprise. many of the noneconomic
outcomes in the rural experimient had positive treatment effects. How-
ever.most participants seemed to regard them as tenuous. They cited as
their ~ource of skepticism the various confounding features such as
-mall sample size. too short a time span. low reliability of sociological
and psyvehological variables, sample attrition. low understanding on
tle part of the treatment group, and the lack of well-defined theory
governing the social and psychological effects studies. In fact, Hannan
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suggested that the studies might be vest viewed as “exploratory.” One
conferee, on the other hand. aptly summed up the sentuments of many

articipants by stating that the rural experiment was poorly designed
}c.r the comprehensive study of sociological effects ot a negative in-
come tax.

One topic that received some attention and on which there were
differing perceptions. concerned the culture of poverty theory—and
what the experimental evidence suggested about poverty cycles. As
Hannan pointed out. “whether or not the culture of poverty is an im-
portant causal factor in the persistence of poverty depends on whether
or not individuals can shift living stvles once the culture becomes
maladaptive.” He further noted that *if adults are indeed trapped by
their origins, they cannot respond to environmental changes such as
that afforded by income maintenance.” Since the rural experiment
allowed the income environments of famihes to be manipulated.
Hannan felt the experiment offered a unique opportunity to separate
effects of culture and class from those of carrent variations in em-
ployment or income.” During the conference discussion, Hannan in-
dicated that a strong reading of the culture of poverty argument
suggests that no experimental eflects would occur on any of the non-
economic outcomes either singularly or collectively. Whether or not
the results of the experiment were inconsistent with that view depends
upon how one reads the evidence. On this score, the participants were
unable to reach an accord.

Hannan's reading of the results—although considered overly opti-
mistic by some—led him to believe that there was evidence of a mild
rebuff to the culture of poverty thesis. Aage Serensen—a sociologist
as is Hannan—took an opposing viewpoint. He emphasized the need
to observe ‘)ossible changes in the relevant noneconomic variables
over several generations before assessing whether the culture of
poverty thesis still holds.

OVERVIEW AND POLICY IMPLICATIONS

With the papers by Larry L. Orr, G. Edward Schuh, and D. Iee
Bawden and William S. Harrar as background, the conference par-
ticipants were charged with the task of making a critical assessment
of the overall sigmificance of the rural experiment and to suggest
possible policy implications.

By and large, the conferees tended to fall into one of two camps
as far as their general impressions of the experiment were concerned.
One group viewed the experiment as providing valuable information
on the labor supply response of rural families to a negative income
tax and pinpointing some of the difficultics involved in administering
such a program to the self-employed.

Members of the other group. while acknowledging the insight gained
in administrative iscues and the implications of the experiment for
future social experimentation. nonetheless took a more cautious ap-
Froacb. Their major sources of skepticism stemmed from the prob-
ematic experimental design features and the statistical techniques
usad in some of the analvses.

In spite of the methodological and empirical difficulties encountered
in the rural experiment, some participants thought a number of note-
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worthy outcomes were obtained that had immediate policy relevance.
Apart from the obvious interest in the work response of welfare
recipients to governmental transfer schemes, a growing concern among
policymakers is the denigrating effects associated with most public as-
sistance programs. On this score. it was suggested in the paper by
Schuh that one policy implication that might be drawn from the rural
cxperiment results was that although “there was no evidence of an
experimental effect on psychological well-being, there was also no
evidence that the income maintenance program undermined self-
respect or brought a reduction in self-esteem.™

Another outcome that was regurded as having possible far-reaching
effects from a policy standpoint was the experimental impact on polit-
ical behavior. While the findings of the rural experiments indicated
only a modest increase—35 to 10 percent—in the voting probabilities
of those in experimental groups. Schuh suggests that this efiect may
considerably understate the potential impact since “the stakes of the
program were relatively modest.” He contends that “if the size of the
mcome transfers were larger. there might be more substantial political
participation to protect the income base, or to enlarge it.” One con-
ferea speculated that the possible fear among incumbent politicians
of a large political impact might partially account for the difficulties
being expericneed by the negative income tax concept in the Congress.

A closely related issue involved the overall impact of a national
program on rural towns and communities. Several participants ex-
pressed concern that the macro impact of a universal program on
the social, economic, and political structure of small towns—especially
in the Southeast—is very likely to generate unprediciable behavioral
and structural changes that could significantly affect. inter alia,
(local) labor markets, political awareness, and demographic shifts.

Commenting on the possible impact on labor markets, one conferee
noted that the observed reduction in labor supply in a dispersed experi-
ment may not be translated into an equal reduction in aggregate out-
put. This might occur—given less than full employment—when mar-
ginal workers, responding to a negative income tax, reduce their labor
supply (either partially or totally) and are replaced by others (on
a part-time or full-time basis) who were nonrecipients. Since the total
number of work-hours might remain approximately the same, ag-
gregate output might show little change. Consequently. the impact
might simply result in a reshuffling of unemployment with virtually
on change in aggregate output.

Some participants thought that a universal program might improve
the functioning of labor markets by providing recipients with the
opportunity of increased job search and occupational mobility. They
felt that the support payments might serve as an income cushion
that could be used to defrav the opportunity costs incurred when mak-
ing beneficial job changes or engagivg in more productive job searches.
While the recults from the rural experiment varied from one treat-
ment plan to another. a standard experimental plan (50 percent tax
rate and guarantee of 75 percent of poverty level) did result in mem-
beis of experimental groups locating jobs with higher wages, presum-
ably through longer job search. In addition to possible improvements
from job search, Schuh points out that “another possible outcome
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ix that income transfers may be viewed as earning subsidies, increasing
the job stability of some workers or supplementing income from jobs
with good earnings prospects but low initial wages.” Thus, it was
concluded that although an income maintenance program, such as
a negaiive income tax, might generate some adverse labor market
effects. there are some positive outcomes affecting the job environ-
ment through more rewarding search methods that should not be
overlooked.

After some discussion of the uncertainties surrounding the nature
and extent of the impact of a national program on rural communities,
a number of conferces were prompted to suggest that a saturation ex-
periment—preferably in a small southeastern town—might be one
possible strategy for gaining insight into the potential outcomes.

At one point in the discussion there was some concern over whether
a 10=12 percent reduction in family labor supply should be regarded as
large or small. Some participants araued that the labor supply re-
~ponse should be considered small in light of popular concern over a
Tnrge-scale withdrawal from the labor force by recipients. Other con-
ferees were much less inclined to look upon the labor supply numbers
as small, Their view was best summed up by one participant who re-
marked that he did not regard 10-12 percent as zero. According to him,
zero is a very significant political number. It was further noted by
this group that the long-term effeets as yet are unknown. Thus, the
long-term response might be larger than the 10-12 percent obitained
from the short-term experiments.

It was noted. however. that although the farm lahor supply responce
was of central importance in the rural experiment. there are relatively
few low-income, nonaged farmers in the United States. Thus, their
labor supply responses—whether very large or very small—would
make little difference in either the national costs of a negative income
tax program or in the agricultural sector of the economy. The rural
non-farm work responses, on the other hand, were considered far more
important from the standpoint of a national program and were roughly -
consistent with the results of the New Jersey experiment.

The two davs of discussion indicated that there was disagreement
over the usefulness of the farm work and income responses for estimat-
ing the effects in a national program. but that the work and income re-
sponses of rural nonfarmers were viewed as useful additions to the
New Jersey and cross-sectional findings for the estimation of the pos-
sible effects of a universal program. In addition most conferees gener-
ally agreed that much was learned about the zdministration of an
income maintenance program to the rural self-employed. Some partici-
pants. in fact. argued that the rural experiment was most instructive
in pinpointing and assessing the nature as well as the relative magni-
tude of some of the problematic areas—such as the definition of in-
come, and the administrative and reporting procedures governing the
potential underreporting and misreporting of income and assets by
the self-emploved—that. could be expected to accompany a universal
program. As Welch concludes in his paper. “when dealing with soeial
experiments or longer-run welfare programs. it reallv matters how
these programs are administered—more so than many of us would have
suspected.”
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Even though the conference p.rtici&ants differed in their percep-
tions of the validity of the findings in the rural experiment, there was
widespread agreement that any results reported to the public should
be done with the eppropriate qualifications and without bias.

36-071—78—8



IV. The Work Effort and Marital Dissolution Effects of the
Seattle and Denver Income Maintenance Experiments

TistimoNy Berore Tue SExAte Fixaxce Comavirrer, May 1.0 1978
(By Robert G. Spiegelman, Lyle P. Groeneveld, and Philip K. Robins)
1. INTRODUCTION

One of the primary purposes of conducting the Seattle and Denver
Income Maintenance Experiments (SIMEDIME) is to provide in-
formation for the design of a national welfare program. Knowledge of
the work effort and marital status effects of the experiments and the
ability to extrapolate the site-zpecifie results to the national population
represent. critical inputs into the oversll program design. The pur-
pose of this paper is to present an overview of the rescarch findings
from SIME ‘DIME with respeet to marital status and work effort,
and to deseribe how the experimental results are being used to draw
inferences about the likely work effort eflects of a national program.

I1. A DESCRIPTION OF SIME/DIMFE

The Scattle and Denver Income Maintenance Experiments arve test-
ing eleven variants of a negative income tax (NIT). which is <imilar
in structure to the cash assistance portion of the Program for Better
Jobs and Income (PBJT). The experimental plans combine three sup-
port (or gnarantee) levels with two tax (benefit reduction) rate sys-
tems. The three support levels (normalized for a family of four in 1971
dollars) are S3.R00. KRELR00, and $5.660.* One of the tax rate systems
has constant average (and marginal) tax rates of .5 and .7. The other
tax rate svstem has average (and marginal) tax rates that decline with
income. Under the declining system the average tax rate decreases from
initial valizs of either .7 or .8 at the rate of .025 per thousand dollars
of annual income (the rate of decline of the marginal tax rate is .05
per thousand dollars of income). The experimental plans have no work
requirements associated with receipt of benefits.

n order to climinate the influence of other tax and transfer pro-
grams, SIME DIME fully taxes publie transfers and veimburses posi-
tive income taxes. A national program would presumably operate in a
similar fashion. Because positive taxes are reimbursed. the payment a

1 Adjustmentx are made to the support level for family size and for cost of liviug changes
over time, 12 February 1978, for example, the rupport levels in the Denver experiment for
a family of four were $5,755, $7.2535, and $£S,465. These support levels are substantially
above the support levels of the PBJI.

i)
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person receives depends on gross income and both experimental and
nonexperimental tax rates.

In Figure 1, the interrelationship bet ween an experimental pian with
a constant tax rate and the positive income tax system is depicted
graphically. The horizontal axis shows gross income (income before
taxes or transfer payments) and the vertical axis shows disposable
income (income after taxes are subtracted and transfers are added).
Two breakeven levels are distinguished. Point B is the tax breakeven
level. where disposable income is equal before and after imposition of
the experimental plan. All persons to the left of B (with gross income
initially less than B’) are better off with the program. Point G is the
grant breakeven level, the point at which the grant (payment iess posi-
tive tax reimbursement) 1s zero. At point (v an individual does not
receive a grant, but also does not pay positive taxes. Table 1 presents
the grant and tax breakeven levels z)r the eleven programs tested in
STME 'DIME. As this table indicates, families not receiving grants
are still eligible to receive benefits (in the form of tax relief) at fairly
high levels of income.

About 4.800 families were originally enrolled in the experiments
during 1971-1972. Ronghly 55 percent of the families are experimental
families and 45 percent are control families. About two-thirds of the
experimental families are enrolled for three vears while the remainder
are enrolled for five yeai13.2 SIME/DIME ulso has three manpower
treatments which combine job counseling with education and training
subsidies,

An important feature of SIME/DIME (and the other experiments
as well) 1s a stratified allocation of families to experimental treatments
on the basis of four assignment variables: family type (one or two
family heads). ethnieity (Black, White, or Mexican-American), site
(Seattle or Denver), and normal income (seven levels of “typical”
pretransfer family income adjusted for family size).* The work effort
results presented in this paper, cover only the gl&ck and White family
heads. Subsequent annl!sis has indi that the work effort response
of Mexican-American families is slightly larger than that of the other
grouf)s. The marital status results cover originally ¢nrolled families
in all three ethnic groups.

? SIME/DIME is aiso testing a 20-year program, which began about two years after the
three and five year programs. About 170 families ia Denver were to treatments
under this program. The work effort response of 20-year families has not yet been analysed.

* To he eligible for SIME/DIME, normal income had to lie less than $9,000 per year in a
family of four with one working head, and less than $11,000 per year in a family of four
with two working heads.
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FIGURE 1.—A NEGATIVE IXNCOME TAX PROGRAM WITH POSITIVE TAX REIMBURSEMENS
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TABLE 1.—PLAN BREAKEVEN LEVELS FOR THE SEATTLE AND
DENVER INCOME MAINTENANCE EXPERIMENTS

(1871 dollars])
Grant

breakeven Tax breakeven

Plan level level
F1(S=3800,%=0.5,r= Og ........... $7.600 $10,250
F2(S= 3800 t,=0.72,r=0)........... 5,429 6,350
F3 S=3800 t,=0.7,r=0.025)...... 7,367 10850
F4 S=3800 t,=0.8,r=0.025)...... 5,802 7800
F5 (S= 4800 t,=0.5,r= 0; ........... 9,600 13 150
F6 (S= 4800 t,=0.7,r=0)........... 6,867 8 520
F7 S=4800 t,=0.7, r=0.025;. ceeen 12,000 19,700
F8 S=4800 t,=0.8,r=0.025)...... 8,000 11,510
F9(S= 5600 t.=05,r=0)........... 11,200 15,700
F10 &S 5600 t,=0.7,r=0). ........ 8,000 9,7€0
F11(S 5600 t,=0.8,r=0. 025) ..... 10,360 16,230

Note: These figures are for a family of 4 with only 1 earner and no income outside
of earnings. Positive tax reimbursements include the Federal income tax and social
security taxes. The Federal income tax assumes the family takes the standard de-
duction. State income taxes, which are relevant only for the Denver Experiment
(there is no State income tax in Washington), are ignored in calculating the tax
breakeven levels. The tax breakeven levels are thus slightly higher for the Denver
Experiment.

Key: S = NIT annual support level; t, = initial NIT tax rate; r = rate of decline of
the average NIT tax rate per thousand dollars of income (rate of deciine of the
marginal tax rate is 2r).

Table 2 presents a selected number of characteristics of the Black
and White families studied at enrollment. The typical sample member
has income and education levels that are above the levels associated
with most families in poverty. There is fairly strong attachment to
the labor force among primary carners and about two-fifths of the
seoondary earners are employed. The sample consists primarily of

\mﬁ families with two children and the average initial benefit re-

from the experiment was about $1.300 per year which is sub-
stantially less than the average support level of $£,800 per year (the
benefit received by families with no working mcmbers) Approxi-
mately 14% of the husband-wife families and 54% of female-headed
families received welfare (AFDC) benefits prior to the experiment.
Generally speaking, the sample may be clmracterw.d as representing
what is commonly referred to as the “working poor.”

II1L. EFFECTS OF THE EXPERIMENT ON WORK EFFORT

In estimating the work effort response to SIME/DIME, we have
adopted an approach that enables us to distinguish the effects of chang-
ing guarantee levels and tax rates. Referring again to Figure 1, it is
seen that the experiment increases the disposable income of all fami-
lies with gross incomes below the tax breakeven level.* Economic

¢ Families with gross income below the tax breakeven level are called program
participants,
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theory predicts that an increase in income that is not work related will
induce an individual to reduce the amount of time spent working be-
cause leisure becomes more attractive. For purposes of analyzing the
effects of the income maintenance experiments, we term the change in
work effort as=ociated with an increase in income the guarantee effect.

TABLE 2.—SELECTED CHARACTERISTICS OF BLACK AND WHITE
FAMILIES AT ENROLLMENT

Female
Husbands Wives heads

Average normal income per year.... $6,660 $6,660 $3,950

Average hours worked peryear. .... 1,719 559 1,010
Average hourly wage rate among

WOTKErS. .........ooviiiiiinn $3.30 $2.21 $2.42
Percent employed........ e 80 41 56
Percent previous::y receiving wel-

fare benefits (AFDC).............. 14 14 54
PercentinDenver................... 49 49 49
Averageage............. TR 34 31 34
Average years of education......... 11.6 11.5 11.5
Percentblack....................... 40 40 56
Average number of family members. 4.3 4.3 3.5
Percent control families............. 47 47 39

Average initial payment per yéér
for tamilies below the breakeven
devel ... . $1,330 $1,330 $1,160

1 This amount excludes AFDC benefits received prior to enroliment that are reim-
bursed by the experiment.

The experiment also increases the tax rate an individual faces.®
Again, economic theory predicts that an increase in the tax rate (hold-
ing disposable income constant) induces an individual to reduce the
amount of time spent working because a higher tax rate implies a
lower economic return to working. We term the change in work effort
assoclated with an increase in the tax rate, holding disposable income
constant, the compensated taz effect.

By adopting an approach that identifies guarantee and tax effects,
alternative income support programs can be compared with respect
to the two program parameters that are set independently by public
policy. Thus. it is possible to estimate the disincentive effects of several
competing programs; information that is useful in designing an op-
timal program.

Table 3 presents estimated compensated tax and guarantee effects
on annual Kouls of work for participants in the Seattle and Denver
Income Maintenance Experiments. These estimates apply to heads of
families who were employed prior to the experiments and who re-
main employed during the experiments.*

The figures in Table 3 indicate a modest disincentive effect for hus-
bands and a substantial disincentive for wives and female heads of

¢ For persons who received publie transfers (such as AFDC and Food Stamps) prior
to the experiment, the tax rate may actually be lower under the experiment.

. w":urer(omed tests to determine whetler the estimated responses differed by race,
site, experimental duration. The test results suggested that they do not.
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families. Percentagewise, the affects are —5% for husbands, —22%
for wives, and =115 for female heads. For men, the total response
1= about equally divided between guarantee and tax effects; while for
women, most of the effect is due to the guarantee. It is important to
recognize, however, that these experimental effects are based on
guarantee levels and tax rates resulting from the set of programs being
tested in SIME/DIME. and not from any single income maintenance
program. Furthermore, because the distribution of income in the ex-
perimental sample is considerably different from the distribution of
mncome in the U.S. population, the same set of programs tested at the
national level may have a substantially different effect.

In addition to causing a reduction in annual hours of work for per-
sons emploved, the experiment also reduces the probability of cm-
{)lnymont, The probability of employment can be reduced either by
engthening the period of time between jobs or by shortening the period
of time spent on a given job. Table + presents estimnates of the effects
of the experiment on the probability of employment. For husbands,
there iz & very small reduction in the probability of employment which
stems about equally from shortening periods of time on a given job
and lengthening periods of time between jobs. Thus, hushands in the
experimental group tend to remain unemployed for slightly longer
periods of time and tend to hold jobs for slightly shorter periods of
time than husbands in the control group.

Wives and female heads of families exhibit a somewhat larger re-
duction in the probability of employment than husbands. The re-
duetion for women stems almost catirelv from lengthening each period
of time <pent not employed. An implication of these results is that
wonen in the experimental group who were not employed prior to
the experiment were less likely to ~eck employment during the experi-
ment than women in the control group: while women in the experi-
mental group who were employed prior to the experiment were only
slightly more l'kely to leave emplovment than women in the control
gronp. We have not yet analyzed how women spent. this additional
time. Because most women in SIME/DIME have voung children, it
is likely that a large part of the additional time was s<pent in produe-
tive activities in the home (such as child rearing), rather than in
active job search.

TABLE 3.—TAX AND GUARANTEE EFFECTS ON ANNUAL HOURS
OF WORK FOR THE AVERAGE WORKING INDIVIDUAL BELOW
THE BREAKEVEN LEVEL

Female

Husbands Wives heads

Taxeffect.................ooiiil. —56 —64 —-59
Guaranteeeffect.................... —47 -199 -117
Totaleffect.......................... -103 —-263 —-176
Percentage effect................... -5 =22 -11

Source: Michael C. Keeley, Philip K. Robins, Robert G, Spiegeiman, Richard W.
West, “The Labor Supply Effects and Costs of Alternative Negative ir;ome Tax
Programs: Evidence from the Seattle and Denver Income Maintenaice Experi-
ments: Part |, The Labor Supply Response Function,’” Research Memorandum 38,
Center for the Study of Welfare Policy, Stanford Research Institute, Menio Park,
Calif., May 1977.



117

TABLE 4.—EFFECTS OF THE EXPERIMENT ON THE PROBA-
BILITY OF WORKING AND ON THE LENGTH OF TIME SPENT
WORKING AND NOT WORKING

Female
Husbands Wives heads
Probability of working in the ab-
sence of the experiment........... 0.79 0.40 0.55
Experimental effect. . ............... -0.02 -0.07 -C.07
Source of experimental effect:
Percent change in the length
of time spent working.......... -7 7 -3
Percent change in the length of
time spent not working........ 7 55 48

Source: Philip K. Robins and Nancy Brandon Tuma, ““Changes in Rates of Enter-
ing and Leaving Employment Under a Negative income Tax Program: Evidence trom
the Seattie and Denver Income Maintenance Experiments,” Research Memo-
randum 48, Center for the Study of Welfare Policy, Stanford Research Institute,
Menlo Park, Calif., March 1977,

IV. IMPLICATIONS OF THE WORK EFFORT RESULTS FOR A NATIONAL PROGRAM

In order to make use of the information provided by the experi-
ments in the design of a national program, it is necessary to extrapo-
late the experimental results to the national population. We have used
the technique of microsimulation to generalize the experimental results.

Microsimulation consists of ap t%;ing social program regulations
and behavioral assumptions to a é)ata base cortaining disaggregated
information about individuals or groups in order to project program
costs and caseloads under varying conditions. To generalize the SIME/
DIME results, we use the Micro Analysis of Transfer to Houscholds
(MATH) model to assess the effects of a variety of nationwide nega-
tive income tax programs. The MATH model reproduces program
eligibility requirerients and benefit determination schedules. It also
estimates behavior of low-income families regarding welfare partici-
pation and work effort.

The tax liability, transfer payment. and amount of employment
are determined for each family both before and after the NIT is
implemented, and the results are summed to derive the total change
in costs, caseloads, and work effort under alternative plans. The dif-
ferent effects on various family types are also determined. Six NIT
plans with varying tax rates and levels of support are simulated using
the March 1975 Current Population Survey (CPI(’)S) .

The income data from the March 1975 CPS are annual data for the
year 1974, Thus, the calculations represent what the effects of an NIT
would have been in 1974. No attempt is made to update the responses
or cost estimates to later years.

The six programs for which predictions are made have constant
tax rates of 50 Fcrcent and 70 percent on earnings, and support (guar-
antee) levels of 50 percent, 75 percent. and 100 percent OP the poverty
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level (85,000 for a family of four in 1974). Because the proverty level
increases with family size, the support level also increases with family
size. The nominal support level is assumed to be constant across re-
gions. The NIT replaces the existing AFDC and Food Stamps pro-
grams, taxes all other nonlabor inconie at the rate of 100 percent, and
reimburses positive income taxes below the tax breakeven level. All
familics that are eligible to receive benefits are assumed to participate.?
Wark Fort Responscs t6 a Nationwide Program

The average work cffort responses to the six nationwide NIT pro-
graws are presented in Table 5. The results are reported in two ways:
first, the average responses for all participating families, i.e., famiﬁes
receiving benefits from the program; and second, the average re-
sponses for the U.S. population. The average responses for the U.S.
population include non-responders, as well as responses of participants
and nonparticipants. The nonparticipants who respond are families
that previously received welfare benelits and are above the breakeven
level of the NIT program. These families increase their work effort
when the walfare programs are replaced by the NIT program,

In interpreting the results, it is important to keep in mind that the
responses vary not only because of changing guarantee levels and tax
rates, but also because of a changing pooFof participants. For ex-
ample, as the tax rate increases (for a given guarantee), the pool
of participants decreases. The manner in which the pool changes de-
pends on the distribution of income within the revelant population
subgroup. For the programs simulated, the number of partici{)ating
families (e.g., those who receive benefits) ranges from 3.3 million to
19.3 million.

?The NIT program with a support level equal to 75 percent of the poverty level and a
tax rate equal to 50 percent is the program muost comparable to the cash assistance
portion of the PRJI, with several imporiant exceptions. Firat, the rupport level of the
PRJIL. i only 63 percent of the poverty level. Second, under the PBJI, families receive
lower beucfite {f their earnings are under $3.800 per year and the primary earner is ex-

ted to work. (In our simulations we do not im a work requirement.) Third, the

RJI. taxes most nonlabor income at the rate of 80 percent (Federal assistance is taxed
at the rate of 100 percent). Fourth, the tax reimburicment provisions of the I'BJI are
romew hat less generous than the tax reimbursement fmmduro used in the simulations (only
Federal income taxes are reimbursed under the PRJI). Fifth. the PBJI contains am
exteusion of the Earned Income Tax Credit (EITC) which tends to reduce program
tax rates. Sixth, the simulations do not assume that welfare families made worse off
by the NIT are given supplemental benefits. Because of these and other differences
between the simulated programs and the PBJJ, the figures presented im this paper should
not he interpreted as representing estimates of the work effort effects and costs of the
PRJ1. The figures are presented primarily to compare the work effort effects and costs
of alternative income maintenance programs.



TABEL 5.—AVERAGE LABOR-SUPPLY RESPONSES FOR ALL PARTICIPATING FAMILIES AND FOR ALL FAMILIES
IN THE UNITED STATES

NIT tax rate 50 percent NIT tax rate 70 percent
Participating families All U.S. families Participating families All U.S. families
Change Partici- Change Change Partiti- Change
in annual pating in annual in annual peting in annual
hours Percent families hours Percent hours Percent families hours Percent
NIT support level of work change (millions) ofwork change ofwork change (millions) of work change
50 percent of poverty
level:?
Husbands........... 104 =70 ......... -4 =02 -136 -108......... -2 =0.1
Wives............... —-92 -233......... -2 -3 =111 =299 ......... 0 o
Total (H4W)...... —-196 -10.3 2.4 —6 -2 =247 -15.1 1.3 -2 -1
Female heads....... o 0 2.3 +16 +16 -—-10 -=2.7 2.0 +20 420
7&'; pe'rc‘ent of poverty
evel;
Husbands........... -106 =59 ......... —-19 =10 -=157 -11.2 ......... -9 -5
Wives............... -110 =228 ......... -19 =24 -126 -—-325 ......... -5 —.6
Total (H4+W)...... =216 =95 7.6 —38 14 -283 -158 28 -14 -5

=== —_ ]
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TABLE 5.—AVERAGE LABOR-SUPPLY RESPONSES FOR ALL PARTICIPATING FAMILIES AND FOR ALL FAMILIES
IN THE UNITED STATES—Continued

NIT Tax Reate 50 percent

NIT tax rate 70 pefcent

Participating families All U.S. families Particpating families All U.S. families

Chanqo Partici- Change Change Partiti- Change

annual in pating in annual in annual pating in annual
hours Percent families hours Percent hours Percent families hours Percent
NIT support level of work change (millions) ofwork change ofwork change (millions) of work change
Female heads....... —-47 —=6.7 3.0 -23 =24 —-47 =93 2.5 -12 =12

1(%0 pler?ent of poverty
evel.

Husbands........... -119 —=6.2 ......... —47 =24 =164 -10.1 ......... —23 -=1.2
Wives............... =130 =227 ......... -50 —63 -—-144 =320 ......... -18 =23
Total (H4W)...... -249 -10.0 15.7 -97 =35 =308 -20.6 5.8 =41 =15
Female heads....... -99 -12.0 3.6 —69 =7.1 -95 -149 3.0 -52 =53

1 Poverty level is $5,000 per year for a family of four in 1974,

Note: Average hours of work per year before response, all husbands
in the United States = 1,999. Average hours of work per year before
response, all wives in the United States = 793. Total numbaer of hus-
band-wife families in the United States = 39,800,000. Average hou's
of work per year before response, female heads in the United States
= 974. Total number of female-headed families in the United Siates

= 4,900,000

Source: Michael C. Keeley, Philip K. Robins, Richard W. West,
‘“The Labor Supgly Effects and Costs of Alternative ative Income
Tax Programs: Evidence from the Seattie and Denver Income Main-
tenance Experiments: Part |l, National Predictions Using the Labor
Supgly Response Function,” Research Memorandum 39, Center for
the Study of Welfare Policy, Stanford Research institute, Menlo Park,

Calit. May 1977.
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For participating husband-wife families, the magnitudes of the aver-
age responses are positively associated with both the guarantee and
the tax rate. For participating female-headed families, the responses
are positively associated with the guarantee, but do not vary with the
tax rate. For both groups, the results indicate fairly sizeable reduc-
tions in work effort, ranging from between 10 percent and 21 percent
for husband-wife families and between 0 percent and 15 percent for
female-headed families.

The average responses of the U.S. population are quite small rela-
tive to the average responses of participating families because most
families in the United é)&tes do not participate in the program. While
the magnitude of the average responses increases with the guarantee,
it decreases with the tax rate for both groups. This inverse relation-
ship between the average U.S. response and the tax rate is an interest-
ing and perhaps unexpected result that is a consequence of the fact
that the number of participants decreases by an amount large enough
to offset the effect of a larger response among participants. Thus, the
total disincentive effect of a nationwide NIT program 18 smaller under
higher tax rate programs, despite the fact tYmt the response of par-
ticipating families is larger.

Costs of a Nationwide Program

Estimated annual program costs are presented in Table 6. Pro-
gram costs are defined to be net of the current costs of the AFDC,
%}I:"’II‘)C—UP, and Food Stamps programs, which are replaced by the

The costs of a nationwide NIT vary widely with the parameters of
the program. The most expensive program (support level equal to
100 yl))ercent of the poverty level and tax rate equnf to 50 percent) costs
$30 billion more than the current welfare system, and has approx-
inately 39 percent of all husband-wife families and 73 percent of all
female-headed families participating in the program. The least ex-

nsive Xrogmm (support level equal to 50 percent of the poverty

evel and tax rate equal to 70 percent) costs $4 billion less than the
current welfare system (whicge represents s 41 percent savings in
welfare program costs) and has approximately 3 percent of all hus-
band-wife families and 41 percent of all femal{-headed families par-
ticipating in the program,



TABLE 6.—PROGRAM COSTS BEFORE AND AFTER RESPONSE, HUSBAND-WIFE AND FEMALE-HEADED

FAMILIES
NIT tax rate 50 percent NIT tax rate 70 percent
in billions in billions
Change in Change in
Program  program Partici- Program  program Particl-
costs costs due Program pating costs costs due Program pating
before to costs after families before to costs after families
NIT support level response response response (millions) response response response (millions)
50 percent poverty level:!
Husband-wife families....... —$0.1 $0.3 $0.2 24 $-08 $0.2 —~%0.6 1.3
Female-headed families..... —-29 -1 -3.0 2.3 -3.3 0 -3.3 2.0
Total....coovvvin -3.0 2 —-2.8 4.7 -4.1 2 -3.9 3.3
75 percent of poverty level:!
Husband-wife families....... 5.4 2.2 7.6 7.6 1.6 1.1 2.7 2.8
Female-headed families..... 2 2 4 3.0 —.6 d -5 . 2.5
Total......oocvvveiinnnnenns 5.6 24 8.0 10.6 1.0 1.2 22 ' 53

@



100 percent of poverty level:!

Husband-wife families....... 19.0 6.5 25.5 15.7 6.5 3.1 9.6 3.8
Female-headed families..... 4.0 5 4.5 3.6 2.6 4 3.0 3.0
Total.......... Cereeeiinee 23.0 7.0 32.9 19.3 9.1 3.5 12.6 8.8

1 Poverty level is $5,000 per year for a family of 4 in 1974.

Note: Total number of husband-wife families in the United States
equals 39,800,000. Total number of female-headed families in the
United States equals 4,900,000.

Source: Michael C. Keeley, Philip K. Robins, Richard W. West
*The Labor Supply Effects and Costs of Aiternative Ne?ativo lncome
Tax Programs: Evidence from the Seattie and Denver Income Main-
tenance Experiments: Part {I, National Predictions Using the Labor
Supply Response Function,” Research Memorandum 39, Center
for the Study of Welfare Policy, Stanford Research Institute, Menla
Park, Calif. May 1977.

4 ¢
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For programs with positive costs, the proportion due to the work
effort response varies between 23% and 55%. The magnitude of these
additional costs demonstrates the importance of accounting for work
effort adjustments when designing a national program. Failure to take
work effort adjustments into account can lead to a serious underesti-
mate of total program costs.

Effects on the Welfare Population

Since the simulations assume that certain welfare programs (AFDC,
AFDC-UP, Food Stamps) are replaced by the NIT, and that there is
no state supplementation of lost welfare benefits, it is likely that some
families are made worse off by the program (i.e., their disposable in-
come is reduced). Table 7 {)r&ents a tabulation of the number and
perventage of welfare families that are made worse off by the NIT,
assuming no state supplementation. As this table indicates, the per-
centages are quite large, even for the more generous NIT programs.
For example, under an NIT program with a support level equal to
the poverty level and a tax rate equal to 50%%, one quarter of the wel-
fare families are made worse off. To compensate families made worse
off by the NIT would likely result in a substantial increase in pro-
grai costs.

The reason why so many families are made worse off by the NIT
may be due to the fact that there are loopholes in the existing welfare
svstem that enable families to face very low benefit reduction rates.®
These low benefit reduction rates imply that welfare grants remain
high even when family members work a substantial number of hours.
Thus. even though the support level of the NIT may be higher than
the support level of welfare. the higher NIT tax rates makes many
working welfare families worse off.

$ The wain loophole arises from generous provisions regarding the deductiomn of work
related expenses from income.
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TABLE 7.—NUMBER AND PERCENTAGE OF WELFARE ' FAMILIES
MADE WORSE OFF BY THE NIT NO STATE SUPPLEMENTATION

NIT tax rate 50 percent NIT tax rate 70 percent

Number Numb r
made  Percent made Percent
worse off made worse off made
NIT support level (millions) worse off (millions)  worse off
50 percent of poverty
level ?
Husband-wife families. . 1.2 79 14 89
Female-headed families. 1.8 93 19 95
Total.................. 3.0 87 33 92
75 percent of poverty
level: ?
Husband-wiie families. . 7 43 1.2 71
Female-headed families. 14 67 1.6 75
Total.................. 2.1 59 2.8 73
100 percent of poverty
level: ?
Husband-wife families. . 4 23 7 41
Female-headed families. S 25 g 33
Total.................. 9 24 1.4 37

1 AFDC, AFDC-UP, fcod stamps.
2 Poverty level is $5,000 per year for a family of 4 in 1974,

Source: Simulation runs prepared for SRI International by Mathematica Policy
Research and the Hendrickson Corp.
V. EFFECTS OF THE EXPERIMENT ON MARITAL STATUS

SIME DIME has provided an op\)ort'unity to study the effects of
an NIT on marital dissolution. We begin by reviewing the reasons.
for suspecting that an N1T will atlect rates of marital disruption.
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First, an NIT would remove the incentives to marital dissolution
inherent in the current system. Under certain circumstances, the in-
come available to a family can increase if the husband is not present in
the home. There have been no empirical studies that demonstrate that
these incentives have any effect upon dissolution rates. However, such
incentives would not be present in an NIT program in which eligibility
and benefit levels are not dependent upon family composition, Thus,
in any effect these incentives would not be present in an NIT.

A second reason for expecting an NIT to alter dissolution rates
rests on the observed association between family income and marital
dissolution rates. Many studies have shown that the probability of mar-
ital dissolution is highest for the lowest income families. If poor fam-
ilies have high rates of marital dissolution not because they lack
material resources, but because they lack appropriate values and
personality traits, then altering income levels will not greatly affect
marital stability in this population.

On the other hand. many argue that income levels affect the ability
of the families to cope with a variety of problems and dissatisfactions.
Further. it is argued that male heads otl families who cannot provide
certain consumption standards for their familics are viewed as fail-
ures by themselves and others. One response to such failure is flight
from marriage relationship. Income supplement programs that sub-
stantially improve living standards might reduce the pressure towards
'discolution. We refer to effects of this sort as income effects. We expect
that the income effects of an NIT would lower the rate of marital
dissolution.

But there is another cffect of an NIT that has been overlooked in
most policy discussion. Early in our research we suggested that an
NIT would alter the structure of dependence in marriages (Hannan,
Beaver, and Tuma, 1974). An NIT guarantees support to unmarried
as well as married. As a result, an NIT will alter the level of re-
sources available outside of marriage and thereby alter the dependence
of the members on marriage. We refer to this effect as the independence
effect. Since the NIT increases the level of resources outside of mar-
riage. the independence effect will raise the probability of marital
dissolution.

A final issue to consider is welfare discounting. If participation in
the current system is degrading, both its income and independence ef-
fects are muted. Families receiving payments would not experience the
full income effect due to the strain induced by stigma. Likewise, de-
pendent spouses would not experience the full independence effect of
the welfare system if it is viewed as degrading. This suggests that a
payment from an NIT program will have a stronger income and in-
dependence effect than a payment of the same amount from welfare.
Aaother way of putting this is to sav that welfare is “discounted” in
its eflects on marriage relative toan NIT.

There are other nonpecuniary differences between welfare and NIT

rograms that may result in welfare being discounted. Participation
in the NIT involves less effort than going on welfare. Qur experi-
mental NIT program has a simpler and presumably less alienating
bureaucracy. The rules of the NI’F are carefully explained to the par-
ticipants. Information about eligibility rules and support levels of
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welfare may not be as well known. Any of these three factors (stigma,
transaction costs, or lack of information) suggest that the effects of
welfare may be discounted.

What, then can be said about the expected impact of an NIT on
marital dissolution rates? For an NIT that is more &enerous than the
present welfare system, as is the case with the Seattle-Denver experi-
ment, it is not ible to predict the direction of the impact a priori.
If the income effects dominate, the NIT will lower the dissolution rate.
If the independence effects are stronger the reverse will hold. Even &
less generous program may have both income and independence effects
if the changes in the program atfect the rate at which welfare is
discounted.

Basic Experimental Findings

Our findings show that the NIT program destabilizes marriage. Con-
trolling for the variables used in assigning families to treatments and
several other variables that may affect dissolution, we fo..nd that the
experiment sienificantly increases the dissolution rate for both Whites
and Blacks, The differences between the experimental and the control
groups are statistically significant for both races indicating that we
can with some confidence rule out the possibility that the experimental-
control difference is due merely to chance.

This finding is consistent with a model in which the independence
effects dominate the income effects for the programs tested. But does it
imply that all NIT schemes will increase dissolution rates in ‘popula-
tions like those we studied? To answer this question we must consider
some more complex analyses. Qur most provocative findings cancern
the patterns of impacts by level of income support. The lowest support
level holds particular interest since it differs little in financial terms
from the existing level of support available from the AFDC and
Food Stamps. If welfare is not discounted, this program should have
no independence effect. But the dissolution rate for families on this
treatment greatly exceeds that of the control groups—by 96 percent for
Whites. by 67 percent for Blacks, and by 60 percent for Chicanos (see
Table 8).* So we conclude that the independence effects of welfare are
indeed discounted relative to those of an NIT. A curious results shown
in Table 8 is that, for each race-ethnic group. the plan that guarantees
income at the highest level, 140 percent of the poverty line, has the
smallest impact. These findings make plain the need to understand the
stigma and information content of NIT schemes in order to compare
their effects with the existing system.

The basic results of the experimental analysis are robust. We found
no technical problem that explains away the findings. One problem
deserves mention : attrition. We lost track of some families, and others
refused to participaie a‘ter a time. We suspected that a family’s deci-
sion to remain in the study was affected both by the benefits they receive
from the experiment and by marital events. If control families were
more likely to leave the experiment at the time of a marital dissolution,
our records would undercount dissolutions for this group. This bias
would inflate experimental-control differences. Luckily, the attrition

* Throughout this paper, we report impacts estimated over the first 2 years of the
experiment for 5-year experimental families. The efiects for 3-year families are approxd-
mately 80 percent of the 5-year effecta.
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rates in this experiment are low, about 10 percent over two years. But
in studies of rare events such as marital disruptions. even small attri-
tion rates may give misleading results. So we investigated the sensitiv-
ity of our results to attrition (Hannan, Tuma and Groeneveld, 1976).

ey are not very sensitive. Even if all the controls who left the experi-
ment had an unrecorded marital dissolution, the experimental-control
difference would still be positive and significant for Whites and Blacks.
The difference between the low support treatment group and the con-
trols is the most robust of all the basic findings.

TABLE 8.—PERCENT CHANGE IN MARITAL DISSOLUTION RATE
BY LEVEL OF INCOME GUARANTEE

Race-ethnic group
Guarantee level Black White Chicano
90 percent of roverty line........... 167 196 60
125 percent of poverty line.......... 293 155 28
140 percent of poverty line. ......... 21 12 -35
Average of SIME/DIME program. 261 158 -4
Numberofcases.................... 939 1,297 518

1 Significant at the 0.05 level.
2 Significant at the 0.01 level.

The Income and Independence Effects of an NIT

To probe the mechanism creating these experimenial effects. we
attempted to parameterize the income and independence effects. Recall
that the 90 t of poverty level support A larger impact on
dissolution than that of the 140 percent Hevel. Moreover, the former is
statistically significant while the latter is not. Why does a small finan-
cial change from the control environment have a strong impact when
a bigger change does not

We sought to explain this pattern of experimental-control difference
with a model of the income and iudepentﬁnce effects of the NIT pro-
aram. Our model and the evidence supporting it are discussed at length
elsewhere (see Iannan. Tuma. w(ro(}roeueveld (1977a, 1977h]).
Briefly, our model assuimes that the income and independence effects
are nonlinear functions of incoine.

We address the problein by using our model for the inrcoine and
independence effects of NIT payments. Our analysis reveals that the
impact of any NIT program differs according to the race-ethnicity of
the family. the number of children, and a variety of other demographic
and background characteristics. So we must calculate impacts sepa-
rately for each combination of characteristics. We cannot be exhaus-
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tive here but will illustrate the impacts of various NIT programs on
rates of marital dissolution for white families with two children in
which each spouse is aged 25, has 12 years of education, and the couple
has been married for 5 years. We will vary both family income prior
to the NIT and wife’s [{re-.\'IT independence. As will become clear,
the latter plays a crucial role in determining the NI'T impact on di~-
solution rates. We ccusider two cases typical of those we studied: (1)
wives who would not be employed upon becoming single; (2) wives
who would earn $3000 per year as a single woman. In each case we
assume, in line with the discussion earlier and our empirical findings,
that welfare is “discounted”. In particular, we assume that each dollar
of welfare guarantee has an independence effect half as large as that of
a dollar of earnings or a dollar from the N1T program.'

Pigure )
Iy Predicted Marital Dissolutiom Rate
for Waite Pumilies vith Twe Childrem
Vife's Predicted Baruniags
A Vhea Single © 0
\\”
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Figures 1 and 2 plot the dissolution rate under various programs by
levels of pre-NIT family disposable income. Figure 1 contains the
predicted curve for families in which the wives would have no earnings
after leaving the marriage. Consider the most generous NIT program
depicted in Figure 1, the 150 percent of poverty level support with
J0 percent tax, denoted 150/50. It is below the control curve almost

*We have tried other discounts and found that as long as wellare is discounted. the
experimental impacts can be explained. However, the 30 percent discouut gives better
resulis than others we tried.

35-071—78——10
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everywhere, For most families, the stabilizing effect of the program
outweighs the independence effect. Only for the poorest families is this
not so. For them the income effect curve is quite flat. Even large
changes in family income have relatively small stabilizing effects; con-
sequently, the independence effect dominates in the low range of family
incomes.

Next, examine the 100 percent of poverty level, 70 percent tax pro-
gram, denoted 100/70. The curve for this plan is above the control
curve at all levels of pre-NIT family income. In other words, the plan
does not raise family income sufficiently to induce income effects strong
enough to offset the independence effects of the program.

Finally, consider the 100 percent of poverty level, 50 percent tax
program (100/50). It has a dissolution carve that falls between those
of the other two NIT programs. It gives higher dissolution rates than
a program with the same tax rate but a higher support level. This out-
come reflects the curvature of the income :ud ndependence effects.
Both cffects are increased when one increases the support level from
100 percent to 150 percent. However, the income oﬂl:ét of such an
increase dominates the increase in the independence effect.

The 100 percent of poverty level, 50 percent program (100/50) gives
lower dissolution rates than a program with the same support level
but a high tax rate. Increasing tﬁe tax rate reduces the income etfect of

Figure 2
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the ro’gmm because families receive sinaller payments at any level of
pre-N1T family income. It does not, howcver, lessen the independence
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effect for women who have no earnings. Thus, according to our model
the 100/70 p m has the samme independence effect as the 100/50
pro , but it has a smaller income effect.

Above we mentioned that wife's independence before the NIT is im-
portant in determining the NIT impact. We see this in Figure 2, which
plots curves for the same programs as in Figure 1, but for families in
which the wife would earn $3000 per year after leaving the marriage.
Now the various NIT programs main%y decrease the dissolution rate;
that is, the increase in independence that they induce is sn:all relative
to their effects on improved family well-being. Curves for both the
150/50 and 100/50 plans are below the control curve for the range of
pre-NIT family incomes plotted. The NIT increases the rate of dissolu-
tion only for the 100/70 plan, and then only for families with pre-NI1T
income above $6,500. Furthermore, the increase due to the NIT is
rather modest.

Several general tendencies emerge from these and other figures not
reported here. First, the NIT impact is mainly concentrated in those
families with the most dependent wives. For working women, introduc-
tion of an NIT changes only slightly the quality of financial alterna-
tives to an existing marriage, and thereby has less impact on decisions
to end & marriage. Second, the high support and low tax programs
vield the lowest dissolution rates, and, at least for Whites, these are
normally below the pre-NIT rates. Plans with lower support levels
and higher tax rates tend either to be closer to the controf curve or to
increase the dissolution rate.

VL. CONCLUSIONS

The following summarizes the major conclusions of this paper.

A. Within the SIME/DIME sample, there is a modest decline in
work cffort among male heads of families (5 percent) and a substan-
tial decline among spouses (22 percent) and single female heads (11
sercent).

: B. A large proportion of the reduction in work effort among wom-
cn represents time out of the labor force.

C. The work effort response to a nationwide NIT program is very
sensitive to the program support level and tax rate.

D. Failure to take work effort response into account when design-
ing a national program can lead to a serious underestimate of total
program costs.

E. The total work effort response to a nationwide NIT program is
smaller under higher tax rate prograimns, despite the fact that the
work effort response among participating families is larger.

F. The total costs of a nationwide NIT program are very sensitive
to the support level and the tax rate.

G. Compensation of welfare families made worse off by a nation-
wide NIT program is likely to result in a substantial increase in pro-
gram costs.

H. The NIT plans tested in SIME/DIME tend to substantially in-
g‘;j*&se the rata of marital dissolution among Black and White fam-
ilies.

I. The greatest increase in marital dissolution occurred at the low-
est support levels and the smallest increase occurred at the highest sup-
Jort level.
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J. The experimental impact on marital dissolution appears to be
operating through offsetting income and independence effects. The
dominance of the independence effect at low support levels, plus the
tandency for married women to partially discount the potential bene-
lits from the existing welfare systemn, could explain the high impact
of the low NIT support levels.
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V. Statement of Dr. Robert G. Williams, Vice President,
Mathematica Policy Research, Inc.*

INTRODUCTION

Mr. Chairman and Members of the Commiittee, I appreciate this
opportunity to appear before you today to discuss the work my firm
las been doing 1o assist the State of Colorado and the Department of
Health, Education and Welfare in improving the administration of
public welfare programs. We believe that this work has important
implications. not only for the operation of current income transfer
programs such as AFDC and Food Stamps, but also for the design and
unplementation of future programs that might be developed as a result
of current welfare 1eform efforts.

For the past two vears, we have been involved in the development
and operation of the Colorado Monthly Reporting Experiment. This
project is & major test of an alternative administrative system intended
to improve the accuracy and responsiveness of pavinents to recipients
in the AFDC program.

Preliminary research results from the project indicate that it has
been remarkably effective in attaining these goals. There is strong
evidence that this alternative adininistrative system, based on a month-
Iy retrospective reporting principle, has increased the responsiveness
of the program to recipients by identifying and reacting to many
changes in recipient circumstances that are missed under the tradition-
al administrative system. One finding indicates that in a given month
the monthly reporting system processes grant changes for two and one-
lalf times as many cases as does the traditional AFDC system. This
implies strongly that the traditional AFDC system misses many
changes in recipient circumstances and is unresponsive to their chang-
ing needs. There is substantial evidence that the monthly reporting
~Vslem is more accurate as well. A direct comparison of payments to
ciases in this new system and payments to a comparable control group
in the traditional system shows that monthly reporting reduces pay-
ments by about 8 percent. This result is attained without any tighten-
ing of eligibility standards or reduction of benefits to eligible fan-
ilies. The monthly reporting systemn apparently identifies ineligible
recipients as soon as their status has changed. and curtails payments
immediately rather than after the lags of as much as several months
which often occur under the traditional system. These goals have been
attained with only a negligible increase in administrative costs, which
are greatly overshadowed by savings in benefits,

These preliminary results offer considerable encouragement that sub-
stantial unprovements can be made in the administration of our in-

! Opinions expressed are those of the author and do not necessarily represent the view
of sponsoring agencies.

*Statement at hearings before Subcommittee on Government Operations, House of
Representatives, 1977.
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come transfer programs serving needy families. In the remainder of
my statenent. Y will be describing the nature of the Colorado project
in more detail, reviewing the specific impact of the monthly reporting
system on the responsiveness and accuracy of benefit payments, de-
scribing the impact of the system on recipients, and sunmarizing the
effects of the system on administrative patterns and costs.

DESCRIPTION OF COLCRADO MONTIILY REPORTING BYSTEM

To present an understandable description of the monthly reporting
system being tested in Colorado, I would like to contrast its features
with those of the administrative system traditionally used in most areas
of the country in determining eligibility and computing benefits for the
AFDC program. Although there are differences in detail in the man-
ner that States and counties administer AFDC, there is enough similar-
ity in broad principles that it is accurate enough to refer to a
“traditional AFDC system.” Comparison of the monthly reporting
system in two Colorado counties with the traditional AFDC system
used 1in the rest of Colorado is the source of information on monthly
reporting’s impact on benefits, recipients, and administrative patterns
and costs.

The monthly reporting administrative system developed in Colorado
consists of three basic elements: 1) a monthly reporting requirement ;
2) a monthly retrospective accounting period; and 3) an automated
support system. Under this experiment, recipients must mail in a simple
but comprehensive form each month as a requirement for continued
eligibility. On this form, called a Monthly Status Report (MSR), re-
cipients are required to report their income, household composition,
and other relevant eligibility factors such as school attendance status
of children over the age of 16. This monthly reporting requirement
contrasts with the much less frequent formal reporting schedule used
in the traditional AFDC system. The traditional system requires the
completion of forms only every six months for recipients in the regular
scgment of the AFDC program and ouly every tﬁme months for the
smaller number of recipients in the unemployed parent. segment of
AFDC. Under the traditional administrative system, recipients are,
of course, instructed to report changes in circumstances that take place
within the intervals between formal reports. However, for a variety of
reasons, this informal reporting requirement is often difficult for
recipients to interpret and the agencies to enforce. Morever, it is often
difficult for recipients to penetrate institutional barriers to report a
change and to be sure that agency staff will take the proper action upon
any such report.

The monthly retrospective accounting principle can be simply des-
cribed as computation of each month’s grant based on actual circum-
stances of the recipient in the month prior to payment. In the case of
the Colorado Monthly Reporting Experiment, recipients in the calen-
dar month reporting cvcle file a Monthly Status Report detailing their
actual circumstances for a givern month by the 5th of the following
month. The data on the Report, as verified and confirmed by the
agency, serve as the basis for their next grant payment. In the tradi-
tional AFDC administrative system, however, grants are based on the
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agency's estimate of a recipient’s current need, which is referred to as
& prospective accounting principle. Thus, recipients’ payments are
based on their needs for the month in which the payment is made.
Administrative processing lags require that this payment actually be
estimated well in advance. Moreover, the length of time between formal
reports means that the agency must estimate individual recipient needs
for more than six months in advance for most AFDC cases. These
estimates, which serve as the basis for payment during that period
unless subsequently altered by a recipient-initiated report of change,
are computed according to an elaborate set of rules for projecting,
averaging, and predicting.

In tie olorado Monthly Reporting Experiment, the Monthly Status
Reports filed by recipients provide the input for an automated support
system for the project. This support system performs many clerical and
bookkeeping functions which traditionally consumed the time of eligi-
bility workers. Upon receipt by the agency, data from the Monthly
Status Reports are entered }lirectl{ into a computer processing systeni.
The system begins by editing the Monthly Status Reports for complete-
ness and consistency and issuing reports of edit problems to eligibility
workers. The system also redetermines eligibility; computes grants;
produces reduction and discontinuance notices to recipients; generates
checks, check registers, and Grant Explanations to recipients; pro-
duces case status reports for Technicians and their supervisors; and
provides & management summary report of caseload status at the end
of the processing cycle. This level of automation contrasts sharply with
the level attained in the traditional AFDC system. Although the
States and countiecs vary in the level of automation of udministrative
functions, the traditional system is characterized by a heavy reliance
on manual processing for such functions as eligibility redetermination.
grant computation, and transfers of information from form to form.

Perhaps the most important point to be made in describing this dif-
ference is that the traditional AFDC systems cannot reach the levels
of automation possible under the monthly reporting system because of
inhereni limitations caused by traditional use of a prospective account-
ing period and less frequent reporting periods. Since under the tradi-
tional system eligibility determination and grant computation require
projecting future needs based on a combination of actual past data and
recipients’ estimates of future needs, human discretion 1s required to
carry out these functions. The data are too imprecise and the rules too
ambiguous to permit eligibility determination and grant computation
from raw data suppliefI by the recipient. In the monthly reporting
system, however, actual data provided on the Monthly Status Reports
is used directly by the computer to make these determinations.

EFFECTS OF THE COLORADO MONTHLY REPORTING SYSTEM ON BENEFITS

The Colorado Monthly Reporting Project is unique among tests of
new administrative foatures in public welfare programs in that it is a
true experiment : it provides for a systematic, statistically valid deter-
mination of the results of implementing the monthly reporting system.
In Denver County, which is typical in most respects of mnany other
urban areas in such terms as ~ocioeconomic composition of the caseload
and administrative conditions, ten percent of the caseload (about 1200
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cases) has been randomly nssigned to the monthly reporting system.
Reporting patterns of the monthly reporting group and payments to its
members are being compared in & rigorous way to the re l‘tlﬁ%pﬂ»
terns and payments of a control group in the traditional AFDC ad-
ministrative system. This control group, like the monthly rting
group, consists of an additional ten percent of the Denver County
caseload which is also selected randomly.

Preliminary results from the first eight months of operation in Den-
ver County indicate that the higher fma;xenc! of reporting under the
monthly reporting system, along with the principle of basing grants
on actual circumstances, has resulted in substantial reduction 1n beue-
fits. Cases in the monthly reporting system received about eight per-
cent less in payments than did cases in the traditional system at the end
of this period. This reduction came about without any tightening of
cligibility standards and apparently without denying payment to any
cligible household. Rather, the reduction in payments seems to have
conte about primarily because of a reduction in the cascload of a cor-
responding eight percent. Data from the project suggest that this re-
duction results from the ability of the monthly reporting system to
wdentify families as soon as changes in their circumstances make
them ineligible. Payments to ineligible households are therefore cur-
tailed immediately under the monaxly reporting system, whereas fre-
quently a lag in stopping payments occurs in the traditional system.

One of the more surprising and significant findings from this project
is that the monthly reporting system has processe«‘lg‘s 'veral times more
grant changes for its caseload than the traditional system for control
cases. Even though the two groups of recipients are statistically identi-
cal. operation of the monthly reporting system has resulted in com-
putation of grant changes for approximately twenty percent of on-
woing cases cach month, whereas operation of the traditional system
has resulted in computation of grant changes for only about eight per-
cent of the c:aseloa«i’ per month. The difference in frequency of grant
changes applies equally to both increases and decreases in grants. This
finding suggests that under the traditional AFDC system many
changes in recipient circumstances are simply missed. Apparently at
any given time under the traditional system, an uncomfortably large
proportion of AFDC recipients are receiving insufficient assistance to
meet their needs and are therefore underpalilz while another large pro-

rtion are receiving too much assistance for their needs and are there-

ore overpaid. The magnitude of these differences is larger than we
would have expected, and may help to explain why the AFDC Quality
Control process consistently finds unacceptable levels of error in the
program. Moreover, even Quality Control findings do not fully docu-
ment the level of inaccuracy in the traditional system. Quality Control
rules tend to exclude from error statistics many mispayments if pre-
scribed recipient reporting periods and administrative action periods
have been complied with. ’fncreased frequency of grant cl under
the Monthly Reporting Experiment imply strongly that wider imple-
mentation of the system being tested in Colorado might substantially
improve the level of accuracy and responsiveness of payments in the
AFDC program.
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IMPACT OF THE COLORADO MONTHLY REPORTING SYSTEM ON RECIPIENTS

There has been widespread concern over the potential impact of this
project on recipients. The first concern is that recipients might be un-
able to meet the filing requirements unposed upon them and that many
legitimately in need of assistance would thereby be forced off the
program. A second concern is that the retrospective nature of the sys-
tem, in which grants are based on actual past circumstances, might
prove to be unresponsive to recipients suffering sudden setbacks, es-
pecially applicants for assistance who frequeatly have emergency
needs. (n the Colorado Monthly Reporting Frojoct, careful attention
has been given to these concerns from the beginning. Results frowm op-
crations thus far support the conclusion that a properly designed
monthly reporting system does not adversely affect eligible recipients
of assistance and that, on balance, the systein seems to be inore respon-
sive to recipient needs than does the traditional system with which it is
being compared.

In the monthly report.inﬁ systeln, recipients must file 8 mail-in, post-
age-paid Monthiy Status Report each month in order to retain eligi-
bulity and provide data for computation of the next payment. 1
Monthly Status Reports are mnailed to recipients three working days be-
fore the end of the monthly reporting period. 1f MSR's are received
Ly the 5th of the following mouth, the recipient receives payment on
the first possible payment date, which is 16th. Subsequent filing
deadlines of the 12th and 20th correspond to second and third payment
dates of the 23rd and 3uth, respectively. The forms have been designed
for comprehensiveness and ease of completion. Recipients must only
circle “yes” or “no” responses to individually specified questions, and
fill in amounts of incowe received. No arithmetical computation is
required of recipients; they submit only the raw data required for
autemated calcuiation. However, recipients must send in paystubs as
verification of earnings and provide suitable documentation for other
income and changes in housenold composition.

Expenence with the Colorado Monthly Reporting System clearly
demonstrates the ability of AFDC families to coiplete the required
monthly reporting forms at an acceptable level of proficiency and to
submit them promptly. Generally, more than ninety percent of families
who file do so by the first filing deadline, which falls on the 5th of
the month—about eight or nine days after the forms are mailed to the
rvecipients by the agency. Most of the remaining fainilies who file do so
by the second demﬁeine of the 12th, with only one or two percent sub-
mitting forms only in time for the third deadline of the 20th. The level
of accuracy on the com;{)leted forms is high, with the wajority of them
suitable to serve as the basis for eligibility redetermination and grant
computation directly with no intervention by agency statl.

Recipients demonstrate a definite learning curve in form proficiency.
Agency staff noted a certain rate of error in completion of the forms
during the first two months of the project. By the third month, how-
ever, the level of proficiency improved substantially. The ability of
recipients to cope with the forms is undoubtedly aided by their
monthly experience in completing them. Because recipients must fill
out report forms more frequently than in the traditional system, they
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become more familiar with them and find it easier to comply with the
filing requirements.

Fewer than five percent of families normally fail to return a
Monthly Status Report by the final filing deadline end are therefore
discontinued. These families appear to [ﬁwe themselves in this cate-
gory deliberately since they ignore thiree separate warnings of the con-
sequences for non-filing. The first warning is prominently displayed
on the Morthly Status Report. Second and third warnings, which are
formal notices of discontinuance, are sent after non-receipt of the
Monthly Status Report on the 5th and the 12th, the first two filing
deadlines. Although the agencies involved in this project have been
very sensitive to the possibility of adverse effects on recipients, no evi-
dence has been found that any otherwise eligible recipient has been
forced off AF1)C by the filing requirements of the monthly reporting
gystem. The rate of re-application for assistance has been low and the
number of hearings requested has been about normal for the propor-
tion of the cascload involved.

The retrospective payments feature of this monthly reporting sys-
temn has attracted much scrutiny because of the fear that it could leave
recipients short of critical resources when they were faced with an
abrupt decline in income. Failure of the monthly reporting system to
meet “current need” can be legitimately considered as a potential dis-
advantage. To mini.nize this problem, considerable effort was devoted
during the design phase to maximizing the processing speed of the
system, thereby minimizing the lag between the occurrence of changes
in circumstances and receipt of a payment reflecting those changes. The
rapid })rocessing schedule has been successful : more than eighty per-
cent of recipients consistently receive payment on the early payment
date, the 16th of cach month, which is only a half month after the end
of the reporting period. There appear to be very few recipients who
are adverselv affected by the retrospective aspect of the system. On
those limited occasions when recipients are caught short by the system,
Food stamps are made available with no purchase requirement to sup-
plement other sources of income. New cases reccive special treatment be-
cause of the frequency of emergency needs. Initial grants are calculated
oln a current need basis if the retrospective grant determination falls
short.

Many persons exaggerate the problems created for recipients by a
retrospective svstein since they compare the actual workings of the
monthly reporting system to an ideal rarely approached by the tra-
ditional system. Although the traditional system is theoretically in-
tended to meet current need at all times, in practice thig ideal 18 se-
verely compromised by long delays in processing grants. It is com-
promised further by vagaries of the system that result from the lack
of clear procedures, reporting requirements that leave too much
agency discretion, and the absence of safeguards to insure that infor-
mation informally supplied by the recipient will be properly processed.
It is our judgment, }.ased on our experience with the monthi)y report-
ing system in Colorado. that any disudvantages for the recipient caused
by the retrospective principle for computation of grants are more than
compensated by the superior respousiveness of the system to changing
circumstances and the certainty that recipient reports of such changes
will be reflected in adjustments to grants.
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IMPACT ON ADMINISTRATIVE FUNCTIONING AND COSTS

Many welfare administrators have been attracted to the concept of
monthly retrospective reporting because of its obrious potential for
increased accuracy of payments, but have been dete by the fear
that virtually a six-fold increase in written reports by recipients would
result in nearly proportionate increases in administrative costs. To test
this prospect, and to assess other effects of the monthly reporting sys-
tem on administrative functioning, a recond phase of the Colorado
Monthly Reporting Experiment is a county-wide implementation of
the system in Bouﬁler County. Preliminary data from this phase in-
dicate that any increases in administrative costs caused by operating
the monthly reporting system are likely to be negligible and that there
are many desirable administrative eflects of the monthly reporting
svstem.

" As I have noted carlicr, a characteristic of the traditional AFDC
systei is a hcavy reliance on manual processing. In the usual mode of
program administration, a large amount of eligibility staff time is
spent performing clerical duties such as computation of grants and fill-
ing out forms, often copying substantial amounts of information from
one form to another. In contrast, the monthly reporting system devel-
oped for Colorado takes full advantage of the potential for automa-
tion that is inherent in a monthly retrospective system. Recipient data
are entered directly into the computer for machine editing. Once the
MSR information is complete and consistent, the computer performs
the grant calculation and produces the necessury forms, notices, grant
explanations. and cl:ecks (among other functions). Because so much of
the clerical workload is automated under this systein, the increased in-
formation flow from recipicnts can be handled by, at most, the same
level of ecligibility staff as in the traditional systein. It appears that
there is sonie increase required in data entry staff, computer time, post-
agre, and printing costs, although this increase is partly offset by a de-
crease in the amount of clerical support time required. Our best esti-
mate of the ultimate impact of the systemn on administrative costs, then,
Lased on several months of operation in Boulder County, is a net in-
crease in the range of zero to ten percent. We believe that these figures
may even be upper range estimates of the impact on administrative
costs elsewhere since Colorado’s level of administrative costs per
AFDC case are well below tlie national average. Thus there mnight be
more available resources to support the system in other jurisdictions
and the net impact on administrative costs might be even less. More-
over, there exists a clear potential to expand the monthly reporting sys-
tem to accommodate a joint administration of AFDC and Food Stamps
through the use of a single reporting form and processing system. Ex-
ploitation of this poten**al would most likely bring about a reduction in
overall administrative costs through the reduction of duplicate trans-
actions and automation of Food Stamp administrative functions.

Eligibility workers participating in the experiment have noted a
number of administrative advantages gained from the monthly report-
ing system. One of the most significant advantages is increas~d con-
structive contact between workers and recipients. The high level of au-
tomativn in the system has freed workers from many routine clerical
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tasks and focused their efforts on obtaining information from recipi-
ents and processing the monthly report forms. Workers administer-
ing the monthly reporting system in Denver County estimate that their
contact with recipients has increased by as much as iifty percent rela-
tive to the traditionai system. This has permitted the workers to be-
come more aware of recipient circumstances, further improving the
accuracy of payments as well as increasing the likelihood that recip-
ients will be referred to need social services.

The monthly reporting system has also had the beneficial effect of
clarifying the respective roles of eligibility workers and recipients. For
the first time, recipients have clear-cut, unambiguous requirements
with which they must comply, as well as a reliable channel for report-
ing changes in circninstances. (In the monthly reporting system, re-
ci{)ients can even verifv that information has been processed correctly
They receive computer-printed grant explanations with each check, a
source of information that is almost non-existent in the traditional
systent.) Similarly, workers have the clear obligation to process the
reported information, obtain supplemental data from the recipient if
necessary. and ensure timely issuance of the grant.

Eligibility workers express a higher degree of job satisfaction under
the monthly reporting system. They ﬁnmir jobs more demanding
because of the absolute nature of deadlines and the need to learn cer-
tain new skills, However, this very challenge contributes to their feel-
ing of greater satisfaction, as does the better organization of their
daily responsibilities, and, most of all, the greater sense of control over
their caseloads.

CONCLUSION

The results of the Colorado Monthly Reporting Experiment, while
not yet complete, offer considerable encouragement that implementa-
tion of a monthly retrospective reporting system similar to that tested
in Colorado would represent a major improvement in the administra-
tion of the AFDC programn. Preliminary estimates from the project
indicate that grants to families would decrease about eight percent
due to the greater accuracy of the systein, and that any increase in ad-
ministrative costs would be no greater than ten percent. It is impor-
tant to realize in considering these results that it takes a twelve percent
increase in administrative costs in Colorado to offset a one percent de-
crease in benefits, so that any additional costs of operating & monthly
retrospective reporting system would be offset by only a fraction of the
reduction in grants. The remaining reduction in grants would thus
represent & net savings in total program operating costs. Figures of
this magmitude lead us to expect a very high benefit-cost ratio in im-
plementing this type of system elsewhere.

The systein tested in Colorudo has had a major impact on program
administration because it gives adequate recognition to the high rate
of change in circumstances within the recipient caseload. Implicit in
the opposition to frequent reporting requirements for welfare pro-
grams s the persistent myth that AFDC caseloads are relatively
static, and that receipt of AFDC is & long-term, if not a life-term.
proposition for most recipients. Although serious research on welfare
programs has consistently contradicted this perception, it remains the
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hasis for many policy decisions. In the Colorado Monthly Reporting
Experinent. however, fully thirty percent of the AFDC caseload cx-
perience a change in circumstances significant enough to affect their
cligibility for welfare or the amount of payment during cach month.
More specifically, twenty percent of the ongoing cases require a change
in grant, while five percent of the cases are discoutinued and another
five percent are added to the caseload. This finding provides graphic
cvidence of the extreme fluidity in the financial needs of AFDC case-
loads, and suggests that frequent reporting and rapid processing of
payments ave necessary if administration of the program is to be accu-
rate and responsive.

These findings, then. are not relevant only to AFDC, but extend by
implication to the administration of other programs serving low-in-
come houscholds such as Food Stamps and any national income main-
tenance program contemplated under welfare reform. The potential
for improving the administration of the Food Stamp program utiliz-
ing this type of system is particularly intriguing since there is substan-
tial similarity between the recipient populations of the AFDC and
Food Stamp programs. Recent eflorts to simplify the provisions of the
Food Stamp program through implementation of a standard deduction
would make a monthly retrospective reporting system even easier to
design and implement for that program. With this type of systein,
1morvover, the administration of the two programs coulam integrated
and markedly simplified through the use of a common form, compar-
able procedures, and compatible tiling schedules. This would be a boon
to these recipients who obtain beneits under both AFDC and Food
Stanps since they would be faced with a single form and a single proc-
¢35 for obtuining both tvpes of benefits. It would also substantially
reduce administrative costs for disbursing benefits to joint recipients
of the two programs.

In our view, findings from the Denver Monthly Reporting Expen
ment are crucial to welfare reform considerations as well. Congress
may soun be considering proposals for some type of national income
maintenance program. It should be clear by now that a program with
the nobiest objectives can still fail if its administrative siructure is in-
adequate. It is therefore very important that any admin’strative de-
sigm take full account of the fluidity of recipient circumstances docu-
mented in the Colorado Monthly Reporting Experiment. Failure to do
e would most likely lead to the same types of problems that plague the
administration of AFDC, such as lack of responsiveness to recipient
needs, and persistent underpayvments and overpayments. Implementa-
tion of an unresponsive program would be extremely detrimental to
the States and localities, as well as to recipients, for these jurisdictions
would be re-ponsible for remedying any lack of respousiveness in a na-
tional prograimn through local prograins of emergency assistance. Thus,
we believe that the concepts of monthlv reporting and retrospective ac-
counting ~hould be considered carefully in the course of drafting legis-
lation and formulating the administrative design for a national income
maintenance proposal. These concepts can help such a program to at-
tain more closely the gouals of fairness and effectiveness in which this
committee Las so properly expressed its concern.
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