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In the second situation (with the foundation grant) gross income is
%11,000, taxable income is $8,000, tax is $3,800. The tax is approximately
2.7 times the amount which would be collected on taxable income of $8,000
at present tax rates. The marginal tax rate, now 19 percent, probably
would have to be raised to more than 45 percent.

Clearly, such a degree of progression is out of the question. Even given the
very great increase in gross national product possible over the next 30 years or
so, I suspect that we will have to settle for considerably less redistribution than
is implied by the radical consumption model for Year 2000, described above.

Concerning the broader incentive effects of foundations incomes and similar
devices, I have no more definite information than anyone else. I do have a
conviction, which I should like to see tested, that for those now at the bottom,
a foundation income would increase the attractiveness of gainful employment
by providing a chance to make substantial gains through work. As things now
stand, many feel that they can never get off the bottom through work—that
they can never aspire to more than bare subsistence. One effect is to drive many
into illicit activity where the gains, incidentally, are not taxed.

TRAINING AND JOBS

In New York City some 30,000 youngsters have dropped out of school during the
current school year; the number of dropouts is rising. The city’s education and
training programs are becoming more glaringly inadequate (though inadequacy
is a weak word) for training the work force needed for today’s employment.
Many of those who do formally complete school still are functionally illiterate
and have no saleable skills. The Human Resources Administration estimates that
only about 13,000 people a year are entering the city’s various remedial training
programs, with possibly 20 percent of that number going on to permanent jobs.

Since my organization [the Institute of Public Administration] is supervising
one of the manpower training programs, I can comment on some of its inade-
quacies. For instance, the maximum training period is 16 weeks, but with all the
preliminary work that is needed trainees learn to type from 10 to 20 words a
minute, which is below entry level requirements of most employers. Boys can
learn only enough about automobile mechanics to qualify as helpers in filling
stations.

Meanwhile, there is in the city a desperate shortage of competent typists, secre-
taries. bookkeepers, and other clerical workers, managers and professional people,
and service workers such as automobile mechanics, appliance repairmen, tele-
vision and computer servicemen. These are the types of jobs available in the cen-
tral city, and for which we need to be training.

Employment in New York City is projected to rise by 300,000-400,000 in the
next two or three decades. These jobs will be mainly in white collar and service
occupations. In fact, the increase in these two categories will be larger than the
total employment increase because manufacturing and other goods-handling jobs
will continue to move out of the city. As things are now going, however, the
prospects are that jobs will not materialize simply because trained workers will
not be available. Suburban employment, which will be rising much more rapidly
than city employment, will absorb a large share of the suburban-based labor force.

New York City exhibits the familiar dilemma of potential workers trapped in
the core-city ghetto, unable to do white collar and skilled service work which is
available. The impulse, which we see exhibited in the city, is to attack core-city
unemployment by persuading industries to remain in, or move to, core city areas.
I think this is largely wasted effort. Expanding industries locate outside con-
gested core city areas for such good reasons as lower land prices, less congestion,
lower taxes, and so on. If ghetto labor were a critical factor, they presumably
would not locate in the suburbs in the first place. Anyway, employment in manu-
facturing production, what with automation and expanding productivity, is a
slow-growth sector. The Department of Labor reports that growth of blue collar
jobs was only about 300,000 in 1967 (a year in which overall employment reached
a new high and unemployment was low) and that nearly all these jobs were in
categories requiring relatively high skills. Future trends are suggested by the
National Planning Association’s projections of manpower requirements for 1975,
shown by the following table (p. 12).
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TABLE 1.—MANPOWER REQUIREMENTS FOR NATIONAL OBJECTIVES IN THE 1970'S

Employment 1964 Projected employment increase 2 1964-75
Employment category ! Percentage distribution Percent total increase Nt_mg’ber
jobs

White Nonwhite White Nonwhite (millions)
White collar workers.....________ 47 19 63 36 10.8
Professional and technical___.__________ 13 7 23 i1 3.9
Managers, officials, and proprietors....__ 12 3 12 4 2.0
Clerical. 16 8 24 18 4.2
Sales. 7 2 4 4 .8
Blue collar workers_....._.___.__ 36 40 20 35 4.0
Craftsmen, foremen_.._____ - 14 7 9 15 1.7
Operatives. ... - 18 20 7 18 1.6
Laborers. oo oo . 4 13 3 4 .6
Service workers..._______.____. 11 32 17 29 3.5
Household 2 13 2 8 .5
Other. 9 19 15 21 3.1

1 Farm employment not included; declines between 1964 and 1975 are projected for both white and nonwhite.
2 Figures may not add to totals because of rounding.

Reference: Leonard Lecht, ‘“Manpower Requirements for National Objectives in the 1970’s,"" a study prepared for the
U.S. Department of Labor by the National Planning Association, 1968, p. 70.

While the projections are highly tentative and depend in part on the types of
national policies pursued in the interim, certain aspects have a significant bear-
ing on training and job policies.

1. The proportions of incremental employment in white collar occupations,
for both white and nonwhite, are much greater than proportions existing
in 1964.

2. Within the white collar category the greatest increases, for both white
and nonwhite, are in clerical and professional-technical subcategories. The
occupations of managers, officials and proprietors show little change, rela-
tively, and the sales category shows a relative decline.

3. The blue collar category declines relatively for white and for nonwhite,
though blue collar employment is projected to pick up about the same total
number of nonwhite workers as is white collar employment.

4., Within the blue collar categories the significant increase for nonwhite
is in craftsmen and foremen; there is a small increase in the operatives
subcategory but a sharp decline in the labor subcategory, which will account
for only 4 percent of incremental nonwhite employment. Nearly a third of
nonwhite incremental employment is projected to be in services, 8 percent in
household and 21 percent in other.

In absolute numbers white collar employment will supply 2.6 times as many
new jobs as blue collar employment; the categories of professional and technical
and clerical each account for nearly as many jobs as all the blue collar categories
put together.

The New York Human Resources Administration now projects a need for
100,000 training slots a year for 10 years to (1) equip dropouts and other hard-
core unemployed for entering jobs, and (2) retool the New York labor force to
meet emerging needs and to increase its productivity. This is compared with the
present 13,000 slots, many (perhaps the majority) of which are doing a far less
than adequate job. Even if the projected needs are cut in half, there is still a
great discrepancy. The projection also assumes that, as if by magie, the city’s
educational system—public schools, vocational schools, community colleges and
the universities—will do an adequate job with the future generation.

In summary, there are many jobs and many people needing jobs. The first
priority is equipping the people to handle the jobs, after which we can worry
about whether there will be enough jobs available in the long run. Certainly this
is an important question. Yet the bugaboo of automation and the computer taking
over society’s useful work has been abating. Owing to the fact that reliable ac-
counts of job vacancies have never been developed, we do not know whether the
number of people potentially available exceeds the number of jobs available, or
vice versa. But such information, however desirable, is not absolutely necessary
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for doing a better job of equipping available workers for existing jobs and tailor-
ing existing jobs to the capacities of available workers. If ghetto people continue
to be kept out of the mainstream by a wall of institutional and cultural obstacles,
they will be increasingly frustrated.

At the moment, I am not much encouraged. Yet I think there are, here and
there, isolated experiments which offer hope of success. We are not utterly with-
out resources ; the question is whether we can take advantage of them.

Representative Grirrrras. Thank you very much, Mr. Fitch.

Mz, Lesser?

STATEMENT OF LEONARD LESSER, GENERAL COUNSEL,
INDUSTRIAL UNION DEPARTMENT, AFL-CIO

Mr. Lesser. Thank you, Madam Chairman.

I have submitted a paper. Rather than read it, I will discuss it briefly.

Representative Grirrrras. We will put the paper in the record.

Mr. Lesser. I think in order to consider the subject of today’s dis-
cussion, which is labeled income maintenance, it is necessary that we
first have an understanding of what we are talking about when we
talk about income maintenance programs. Are we talking about a
single system which will solve all our problems, either a radical reform
of our welfare system, or a new concept such as a guaranteed income, a
negative income tax, or some other single-shot solution to meet all of
the problems of maintaining an adequate income for all Americans?
Are we talking about a panacea-like solution that will either replace
existing governmental measures which are aimed at maintaining in-
come such as minimum wage, social security programs, or existing
welfare programs, or if not replacing them, at least eliminating the
need for further improvements because this new system is going to be
so much better in its operation? As I point out in my statement, it seems
to me that the concept of any single device which is comprehensive
enough to meet all of the problems of income maintenance is quite
deceptive. I do not believe there is any such single device which really
will be acceptable, either to the Congress or really, to the American
people. I think this is borne out, if we examine those persons who are
receiving, or who should be receiving or who are likely to receive,
some forms of income maintenance payments. Such an examination
reveals a wide spectrum of needs resulting from a variety of situa-
tions. As I point out, first there are those who want to work, but for
whom there are no jobs. There are those who can and do work but
whose income from work is inadequate. Low wages account for their
substandard conditions. Others in the labor force have had their
income interrupted because of the hazards of unemployment, illness,
or injury.

Secondly, we have a whole major group of persons who have worked,
who have been in the labor force, who are now out of the labor market
because they have retired because of age, or who have not yet reached
retirement age but have become disabled. Disability has removed
them from the labor market.

Finally, there is a group who are not physically able to work or
mentally not able to work and for that reason have not been in the
labor market or have not been real participants for any period of
time. There are others who may be physically able to work but who
should not work because of family responsibilities, such as mothers
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with school age children. As I indicate, it is our opinion that this last
group should not be expected to be active participants in the work
force, although we recognize that the recent action by the Congress
in enacting the welfare amendments indicate a contrary view.

Another aspect of the problem is that while income alone can assist
many in raising their living standards and providing necessities for
themselves and their families, there is a wide range of supportive
services which many citizens need. Job counseling, guidance training,
education are but a few of such services which are fundamental if
we are to be successful in meeting the needs and enabling all people,
particularly poorer people, to become full-fledged members of our
society.

It is because of these varying conditions that I believe that much
of the emphasis which takes place in most discussions of income main-
tenance programs has too narrow a focus. I think to a great extent
this was evidenced by the discussions before this subcommittee over
the past couple of weeks which have centered on the welfare system,
what to do about reforming the welfare system or what to do about
replacing the welfare system.

While I believe there has to be and there will be either a welfare
system or some final system, whether it is a welfare system, a negative
income tax, or some new system which will sort of be a catchall to
assure a basic minimum income, it is important to understand that
the cost of any such system depends on, and can and should be reduced
by, other measures which must be taken. These include: a program to
provide adequately paid jobs to all who can and should work; an ade-
quate system of replacement income through the proven mechanism
of social insurance for those who are no longer able to work; an ade-
quate network of educational and health measures. I would also em-
phasize adequate legal protection for those who are vulnerable to dis-
crimination and exploitation.

As I point out in my paper, it is our opinion that the highest priority
on this agenda of social action should be a commitment by our Gov-
ernment to a full employment economy with adequate rates of growth
and the creation of jobs by Government whenever necessary to achieve
that goal. There shonld be an assurance by Government of jobs for
people at decent rates of pay.

I emphasize decent rates of pay because an examination of the per-
sons in poverty indicate that about a quarter are persons in families
where the head of the family works full time, all year round, but the
job still leaves the family in poverty. A total of one and a half million
men under age 65 work the year round and in their families are
8 million persens. In addition, there are some 300,000 women, also
under the age of 65, who have worked from 50 to 52 weeks a year on a
full-week schedule, but because of inadequate wages they and their
families have not been able to rise above the poverty line.

Of course, there are also in the working group people who do not
have the opportunity to work full time and their poverty is due both
to a combination of lack of work for part of the year and inadequate
wages.

Even with the increase in minimum wages resulting from the recent
legislation, many of these workers will still remain poor. As I point
out, it is our view that broader coverage and higher standards of min-
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imum wage are necessary and would be productive in reducing the
burden of income maintenance programs. We do not accept the notion
that the Federal minimum wage will, in the overall, curtail employ-
ment opportunities. While admittedly, higher wages have an impact
on costs from the employer’s standpoint, when he determines the price
of goods, minimum wages also have a major impact not only on the
income of the workers involved, but on sustaining the health of the
economy through boosts in purchasing power and additions to demand.

I think another area which needs attention, which I referred to
briefly, is the whole question of racial discrimination. Many people
are poor, who want to work but who cannot get jobs because of racial
discrimination. As I point out, I believe that the answer to discrimi-
nation is not guaranteed income programs. Guaranteed income pro-
grams should not be expected to meet income loss due to racial dis-
crimination. The answer to discrimination is a stronger effort to
eliminate discrimination in employment I think that recent cuts in
the budget of the Equal Employment Opportunity Commission and
the failure of the Congress to give the staff of the Employment Op-
portunity Commission adequate enforcement powers are unfortunate.

Representative Grrrrrtis. I could not agree with you more.

Mr. Lesser. Thank you.

As T say, at the core of providing jobs for people is the concept
of the Government as the employer of last resort, the Government
assuring employment opportunities to all workers.

I refer to the report of the National Commission on Technology,
Automation, and Economic Progress and their recommendations; the
Public Welfare Advisory Commission on which I served made simi-
lar recommendations, and almost every commission that has studied
the problem has come up with similar recommendations. In this
connection, I would like to point out that the recent jobs program, the
manpower program currently being sponsored by the Labor Depart-
ment, is not an alternative to public service employment. Under this
program, as you know, industry is being assisted by amounts estimated
at about $3,500 per employee to hire the hard-core unemployed. Of
course, it is not a substitute, since it is really not creating jobs in the
sense of providing new jobs. Basically, it is a program under which
industry is being subsidized in training for jobs which frequently are
entry-level jobs, where neither extensive skill nor training are required
to perform efficiently. In this connection, I would like to refer to
the testimony of Mr. Middlekauf of the Ford Motor Co. before the
Senate Labor Subcommittee on Employment, Manpower, and Poverty.
He discussed the Ford Motor Co.’s Detroit inner city hiring program
where they took some 5,000 hard-core people. In response to a specific
question by Senator Javits as to whether financial reimbursement was
really required, Mr. Middlekauf pointed out, and I am quoting here
from the Daily Labor Report of May 15, which contains excerpts
from the testimony : “There is no basis,” the Ford representative said,
“for finding any extraordinary training costs for the Ford experience
in the Detroit inner city program. Federal reimbursement has been
nonexistent and unnecessary here, with limited-skill-type training in-
volved in preparing applicants for entry-level production line work
in Ford’s plants.”
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I mention the $3,500 because the figure of $3,500 per worker is not
much different from the annual worker course contemplated under
H.R. 12280, which was introduced primarily by Congressman O’Hara
and some 80 other persons, under which program the Government
would finance employment for roughly 1 million workers primarily at
the State and local levels.

I do refer and I make the same point that Mr, Fitch made; that we
cannot really dismiss the concept of public service employment on the
grounds that we will not have sufficient work in this country for per-
sons. We know, and this committee knows, the amount of needed work
which must be done in the health field, the education field, which could
be done if somebody were to create and assure financing for these jobs.

In addition to jobs, as I point out, which we believe is first and fore-
most, we must have a broad strengthening of our social insurance sys-
tems to maintain income for those whose earnings from work are in-
terrupted or ended because of retirement, unemployment, disability,
et cetera. As I point out, this includes both a strengthened unemploy-
ment compensation system, with Federal standards, as well as ade-
quate social security for old-age and related benefits.

Finally, we must recognize that even with a jobs program and with
a strong social insurance system, we will need a catchall program to
maintaln or assure income. There must be such a program of income
assistance for those who will not be protected by jobs and social in-
surance methods. But that income assistance, no matter what its form,
should not be expected to and must not be shaped to, make up defi-
ciencies in either job opportunities or earning levels. It cannot be a
substitute for a decent job at fair wages. It must not be used to sub-
sidize marginal employers, nor should it be expected to bail out a defi-
cient social insurance system. Rather, it should be designed to provide
with dignity the basic minimum need of those who cannot or should
not participate as active members of the work force.

In conclusion, it is our opinion that a basic series of programs of
income maintenance which rely on all of these measures rather than
on any single tool will accomplish the goal we are seeking to achieve
with minimal adverse effect on work incentives, labor mobility, and a
smooth-functioning labor market.

If T may, Madam Chairman, I would like to submit for the record
two resolutions that were passed at the recent convention of the indus-
trial union department, one on income maintenance and one on jobs.
The second one I submit because it ties into the whole concept of
income maintenance that I have outlined.

Representative Grrrrrras. We will be pleased to put them in the
record.

Thank you very much, Mr. Lesser.

(The prepared statement of Mr. Lesser follows; also, the resolu-
tions referred to:)

PREPARED STATEMENT OF LEONARD LESSER

Madam Chairman, my name is Leonard Lesser. I am General Counsel of the
Industrial Union Department, AFL~CIO.

Too many discussions of income maintenance are marked by suggestions
which promise a panacea-like solution to the complex issue of how to assure
an adequate income to all. It seems to me that the concept that any single
device is comprehensive enough in its reach, sufficient in its effect and a socially
acceptable device for all who need help as to meet the myriad aspects of income
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maintenance is illusory and deceptive. From my own experience in dealing with
questions of income maintenance, I am deeply convinced that a pluralistic
approach is essential. . .

A look at those persons who receive or should be receiving what is considered
some form of income maintenance payments reveals immediately a wide spec-
trum of needs and situations involved. .

Briefly, there are those who want to work but for whom there are no jobs.
There are those who can and do work but whose income from work is inade-
quate. Low wages account for their substandard conditions. Others in the labor
force have had their income interrupted because of the hazards of unemploy-
ment, illness, or injury.

Another major group is the older persons who have worked but who are
now out of the labor market because they have reached the age of retirement.
Others have not yet reached retirement age but have been forced to withdraw
from the labor market because of total disability.

Finally, there are many others, some who are not mentally or physically able
to work and for that reason have not been participants in the labor market,
some who are physically able to work but who should not work because of family
responsibilities or other factors.

Because of our system of values and social policies, this last group should not
be expected to be active participants in the workforce to the neglect of children
and other relatives. It should be noted, however, that the action by the Congress
in enacting the 1967 welfare amendments indicates another view.

Another majer aspect of income maintenance discussions which merits atten-
tion is that. while income alone can assist many in raising their living standards
and providing necessities for themselves and their families, there is a wide range
of supportive services which many citizens need. Such services must be provided
so that recurring cycles of poverty can be ended and many forms of social break-
down can be alleviated or repaired. Job counseling, guidance, training, educa-
tion, information on consumer economics, credit and installment purchases, health
care, family planning, and a host of other social welfare services are fundamen-
tals if we are to be successful in meeting the needs of many who have failed to
become full-fiedged members of our society.

Despite the varying conditions of the poor, the heavy emphasis of most income
maintenance discussions, including those which have been held before this com-
mittee during the past two weeks, have centered on our current welfare system—
its weaknesses and proposals for its reform. But as has been pointed out by
many groups. including the Advisory Council on Public Welfare—of which I was
a member—hardly one out of five persons who live in poverty today is being
aided by public assistance programs financed through the Federal-State pro-
gram. It is therefore essential that we broaden our view and consider a wide
range of programs to meet the problems. When speaking of the poor and those
in need of income assistance, we must be aware of the plight of many of the
others who are trapped in poverty.

While there may still have to be a final catch-all program to assure a mini-
mum income level, much of the cost of an adequate program of basic guarantees
against poverty and social deprivation can and should be reduced by measures
to assure adequately paid jobs to all who can and should work, an adequate
system of replacement income through the proven mechanism of social insur-
ance for those no longer able to work, an adequate network of educational and
health measures, and adequate legal protections for those vulnerable to dis-
crimination and exploitation.

This viewpoint leads me to emphasize the need to strengthen our entire system
of social insurance so that workers and their dependents can maintain a decent
living standard if the breadwinner’s earnings are interrupted. Certainly, if the
interruption is caused by an economic slowdown, or insufficient economic growth,
or failure to achieve full employment, there will be severe repercussions for
millions of workers. Federal standards to assure adequate unemployment com-
pensation benefits for a sufficient period of time would cushion the blow.

To the extent that we are successful in this nation in achieving full employ-
ment, adequate economic growth and price stability, the burdens on our income
maintenance system will be less severe. Committing our government to a full
employment economy with adequate rates of economic growth so that the cur-
rently under-employed, new entries into the labor force, and those displaced by
technological programs will have job opportunities at decent rates of pay should
get highest priority in our agenda of social action.
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I emphasize decent rates of pay because a major portion of the persons who
are in poverty are there because the heads of those families are forced to accept
jobs with poverty wage scales.

Although a total of 1.5 million men under 65 years of age work the year-round
on a full work week schedule, their families are still in povertyp. The families of
these workers comprise eight million persons, approximately one out of every
four of those caught in poverty’s web. Over 800,000 women, also under age 63,
worked 50-52 weeks during the year on a full work schedule but because of
inadequate wages they and their families could not rise above the poverty line.

The working poor also include an additional one and a half million heads
of families who, work substantial portions of the year but not the full year,
and here a combination of inadequate wages and lack of steady work spelled
annual income below the poverty threshold.

Even with the increase in minimum wages resulting from recent legislation,
many of these workers will remain poor. Substantial portions of these workers
are employed in trades and occupations not covered by minimum wage legislation.

An environment of full employment would certainly aid in raising wages
throughout the economy and be a major help to those poor who participated
actively as workers and to the hundreds of thousands of others who were poor
because they did not work at all.

Quite explicit in the above is the concept that broader coverage and higher
standards of minimum wage legislation would be productive in reducing the
burdens of income maintenance programs. We do not accept the notion that the
Federal minimum wage curtails employment opportunities. While admittedly
higher wages have an impact on cost from an employer’s standpoint when he
determines the price of goods, minimum wages also have a major impact not
only on the income of the workers involved but on sustaining the health of the
economy. Boosts in purchasing power by adding substantially to demand act as
a stimulant of employment. This aspect of minimum wage legislation is too fre-
quently lost sight of.

To the extent that guaranteed income programs are expected to meet income
loss due to racial diserimination, they are being asked to do too much and will
be burdened and stigmatized with too great a cost. The answer to discrimination
is not income. Federal measures to eliminate discrimination in employment are
potentially far more effective. Recent cuts in the budget of the Equal Employ-
ment Opportunity Commission and failure of Congress to give to the EEOC
adequate enforcement powers are deplorable.

The failure, however, to assure jobs to all persons is not, however, a problem
which can be met solely by eliminating discrimination.

I would strongly urge that the concept of assuring employment opportunities
to all workers be made an integral part of national policy. The report of the Na-
tional Commission on Technology, Automation and Economic Progress pointed
out cogently that a substantial number of programs have already been instituted
by the Federal government that recognize the important principle “that employ-
ing the unemployed is, in an important sense, almost costless. The unemployed
consume, they do not produce. To provide them meaningful jobs increases not
only their income but that of society.”

Such a program of guaranteeing jobs has many functions. First, it could aid
in providing services so urgently needed in key public service areas which are
desperately short of manpower. Second, in combination with training, education
and counseling, it could offer training opportunities for workers who, for various
reasons come to the labor market with lack of skills while simultaneously per-
forming useful jobs.

I would note that the JOB’s program—the manpower program currently being
sponsored by the Labor Department—is not an alternative to public service
employment. Under this program industry is being assisted by amounts estimated
at about $3,500 per employee to hire the hard core unemployed. It is not a
substitute since it is not really job creation in the sense of providing new jobs
over and above those currently provided. Basically it is a program under which
industry is being subsidized in training for jobs which frequently are entry
level jobs where neither extensive skill nor training are required to perform
efficiently. I mention this because the figure of $3,500 a year is not much differ-
ent from the annual worker cost contemplated under the O’Hara bill, H.R. 12280,
under which government would finance employment for one million workers
primarily at the State and local level.
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It seems to me that such government employment can in fact create jobs
which are additional to the current total. They can be jobs on which wages
paid will enable workers and their families to live decently, to live at least
above the poverty level. And of primary importance, they can be jobs which
offer promotion opportunities so the outlook can be far brighter and broader
than typically is associated with a dead-end post. .

Nor should we be timid about the needs for manpower in a society as dynamic,
complex and expanding as is ours,

The concept of public service employment is too frequently dismissed as a
make-work scheme designed solely to keep idle hands busy. This notion ignores
the current needs and the future goals of America.

One well known study by the National Planning Association (Goals, Priorities
and Dollars: The Next Decade, 1966) was examined from the point of view
of the manpower required. In the words of a special study prepared for the
Department of Labor, it was found that if we as a nation are indeed to achieve
the goals set forth, then “* * * more manpower would be needed than is
anticipated will be available in 1975 * * * Full achievement of the 16 goals
in 1975 would require an employed civilian labor force of more than 100 million—
over 10 million above the expected civilian labor force at full employment.
Accordingly, so long as the pursuit of goals such as these represent the objec-
tives of the nation in the coming decade, the problem for the economy is likely
to be an insufficiency rather than a surplus of manpower.”

Finally, on the issue of government support for a jobs program, I would also
add that government employment in a broad range of public sector areas can
also provide a viaduct to comparable private employment as demand grows in
that sector of the economy.

Our basic philosophy on income maintenance and its relationship to the labor
market, as my remarks have emphasized, focuses first and foremost on jobs for
all who are able, willing and available for work. This must be our first priority
to guarantee adequate income to the vast majority of our labor force. It requires
full and meaningful commitment to the principles set forth in the Employment
Act of 1946, which mandated that government promote maximum preduction
and employment.

To maintain income for those whose earnings from work are interrupted or
ended b%cause of retirement, a strengthened national program of social insurance
is needed.

‘We must recognize, however, that a jobs program and stronger social in-
surance will not assure income to all. There must be a program of income as-
sistance for those who will not be protected by the jobs and social insurance
measures. But that income assistance, no matter what its form, should not be
expected to and must not be shaped to make up deficiencies in either job opportu-
nities or earning levels, It cannot be a substitute for a decent job at fair wages.
It must not be used to subsidize marginal employers. It cannot be used to bail
out a deficient gocial insurance program. Rather, it should be designed to pro-
vide with dignity the basic minimum needs of those who cannot or should not
participate as active members of the workforce.

A basic program of income maintenance which relies on all of these measures
rather than on any single tool will accomplish the goal with minimal adverse im-
pact on work incentives, labor mobility and a smooth functioning labor market.

RESOLUTION ON JOBS

Among the paramount needs which challenge our Nation today, reducing the
ranks of the unemployed and underemployed and strengthening many areas of
public service, such as health, education and improving the environment, are
among those which have the highest priority. Recognition of this view has been
underscored in a series of reports on social problems issued during the last three
years by commissions composed of a broad cross-section of outstanding
Americans.

After study and review of our most pressing social deficits, these commissions
hgn_fe sprongly recommended that the Federal Government finance job opportu-
nities in the public sector. When private business and industry, which are the
source for the vast majority of jobs, do not or cannot offer employment to all
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who seek work, these commissions recommended that the Government be pre-
pared to take up the slack.

Despite sharp improvement in employment since 1963, on the average about
3 million workers are completely without work. Close to 2 million more are unable
to secure other than pari-time jobs, though available for fulltime work.

But these are only the persons who show up in the official monthly surveys of
the labor force. Besides these groups, the Department of Labor has found, in a
series of special investigations, that as high as one out of three of the hundreds
of thousands of residents in our urban ghettos either has no job at all or is
working at a miserably low-paying job, or is working only part-time, In each
case, his income is so marginal that he and his family are mired in poverty.

Clearly, many of the governmental programs designed to reach the hard-core
atnd others of the unemployed have failed to provide work for those who need
it most.

The frightening consequences of the tensions and despair to which persistent
unemployment has contributed demand aggressive and effective action by the
Federal Government. While we permit our manpower resources to be seriously
under-utilized, we are faced with shortages in many areas where the Govern-
ment has the sole or major responsibility.

BEarly in 1966, the President’s Commission on Automation (The National
Commission on Technology, Automation and Economic Progress) called upon the
Government to begin a program which has become known as “the Government
as the employer of last resort.” The Automation Commission identified some 5
million jobs that needed doing. Some were in the public sector solely—education,
conservation, recreation. Others were in areas where non-profit private organiza-
tiotlls and the public have joint responsibility—hospitals, health and social
welfare.

The Commission members shaped their recommendations to embody two pur-
poses: (1) to help satisfy the demand for desperately needed manpower; (2)
to incorporate in the program, where necessary, the supportive services of train-
ing, education and guidance. Such programs would provide the persons employed
an opportunity to improve their basic skills and ability. The qualifications so
gained would help make those who stayed in the public service more productive.
And it would mean that others would shift more readily to available jobs in the
private sector.

The Commission recommendations were widely discussed, and served as a
basis for recommendations of a similar nature by many other prestigious groups.
Among the most important which endorsed strongly the concept of the government
financing job opportunities for those who could not find work were:

The Advisory Council on Public Welfare,

The White House Conference on Civil Rights.

The National Commission on Crime.

The Food and Fiber Commission.

The Urban Coalition. .

Last year some eighty congressmen, following the lead of Representative James
O'Hara, of Michigan, co-sponsored a bill which called for the underwriting by
the Federal Government of one million jobs, primarily in State and local agencies.
Recently, Senator Joseph Olark, of Pennsylvania, introduced a bill to prov1.de
jobs for 2,400,000 hard-core unemployed during the next four years. B}lt, Qesp1te
the widespread approval of the form and substance of the program, it still has
not been enacted. . .

The tensions which pervade our ghettos, the unmet needs in so many soglal
areas, the persistence of idle manpower, are the ingre_dignts of a crisis which
many have called the most serious since the days of the Civil War.

The President’s Manpower Message laid primary stress on a Government sub-
sidized-private enterprise effort to expand job opportunities. Such an effort can
indeed reduce the overall dimensions of the problem of those who need' and
want jobs but are unable to find them. However, the scope of the private
program in the President’s Message is not nearly adequ;ate tq create the num-
ber and types of jobs so that sufficient work opportunities will be assured for
the unemployed. Nor has appropriate attention been directed, so far, to such im-
portant aspects of the program, as safeguarding current work §tandards, Tl_le
establishment of a private program cannot be a substitute for a job program in
the publie sector. v o

This was made abundantly clear in the just released report of the National
Advisory Commission on Civil Disorders. After a detailed review of the factors
which have contributed to our urban riots, the National Commission recom-
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mended that the Federal Government “take immediate action to create two
million new jobs over the next three years—one million in the public sector
and one million in the private sector—to absorb the hard-core unemployed and
materially reduce the level of underemployment for all workers * * *,”

That recommendation for the private sector is double the size contemplated by
present Administration plans. It adds the essential element of the Government’s
stepping into the employment picture in a massive effort to help solve our most
pressing employment needs.

Bmployment through the Government of persons who can make meaningful
and productive contributions to meeting our Nation’s needs and achieving for
themselves some measure of dignity and decency cannot be postponed: Now
therefore be it

Resolved: The IUD calls upon Congress and the executive branch of Govern-
ment to initiate forthrightly an employment program patterned along the lines
of the O’Hara bill, the Clark bill, and the recommendations of the Civil Dis-
orders Commission,

RESOLUTION ON INCOME MAINTENANCE

We are falling further behind in meeting the needs of those most in want.
Despite the fact that our Nation is the richest the world has ever known, we are
failing to ensure a decent, adequate income for all our citizens. We do not have
an adequate, comprehensive program of income maintenance for the millions of
Anlericans who live in poverty.

Under conditions of high employment there are still millions of workers con-
signed to poverty, even though they work full time year round, because of miser-
ably low wage rates.

The increase in the minimum wage this year from $1.40 to $1.60 for some 7.2
million workers still left them in abject poverty with a potential annual income
of only $3.200. Another group of more than nine million workers—primarily farm
workers and workers in service industries—received 2 minimum wage increase of
15 cents an hour—from $1.00 to $1.15 an hour, which left their annual wage at
$2,300, below the poverty line.

For those who work and whose income is interrupted because of unemployment,
disability, retirement or other economic causes, our social insurance system fails
to provide sufficient protection against their income loss.

Congress has failed to meet the problems of the elderly and other beneficiaries
under the Sccial Security Act when it adopted insufficient increases in benefits
last year.

The lifting of the minimum from $44 to $55 and the provisions for a 13 percent
increase in benefits fall far short of what is needed to raise the elderly out of
poverty to decent and dignified standards. The benefits provided represent an in-
adequate 4 percent increase in terms of purchasing power over benefits paid in
1954.

The level of benefits for our unemployed also fails to afford minimum standards
of decency and self-respect to the millions of Americans for whom the benefits are
either the sole or major source of income.

There are additional millions of Americans who are unable to work productive-
ly or whose family circumstances are such that further supplementation of their
financial resources is imperative. Our public welfare program was designed to
meet the problems faced by these needy Americans. But that welfare program is
seriously inadequate and falls far short of meeting the needs of those who un-
fortunately depend upon it.

The money we are spending on public welfare is a smaller percentage of our
gross national product than it was a quarter of a century ago.

There are over seven million people receiving public assistance. More than
three million are children, over two million are older people, and well over a
million are blind or disabled, and about one million adults are parents of children
covered under Aid to Dependent Children.

Thus, the people on public welfare are the very old, the very young, the sick
and disabled, and destitute mothers of children.

Last year a conservative Congress enacted repressive welfare program amend-
ments which placed a freeze on Federal money available for aid to dependent
children, imposed rigid work requirements for mothers on welfare, tightened the
“man in the house” rule, and shifted the financing burden to local governments
which often enact even harsher welfare restrictions,
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To overcome these many deficiencies in our various systems of income main-
tenance, many have advocated a number of new proposals. Such proposals have
been designed to eliminate the current restrictive and degrading aspects of our
welfare program, established in the midst of depression conditions as a temporary
stop-gap measure. Those programs have not been revamped to meet the sharply
altered problems of the needy. Radical restructuring of the administration of the
welfare system has been unconscionably delayed. Unless major basie revisions are
made to transform the system into one which respects the dignity of the individ-
ual and recognizes his fundamental right to be assured a minimum standard,
proposals like the negative income tax, children’s allowances, and various forms
of guaranteed income will have to be given serious attention. But any single one
of them should not be regarded as a panacea capable of supplanting the broad
range of minimum wage, social welfare, social insurance, and other income main-
tenance programs.

Our goal is income sufficient to achieve a decent standard of living—not the
bhare subsistence level of the completely inadequate $3,200 benchmark now in use:
Now therefore be it

Resolved: 1. That the Industrial Union Department support legislation broadly
extending the minimum wage act to cover millions of currently unprotected
workers and raising the minimum wage to at least $2.00 an hour, and

2. That the IUD urge legislation to raise the minimum monthly benefits under
Social Security to at least $100 for disabled or retired workers and provide bene-
fit increases of at least 50 percent for all other workers covered by the system,
and that adequate henefit levels, once established, be kept current in relation to
rising prices and real wages;

3. That the IUD urge legislation which would allow a contribution from gen-
eral revenues of at least one-third of the total cost for the Social Security System,
to bolster and strength the resources from which to finance the long-overdue
improvements outlined above;

4, That the IUD urge the Congress to enact a program of minimum Federal
unemployment compensation standards to eliminate restrictive eligibility stand-
ards and assure adequate benefits for a sufficient period of time;

5. That the IUD endorse and support recommendations to improve public wel-
fare submitted in 1966 by the Advisory Council of Public Welfare, which include:

A minimum standard for public assistance payments below which no State
may fall;

A nationwide, comprehensive program of public assistance based upon a
single criterion—need;

A uniform and simple plan for Federal-State financial sharing in cost of
all public welfare programs;

Prompt extension of coverage and liberalization of benefits under the social
insurance programs;

Strengthening and extending social services through public welfare pro-
grams readily accessible as a matter of right to all who need them;

Administration of all welfare programs receiving Federal funds con-
sistent with the principle of public welfare as a right.

6. That the IUD support legislation introduced by Democratic Senators
Fred R. Harris (Okla.) and Robert F. Kennedy (N.Y.) to repeal the restrictive
amendments imposed on the welfare program;

7. That the IUD support the continued exploration of alternative programs
that would equitably provide a sound income maintenance program which could
be integrated appropriately into our overall basic social welfare and income
maintenance systems.

Representative GrirrrTHs. Mr. Rees?

STATEMENT OF ALBERT REES, PROFESSOR, DEPARTMENT OF
ECONOMICS, PRINCETON UNIVERSITY

Mr. Regs. Thank you, Madam Chairman.

Until recently, economists have paid little attention to the effects
of public assistance programs on the labor market. Now, under the
stimulus given by such distinguished economists as Milton Friedman,
Robert Lampman, and James Tobin, the neglect is being remedied and
we are distressed by what we find. The findings suggest that public
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assistance has severe perverse effects on work incentives. In my judg-
ment, assistance programs should either be substantially changed or
should be replaced with a wholly new Federal program of income
maintenance.

The middle-class observer sees unfilled jobs requiring low skills
and at the same time sees growing caseloads in welfare programs. He
may conclude, sometimes with much feeling, that the poor are lazy,
lack work discipline, and are being spoiled by levels of welfare bene-
fits that are too high. Those who reach such conclusions seek to cut
benefit levels and arbitrarily to restrict caseloads, a mood that was
reflected in the so-called “freeze” provisions of the Social Security Act
Amendments of 1967.

The conclusion that welfare programs inhibit work effort is cor-
rect, but the reason is emphatically not that benefit levels are too
high. Rather it is that the welfare recipient in effect has had to choose
between working and receiving benefits, since there has been no incen-
tive to take any work at all unless it paid more per month than the
welfare benefit level. It is important to note that other income main-
tenance programs do not confront beneficiaries with this all-or-nothing
choice. A person between the ages of 65 and 72 can earn up to $125 a
month and still receive full old-age insurance benefits; he can earn an
additional $100 a month and his benefits will be reduced by only half
that amount.

Another way of putting the problem is to note that welfare has in
most cases, and this is parallel to what Mr. Fitch said a moment ago,
imposed a 100-percent tax rate on earned income by reducing benefits
a dollar for every dollar earned. This tax will soon be abated for re-
cipients of aid to families of dependent children (AFDC) by one of
the desirable provisions of the Social Security Act Amendments of
1967. When these are in effect, the first $30 a month of earned income
can be kept, and so can one-third of additional earnings. I make the
same point that Mr, Fitch did, that the marginal tax rate on earned
income after these amendments are in effect will still be higher than
it is for most of the very rich.

We are often told that mothers on AFDC typically cannot work
because they are needed to take care of their children. Those who tell
us this may not be aware of the extent to which mothers work in our
economy in general. In 1965, 23 percent of married women with chil-
dren under 6 were in the labor force. For married women with chil-
dren whose children were all 6 or older, the labor force participation
rate was 43 percent. Those figures are for all races combined. If we look
just at Negro women, the figures are much higher.

In 1960, the labor force participation rate of separated and divorced
urban women aged 25 to 54—with and without children—was 88 per-
cent; this is a category in which many AFDC mothers fall. Finally,
there is clear evidence that the labor force participation of married
women in 1960 was reduced more by being on welfare than by receiv-
ing other types of unearned income.?

Representative Grirrrras. I would like to thank you for mentioning
this, because there are 200 million Americans and up to this time, I
thought I was the only person who had ever figured this out.

1 These results are drawn from a forthcoming book by my colleagues William G. Browen
and T. A. Finegan. I am indehted to them for permission to draw on their work.
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Mr. Rees. I assure you, you are not, Madam Chairman.

Now, given the high labor force participation of mothers in gen-
eral, what is so special about mothers on welfare? There are several
answers—including the lack of earnings incentives, the low skills of
most welfare mothers, and discrimination against Negroes and Span-
ish Americans. One of these answers is that the caseworker, rather
than the welfare mother, may decide whether the mother is needed at
home. The decision may also turn heavily—probably too heavily—on
the availability of organized day-care centers, as opposed to informal
child-care arrangements.

The Social Security Act Amendments of 1967 further enhance the
power of caseworkers to decide whether mothers should work by
providing that mothers who refuse work or training shall be denied
benefits. If adequate incentives were present in the AFDC program,
I submit the decision whether to work could safely be entrusted to the
mother herself.

Let me hasten to add that I do not favor child neglect or oppose
day-care centers. But I do not see why society should enforce higher
standards of child care for welfare mothers than for self-supporting
waitresses or beauticians, whose arrangements for child care are a
matter of public concern only when they are flagrantly inadequate.
‘We do not really believe that waitresses are by and large better moth-
ers—we simply do not have a set of institutions that scrutinizes their
behavior so closely.

Existing public assistance programs also have perverse effects on the
mobility of labor. They induce families to move to places where wel-
fare benefits are high or to places where it is relatively easy to get on
welfare, even though these places may already have a very high un-
employment rate for unskilled workers. The movement of labor to-
ward job opportunities is, of course, desirable and should be en-
couraged, but no such case can be made for movement induced by
public assistance. Those who are not likely to become self-supporting
can best be supported among their friends and where living costs are
low. The solution of this problem requires a larger Federal Govern-
ment role in public assistance, such as a minimum level of public as-
sistance benefits applicable to all States. )

Let me now turn to broader issues. A family whose income comes
entirely from an income-maintenance program. whether it is a wel-
fare program or an insurance program, is a deadweight burden on
the rest of the economy. If there are no compelling social reasons why
members of that family cannot do some work—even part-time or oc-
casional work—they should be encouraged to take employment. By
becoming even partially self-supporting, they can increase the na-
tional output, reduce the burden of their support on others, and at
the same time improve their standard of living. In this way. families
on public assistance can also gain increased dignity and self-respect,
and lessen their sense of dependence on others. Through work ex-
perience. and perhaps on-the-job training, some of them can, in time,
become fully self-supporting.
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An income-maintenance program with adequate work incentives
could be extended to help the millions of working poor not now helped
by public assistance. The only present provisions of the law designed
to help the working poor are the minimum wage provisions of the Fair
Labor Standards Act and similar provisions of State laws. It is
doubtful whether, on balance, these have had the intended effect.
The difficulty with these provisions is that although they require
employers to pay the minimum wage to the workers they employ,
they cannot require employers to hire or retain workers who, in the
employer’s judgment, are not worth the minimum wage. The figures
I have seen indicate that only about 8 million of the 30 million poor
people are helped now by public assistance programs.

Mr. Lesser pointed out a moment ago that for those workers who
remain employed under higher minimum wages, there is an increase
in purchasing power. But that increase in purchasing power cannot
offset the increase in the cost of employing the lower skilled workers,
because all of that increasing cost falls directly on the employer who
employs low-skilled workers, whereas the increase in purchasing
power is diffused across the whole economy, including the purchase of
capital-intensive products and the products of high-skilled workers
who are not affected by the increase in the minimum wage.

The minimum wage has thus encouraged the substitution of capital
and of higher quality labor for low-quality labor. This is no mere
theoretical argument—there is a good deal of statistical evidence sug-
gesting the presence of such effects, In particular, the recent relative-
Iy high unemployment rates of teenagers, of Negroes, and especially of
Negro teenagers, despite the general tightness of labor markets, may
in part be the result of the extension of minimum wage laws to in-
dustries that were large employers of such labor. A broad income-
maintenance program with adequate work incentives would make
further increases in minimum wages unnecessary. The amount of un-
skilled labor demanded would not be further restricted by periodic
increases in the minimum wage. However, workers’ incomes would be
protected, and employers would still have to offer jobs that were
sufficiently attractive fo induce workers to supplement their unearned
incomes by working.

T agree with Mr. Lesser that no single income-maintenance program
is a panacea. Not all the problems of the working poor can be solved
through an income-maintenance program. There are other important
problems that would still urgently require independent solution—for
example, the improvement of vocational training, the elimination of
racial discrimination in employment, and the improvement of publie
transportation from the places where low-income people live to the
places where they work—or should work—vithin metropolitan areas.
However, I am convinced that a new approach to income maintenance
is an important part of an overall solution.

Representative Grirrrrms. Thank you very much, Mr. Rees.

Mr. Levitan?
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STATEMENT OF SAR A. LEVITAN, CODIRECTOR, CENTER FOR
MANPOWER POLICY STUDIES OF THE GEORGE WASHINGTON
UNIVERSITY

Mr. Levitaw. Permit me to apologize for my strange headgear. I
am not using your subcommittee to promote a new fashion. It is the
product of a bout I had with some surgeons.

To pick up the final point of Professor Rees, I fully agree with the
need of providing a proper mix of services and income maintenance
in aid of the poor. Since we are meeting today in the shadows of the
solidarity march, it might be worth while to recall the demands of the
Poor People’s Campaign. Their demands covered housing, jobs, educa-
tion, and many other things.

I was rather surprised that a group of economists, with unimpeach-
able liberal credentials, singled out the income-maintenance proposal
of the Poor People’s Campaign and ignored all the other demands.
Some of the sponsors appeared before your subcommittee, Madam
Chairman—Professors Lampman, Watts, and Tobin; two other spon-
sors were Samuelson and Galbraith. '

I can see conservative economists, who believe that welfare pro-
grams which are intended to help the poor do more harm than good,
would resort to income maintenance as the only form of assistance to
the poor. It is more difficult to understand the thinking of the liberal
economists who, singling out income maintenance, ignored all other
forms of aid to the poor needed to help move them out of poverty. I
suspect that, to a large extent, this emphasis on cash assistance is due
to the fact that Professor Rees has just alluded to: Economists have
paid very little attention to poverty and to the welfare system. Now
that they have discovered that we have poor amongst us, they would
“solve” the problem in a hurry and give the poor money.

I am afraid that the solution offered by the economists is part ex-
hortation and part oversimplification. A realistic income program
would cost more than society is willing at this stage to commit in and
of the poor. A meaningful minimum cost of a negative income tax
would be about $5 billion, although some are now pushing for a lower
cost program at bargain prices.

The cost of a negative income tax would exhaust whatever addi-
tional expenditures we are likely to make in aid of the poor over the
next few years. The issue is whether society would invest additional
aid only for income maintenance or should it also expand other forms
of aid. T submit that we should have a combination of income and
expansion of services.

The Federal share is $15 of the first $18 paid to recipients of AFDC
plus 50 to 65 percent of the monthly payment—between $18 and $32.
The Federal Government should take over the responsibility for the
AFDC payments and work toward a more acceptable income mainte-
nance program,

At the same time, we should not ignore the wealth of experience we
have gained during the last few years in helping the poor. While it
is fashionable in some circles to condemn the antipoverty program
and OEOQO efforts, I would submit that there are several important
lessons we have learned from this experience. Certainly, a birth con-
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trol program is a cost-effective antipoverty effort. For $100 million
a year we can buy all the birth control we need to help the poor who
want it and to whom it is acceptable in accordance with their religious
and moral values and beliefs.

I would also submit that a child care, or Headstart program is neces-
sary. Professor Rees suggests that mothers on relief should not be
favored above waitresses, and I fully agree. But if we are to encourage
mothers on relief to work and supplement their income, their pre-
school children should be provided proper surroundings and be given
a chance to escape from becoming candidates for future welfare
programs.

We must have a better school system which should start at age 3
rather than age 6. We have fought the battles of a free public school
education over a century ago, and decided that we are going to have
a free public school system. At that time, we decided on starting the
public educational system at age 6. I think the experience of the last
few years, including studies outside of the poverty program, suggest
very strongly that education should start at age 3, at least for children
from impoverished homes. Since World War IT we have emphasized
free higher education and have made it, if not universal, reasonably
within reach of anyone who gets a respectable average in high school.
But we have done very little to expand free education at the lower
age level.

Even if we decide on providing income maintenance it is not clear
that a universal program is best. The in-school Neighborhood Youth
Corps provides income maintenance to kids who might leave school
if they did not get these subsidies. There is considerable evidence
showing that the subsidies paid to in-school NYC participants—about
$15 a week—is enough of an incentive to keep them in school. I am
not sure what they learn when they stay in school after age 16 but it
1s generally conceded that a high school diploma is a necessary creden-
tial for many jobs and that schools offer a more wholesome environ-
ment than streets.

The NYC experience shows that there are all sorts of ways for pro-
viding income maintenance. A guaranteed income though is appealing
and does away with the bureaucrats, also costs billions of dollars, and
part of the income maintenance will not be given to poor people. The
welfare system must be improved before we can expect to provide a
guaranteed income. As we improve income maintenance and essential
services to the poor, the cost of a transition to a guaranteed income
would become manageable. I do not think that we are ready for the
change at this time.

The issue at this time is to provide a combination of income and
services, including housing, job training, and job creation, in addition
to the type of services I mentioned earlier. To say—as many are fond
of saying—that we can do all these things and that in an economy of
$800 billion, or whatever the latest figure is, we can spend $30 or
$40 billion for the poor does not do any good. Nobody takes that
very seriously. It is nice for exhortation and for Solidarity Day
speeches. We have other priorities and needs that we have to consider.
What is needed, I would suggest, is to increase the welfare expendi-
tures, but at the same time to judiciously divide the increments—and
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nobody can be against dividing something judiciously--between in-
come maintenance and the various services that are offered now under
OEQ community action programs; the various Labor Department,
HEW, and OEO job training and job creation programs; and also
some forms of subsidies for housing to offer ghetto residents an oppor-
tunity to escape to a better environment.

Thank you.

(The prepared statement of Mr. Levitan follows:)

PREPARED STATEMENT OF SAR A. LEVITAN

The rediscovery of poverty in the United States has focused attention on
public assistance. The program has been found wanting and has been attacked not
only by traditional foes of the welfare state who are disturbed by the ever in-
creasing costs but also by liberals. In a recent volume on the welfare system,
sponsored by the Industrial Relations Research Association, none of the aca-
demic contributors had a good word for public assistance programs and they
found the program ‘niggardly”, “capricious” and “anachronistic.” Their views
are typical of sympathetic observers of the welfare system.

THE NEGATIVE INCOME TAX PANACEA

The obvious solution offered by new antipoverty warriors has been to wipe the
slate clean and to design a new income maintenance program. The most appeal-
ing approach to supplying income to the poor—the negative income tax—has been
designed by economist Milton Friedman and had become the rallying cry for those
who would reform the existing system. Friedman’s proposal had the appeal of
simplicity and presumed efficiency. The law which currently provides only for
the collection of taxes would be extended to include grants based on family and
individual income.

That the proposal appeals to liberals and conservatives alike may be baffling.
Friedman proposed the scheme as a substitute for existing welfare programs.
Convinced that many of these programs frequently work to the detriment of
the poor, Friedman opted for supplying the poor with g minimum income and
anticipated that they would exercise free market choice and maximize their
welfare with their limited resources., Given Friedman’s views about welfare
legislation his proposed alternative appears logical and preferable to the present
system.

It is rather surprising that liberal economists who do not share ¥riedman’s
biases and disdain for welfare programs have adopted his schemes to the ex-
clusion of other forms of aid to the poor. As a reaction to the Poor People’s
March on Washington a group of economists with impeccable liberal credentials
formally endorsed only the income maintenance program demanded by the poor
people and ignored all other demands. A petition sponsored by the group to drum
up support in favor of income guarantees was signed by 1,200 economists, Paul
Samuelson, one of the sponsors, has drawn the inference that economists agree
on the desirability of the negative income tax.

It is not clear what type of income support is envisioned by liberal supporters
of the negative income tax. Few have proposed a rate schedule which will pro-
vide an income sufficient to lift the poor above the threshold of poverty. Con-
cerned with the costs of a negative income tax and its impact upon the incentive
of low-paid workers to seek gainful employment, the most frequent proposals are
designed to guarantee about half of the income needed by the non-working poor.
In a number of states the support provided by public assistance currently exceeds
the income that would be paid under the new proposals. Obviously, since liberal
proponents would not want to reduce the income support, they would probably
opt for both systems in states where public assistance exceeds uniform negative
income tax payments, There would also be a need to maintain some system to
take care of emergencies. Inadequate and harsh as the present system is, it is
geared to provide for the needy in emergency situations. Moreover, unlike the
negative income tax plan, the public assistance system is geared to provide for
difference in cost of living between rural and urban areas. It is, therefore, be-
coming increasingly clear that the ‘“clean and efficient” negative income tax
scheme is not a complete substitute for existing programs.
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Well, I am afraid that any guess would be a horseback guess. But
New York City people get approximately $30 to $35 billion of legiti-
mate income every year. I would guess that possibly the illegitimate
income would run to several billions.

Representative Grirrrras. I would think it would, too.

‘Would you not think that any proper count of the employed should
count some of those people as full yemployed? They really are, are
they not?

Mr. Frrcr. Well, it depends on the purpose for which the figures
are used, does it not ¢ If you are asking how many jobs the New York
economy should provide to keep people legitimately employed, then
I think you would count the illegitimately employed as part of the
labor force. A fter all, when we figure up the gross national product, we
do not include the returns from illegitimate activity.

Representative Grirrrres. No, we do not, but the real truth is if
you are going to offer some of those people a job, it is going to have
to be a very attractive job to be better than what they are getting.

Mr. Frrc. Is it not a question, though, of whether you are going to
provide sufficient incentives of all kinds, not just conventional income
incentives, whether you are going to get people into a cultural and
social mainstream which holds out attractions? After all, as a judge
in the criminal court, you probably put away a lot of crooks. Presum-
ably, they do not regard jail as a highly desirable form of spending
time.

Representative Grirrrras. All the runners pay the fine. They just
do not put you in jail.

Mr. Frrca. All right. I do not know where I am being led.

Representative GrirrrTas. I would just think there would be some
problem—I mean there is some difficulty, first, in who we count as
employees. That is the first problem. Secondly, when we began seeking
jobs for everybody, in some instances, the jobs, if they are going to be
legal jobs, are going to have to be more attractive than we now admit
to ourselves to get people engaged in them.

Mr. Frrcr. That I would agree with.

Representative Grrrrrras. Would you not say that is generally true?

Mr. Frrcu Let me post another point. The people who make it big
and who manage to stay out of jail and avoid trouble and don’t get
bumped off; I should guess that such people are fairly smart and
that probably the legitimate world can afford to tempt them with
competitive rates of pay. If they are that clever and intelligent, it is
a matter of getting them into the right social milieu.

Representative Grirrrras. It would be really very fascinating to
determine how much money a numbers runner made as compared to
an Avon saleslady.

Mr. Firca. Discounting all the disadvantages we have mentioned,
of course.

Representative GrirriTas. Yes; right. What are the opportunities
for worthwhile public service employment in New York? There are
going to be none in the government after tomorrow—in the Federal
Government—but in New York, maybe you are doing things
differently.

Mr. Frrca. I am trying to interpret the question to myself. Do you
mean how fast is public employment growing?
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Representative Grrrrrras. Picking up; yes.

Mr. Frrom. It has been one of the principal growth industries in
New York—State, particularly city, and to some extent, Federal
service. But if you said how significant is this in providing for the
present labor force in New York, well, I would say of relatively small
significance, on the order of 10 percent, not on the order of 30 percent;
certainly not on the order of 50 percent.

Representative Grrrrrrms. Would an open-end order of public
service employment at minimum wage attract many people now in
low-wage private industry, or many people who are not employed,
do you think?

Mr. Frrom. I think that it would. It would attract a great many.

Representative Grrrrrras. We had a gentleman from New York
testify where another subcommittee of this committee on the need for
separation of storm sewers from the regular sewers. He pointed out
that it would cost about $100 billion throughout the United States
and that it employs about 26 percent manual labor. Personally, I was
ready to vote for it right then. I thought it would work out fine.

Mr. Frrom. I think I would agree with Mr. Lesser and everybody
else who said there is all kinds of such work that badly needs doing
and that much of it requires only a low skill. But I keep coming back
to the point that impresses me, which is that the basic economy of a
city—and this is also true of the other great regional and national
capitals—the basic economy essentially rests on office industries, forti-
fied by the industries which serve the office industries.

We are not producing the labor force to man that office industry.
Today, you cannot get a stenographer or secretary, you cannot get a
typist, you cannot get a bookkeeper without doing a great deal of
looking and paying a great deal of money for limited competence.
In the New York south Bronx CEP training program, you can get
16 weeks training—that is all. In that time, you can train a typist to
type from 10 to 20 words a minute after supplying remedial prepara-
tory training. This is below the entry requirements of most employers.
You can give a kid enough training in automobile mechanics to become
a filling station helper. You cannot train him to be an automobile
mechanic. You cannot train him to be an appliance serviceman in that
period of time when you consider the basic things you have to do
with him.

Representative Grrrrrras. What kind of a job training program
do you think would be required ?

Mr. Frrcr. I would think that job training programs ought to run
to at least 2 years, if necessary. This is what it takes to train a fairly
competent automobile mechanic, or a television repairman. Certainly,
to train a competent secretary. I cannot get a Negro secretary in New
York, they are a rare commodity.

Representative Grrrrrras. I have heard a lot said concerning the
idea that people do not care to have jobs where there are no promotion
possibilities. I really wonder if this is not really what has happened
In the secretarial field? You know, secretaries never do become the
boss, although a lot of them are running the place.

Mr. Lesser. They marry the boss.
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Mr. Frrem. I would have thought that, considering the salaries which
secretaries get and the degree of responsibilities which they can exer-
cise, there is a good deal of opportunity in this particular occupation.
These are good jobs. You know, a typist in New York City—and the
same lis true in Washington here—starts out at a minimum of $100
a week.

Representative Grirrrras. At least.

In your judgment, would open housing help take people to the jobs?

Mr. Frrcu. No doubt that it would. I have no doubt that sooner or
later, and preferably sooner, we are going to have to attack the system
of things which keep people concentrated in ghettos merely because
the job expansion is not in the central city; by and large, it is in the
suburbs, and our strategy is going to have to contemplate putting the
workers where the jobs are. However, my point is a bit on the other
side of the fence, because something else 1s happening that frequently
is not recognized. That is the changing composition of jobs in the
central city. It is changing toward the white collar and skilled service
occupations that I have been describing, toward governmental occu-
pations, and unless we train jpeople to take those jobs, we are both
going to defeat the purpose of the central city and frustrate the
people who are living in the ghetto.

Representative Grirrrras. If the Government were to become the
employer of last resort, offering employment at the minimum wage
to all who wanted to work; do you think that many low-paid jobs
would simply disappear?

Mr. Frrcm. I suspect it would help. One of the problems that im-
presses me, and gets back to what you were saying about the promo-
tion possibilities, is that there are large numbers of unfilled jobs in
a city like New York. You go to any Horn & Hardart Automat, and
you see signs, “Help Wanted.” What are the jobs? They are bushoys,
dishwashers, and so forth—not only low paid, but also of very low
dignity. Who wants to hold such jobs? Such labor stigmatizes the
jobholder, as Mr. Lesser says. If there were jobs which paid a little
bit more or for some other reason were a little more desirable, Horn &
Hardart would have an even harder time finding busboys.

This does not worry me very much. I think we have to invent ways
of making this kind of work more desirable.

Representative Grirrrras. Supposing it is just better paid?

Mr. Frron. Yes.

Representative Grirrrras. What really is wrong with having that
work well paid?

Mr. F1rcH. You mean the Government worlk ?

Representative Grirrrras. No; the busboy and the person in the
restaurant. What if they started drawing $2 an hour. Would you not
assume that you would be able to.get them?

Mr. Frrca. You would get more of them, certainly. However, 1
would think that people who are at all educated—and after all, we are
pushing education as a poverty preventive—will not be willing to take
them no matter what they pay. In other words, few Negro high school
graduates in New York City will take busboy work at any price—any
reasonable price,
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So the composition of the labor supply determines in part how much
the kind of work which is considered degrading will be able to attract.

Representative GrrrriTHs. Again are you not really saying that if
we had a guaranteed annua lincome, there is some of the worst work
that is just not going to be done. What is everybody going to do,
take a sandwich for Iunch ¢ '

Mr. Frrca. Let me say that I compare any efficient income delivery
system, as a negative income tax, with the present system, not with
some idealistic system where people would starve if they did not take
work as busboys. But there is a system, rather an efficient system, for
holding out incentives. If you want people to work, the first thing is
let them keep the lion’s share of the wages. Nobody is going to take a
hard, menia]l task if he has to pay 100 percent income tax, in effect, or,
1 suggest, even 70 percent.

Representative Grrrrrras. But a high school graduate today could
get ajob as a busboy and not have to give up anything.

Mr. Frrom. True, but I do not think many high school graduates
are going to aspire to such work. For one thing, many of them can get
better jobs. But it is certainly true that lots of people in the labor
market—30,000 dropouts a year as a measure of their annual incre-
ment—are not high school graduates.

Mr. Regs. I wanted to comment on a point Mr. Fitch made a while
ago, the difficulty of getting Negro secretaries. I concede there are some
difficulties on the supply side, but I think we have to look at the
demand side, too. Government agencies quite frequently seem to find
. competent Negro secretaries. So do universities.

I have seen the data from the Equal Employment Opportunity
Commission on private employers and if you look across this data
by industry, you find in some industries lots of nonwhite clerical per-
sonnel and in other industries almost none. When you get that kind
of pattern, I submit it cannot be all a question of deficiency of supply,
it has to be in part a question of discrimination on the part of em-
ployers. You can go into factories that employ no nonwhites and the
personnel manager will tell you, none ever apply, when right across
the street, there will be a factory that has 30 or 40 percent nonwhites.
Why do none ever apply to this company that has none? Because that
personnel man has followed a pattern of using sources of recruitment
that he knows will not yield him any nonwhite applicants. He places
his help wanted ads in neighborhood newspapers in what he knows are
white neighborhoods. He avoids the metropolitan newspapers because
he knows these produce a supply of nonwhite applicants. He avoids
the State employment service because that produces a supply of non-
white applicants. Then he says piously, they never apply.

I submit when you look across these employment statistics of the
EEOC, a great deal of discrimination does exist. It is clear from the
figures and it is more than a problem of training people or finding
competent people. It is also still a problem, unfortunately, of getting
these competent people placed once they are trained.

Mr. Frrem. I lri)ave no doubt that the deficient demand which Mr.
Rees mentions discourages people from seeking training. But I am on
the other side of the fence. I keep looking everywhere for Negro per-
sonnel. T will hire as many black people as I can in my own shop,
partly because of our social conscience and partly because it is good
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business. The same was true when I was an official of the city of New
York. We kept up a lively search all the time for competent Negro
secretarial and other office help. It is not easy to come by, Mr. Rees.
It is just not.

Representative GrirriTas. The real truth is, secretarial help is hard
to come by in any city, at any time, today. But there has to be some
other reason than the fact that the wages are not good and this or that.
I suggest to you that one of the real answers to this is that there is no
opportunity beyond a certain point. You get to a certain point and it
levels off to a plateau and that is the end of it. Furthermore, it is a. ter-
ribly hard job. A woman working with a manual typewriter lifts more
weight than a ditchdigger. I used to be a secretary.

Mr. Lesser. I was going to agree and stress the point of promotional
opportunities. I do point out, and I can cite experiences from many
areas, like the health area, the education area, where much has been
done in training people and creating of job ladders so there can be pro-
motional opportunities.

In other words, I think with Government as an employer, in these
areas, this can be done and it is terribly important that there be the
promotional opportunities. In other words, you may start a person with
very little skill and very little training at a very low place in, say, a
hospital. But if you have built-in training, and job ladders, he will
come in much more easily and much more readily if he sees progres-
sion ahead than if he is just going to come in and handle bedpans for
the rest of his life.

Representative Grrrrrras. What, in your opinion, would be a proper
job training program ? Do you think the present job training programs
are really working?

Mr. Lesser. Well, I think some of them are. I think one of the prob-
lems is the actual availability of jobs, decent jobs, for which you are
going to train people. I think that is a key part of the problem. The
materials that I have seen indicate that at this stage, without the Gov-
ernment as an employer of last resort, there just are not going to be
enough jobs. Many of the areas where we have the needs and where
jobs should be performed are areas such as the health field and other
fields where the jobs just are not going to be available without Gov-
ernment financing.

Representative GrirrrTas. Mr. Levitan, may I ask you, how can
you keep any sort of guaranteed annual income, negative income tax,
or whagever you may call it from actually being a child allowance
system ? , :

Mr. Levitan. First of all, under a guaranteed income, families who
do not have children will still get income maintenance.

Representative Grrrrrtas. But if you have more children, you will
probably get more money, right? :

Mr. Levitan. Unless you imposed some kind of limit on the number
of dependents in a household.

Representative Grrrrrras. So you impose the limit. What will
happen ? ' _ .

Mr. Levitan. It depends upon the stage at which you impose the
limit. If the maximum income guarantee is imposed on the basis of
six children a small proportion of families is going to be affected.
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The important point to consider in designing an income guarantee is
the fact that there is a definite correlation between size of families
and poverty. The controlling factor would be the amount of money
that would be allocated to whatever income scheme is designed.

Representative Grrrrrras. How could a guaranteed job solve the
problem of poverty for the full-time working poor who just have too
many children ?

Mr. Levrran. A family allowance program would be partly respon-
sive to the need.

I think, however, that an effective birth control system would help
reduce the number of unwanted children and reduce the need. There
is no need to design a new system to provide subsidies to the working
poor. In New York City, for example, people working in low-income
jobs with large families get subsidies and a good proportion of the
New York welfare system goes to this kind of wage subsidy. The wel-
fare system as it works today can provide for subsidies to the working
poor assuming society is willing to invest the money.

Representative Grirrrras. No matter how you set up a welfare sys-
tem, how can you get around a categorical system? There has been
great objection to the categories, and I agree. Most of the time of the
worker is spent on determining in which category you fall and whether
yc;u are entitled to this or entitled to that. But how do you get around
1t?

Mr. Levitan. The negative income tax would do that. All a person
has to do is file, the same as most of us do, a return. If the income is
below a predetermined level, Uncle Sam pays the difference.

Mr. Lesser. I think you can do it—certainly, the negative income
tax would do it. You can do it in the welfare system by just saying the
criterion for eligibility is need—income below a certain amount. The
British do this. One of the problems with some States—you know, even
where they pay to the non-Federal category people, they still have to
determine which category a person falls in because of the Federal
matching formula being different for the different categories. So it is
important for a State to put a person into the aged program or the dis-
abled program or the blind program dependent on the Federal match-
ing requirements.

Representative Grrrrrras. If you had a negative income tax and
you made a determination that it took a certain amount to support a
blind person at 44 and you gave that exact amount to every person
who was 44, then what incentive is there left for the person who is
perfectly able bodied at 44 to work?

Mr. Levrtan. Should we adopt a negative income system, there
would be a need to provide work incentives along the lines that Tobin
has suggested. There is one bill that I know of which follows Tobin’s
approach. It was introduced by Congressman Ryan, of New York, -
and provides for income supplements up to $6,800 per year for a
family of five. :

There is no need to go across the ocean, as Mr. Lesser suggests, to
obtain the system he desires. We have the veterans pension system

_which works efficiently and without undue burden. A veteran with
‘an income below a given level may fill out a form and he is paid a
monthly pension based on a predetermined formula. There are no
checkups, and very little scrutiny, a fact which was criticized by the
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GAO. To continue getting the pension the veteran or his survivor files
annually a simple form the size of a postal card. A social worker once
told me there is nothing wrong about the means test if it were not so
mean. We can operate the welfare system along the line of veterans
pensions. It is just a question of how much money we want to invest
in the welfare system and to whom we want to pay stipends.

Representative Grirrrras. The moment you determine categories,
then you begin to make it again into a child allowance system.

Is that not right? Do you not agree, Mr. Rees?

Mr. Regs. No; I think there 1s a basic difference here, as I under-
stand the difference between a negative income tax and a child allow-
ance system. One of the differences Mr. Levitan has pointed out is
that a negative income tax would help the childless poor. Another
difference 1s that under a child allowance system, as under the present
social security law, you could draw benefits even if you had an income
of $50,000 a year, whereas, under the negative income tax, there would
be some ceiling. In Congressman Ryan’s bill, it happens to be $6,816
a year, above which you would not draw any benefits at all. Now, if
you are going to provide enough income per child to help the large
families of the poor, and if, in addition, you want to have no income
test at all so that everybody in the country, no matter how rich, would
draw the same allowance per child as these very poor people, then you
will have an enormously expensive system, much more expensive than
a negative income tax system.

One other point I think should be made and that is that most chil-
dren’s allowance schemes I am familiar with provide for a flat amount
per child, so much per child per year. Under most of the negative
Income tax proposals, you have a diminishing scale; one of the plans
that is being experimented with in New Jersey would offer $750 per
year for the first child, $550 per year for the second child, then
diminishing amounts until after six children there would be no addi-
tional amounts. But you could make that diminution as sharp as
you like. If you think there are very substantial economies of scale
1n living, if you think five could live almost as cheaply as four, then
you would provide a smaller payment. \

Representative Grirrrras. You would get your greatest objection
to any system that pays to a family that does not work an amount
that is about the same for a poor family that does work. So you just
have to figure out a system that is going to do better than that. The
persons are going to have to be able to work and still draw something,
because you would have all of those people objecting.

One of the objections I received recently is from a woman who works
for Sears, Roebuck Co. You work there for free and then draw a large
pension at the end. She objected when people were brought in under
the poverty program and purchased $18 shirts. And she said, in my
lifetime, I never had an $18 piece of clothing.

These people were being set up to go out to apply for jobs.

One of the difficulties in establishing any system is first, that in
general, people do not know how bad the present system is and how
1t is really keeping people from working. But second, many of the
people who see the new systems work, the new efforts work, are
themselves ‘not making that much money; therefore, they have real
objections.
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T would like to say also that we reviewed yesterday the New Jersey
test. I think it has lots of things seriously wrong with it. The only
thing that it is going to test is whether or not an income given to unem-
ployed males with families will do anything. It should test also, in my
judgment, women with families, as it should test young people who
have no families at all. Why does it not test young women and young
men ? That young woman has a very good chance of being one of those
who draws ADC. Why not give her some money and see what she does
there without having a child ?

Mr. Rees. Could I respond to that?

Representative GrirriTHs. Yes.

Mr. Regs. I am involved in the New Jersey program. I am a con-
sultant to Mathematica, which is the organization doing the field work
in the New Jersey experiment.

Representative GrRirrrTHS. Yes.

Mr. Regs. I think there are two answers. I think it is a fundamental
of good experimental design that in order to detect the effect of any
experimental treatment, the people within your sample have to have
some characteristics in common. There has to be some homogeneity in
that sample. Therefore, to include a large variety of different types of
families in the same experiment, I think, would obsure the results. It
would make it difficult to see what the outcome of this experiment really
was.

Now, I quite agree with you, there should be an experiment on the
effect of incentives on welfare mothers. There have been some minor
experiments along these lines in some of the ADC programs, and I
hope that there will be more. I would like to see somebody fund another
experiment about the size of ours in which the sample consisted entirely
of female-headed households. A

In other words, in order to see how a national negative income tax
would work, we really need three or four such experiments. It is quite
clear that the one we are doing now, in and of itself, will not provide
a complete estimate of national costs. I would regard it as one of a num-
ber of possible tests that are needed. One would be an experiment in a
rural area, because our experiment is entirely urban. Another one would
be one with female-headed families, because ours is entirely with
families that contain a male member.

But an experimental negative income tax program is very expen-
sive, because you have not only your research costs, you have also the
payments to the participants. With the amount of money that OEO
could squeeze out of its budget, it was not possible for them to fund
more than one such program. Now, I understand there is some possibil-
ity that some private foundations may fund additional experiments
with other populations. Then if we had two or three of these, I think
we would have the best experimental evidence on the effects of a public
income maintenance program before it was actually legislated that
there has ever been. I do not know of any previous history of large-
scale experimentation with the programs before they have been de-
signed and adopted. :

Representative Grrrrrras. I would think that in addition to wel-
fare mothers, you really should have out-of-work teenagers—out-of-
school and out-of-work teenagers—to see whether or not they use the
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money to train themselves or just assumed that from then on, they were
going to get money.

Mr. Rees. The New Jersey experiment will give you evidence on
the work behavior of out-of-work teenagers, because there will be
teenagers in many of these families. But, the sample is not so designed
that every family will have a teenager.

Mr. Levrrawn. It is unfortunate that the 1967 social security amend-
ments did not provide for studies on the effects of the work incentive
provisions. It would be desirable to allow HEW to fund experiments
with different types of formu'as. Instead of the present monthly $30
and one-third of earnings exemption States might be encouraged to
provide different demonstration exemptions.

Representative Grirrrras. One of the things that I think every-
body ought to keep remembering is that the Ways and Means Com-
mittee had already set it up so that States could arrange this them-
selves and States did not take advantage of it. They did not change
their laws. They did not permit these people to draw welfare and
work. The State, in my opinion, simply has broken down on the wel-
fare system. This is one of the really great problems. It is one of the
reasons, among others, why I think the Federal Government should
take it over altogether. I would far prefer this to sending back unen-
cumbered money to the States. It would make much more sense to me
simply to take over the welfare system.

Did you have something else you wanted to say, Mr. Lesser ?

Mr. Lesser. No; I would agree.

Representative Grirrrras. Since over half of the poor work, the
great majority full time, and most of the nonworking poor are dis-
abled or too old to work or are women, would a fuller employment
policy do much to relieve poverty ?

Mr. LeviTan. Yes.

Representative Grirrrras. You would say yes?

Mr. Levitan. The lower level jobs would pay higher wages in a
sustained tight labor market. However, in many areas, jobs are just
not available. An example is eastern Kentucky, where the work ex-
perience and training program, under title V of the Economic Op-
portunity Act produced the only available jobs, paying $250 a month.
Participation 1n the projects was limited to families with children
headed by a male.

Representative GriFrrTHs. You see, that is set up by Congress, runs
all through HEW, all through the Labor Department. You just have
to have a male in the family.

Mr. Leviran. It was just a question of not having enough funds,
so they selected families headed by a man.

Representative Grirrrras. It is a myth.

Mr. LeviTan. In eastern Kentucky, it is not a myth, Madam Chair-
man.

Representative GrirFrTas. I mean it is a myth in this country that
all women are supported by men.

Mr. Leviran. Income statistics will amply support your statement.

Representative Grrrrrras. How many of the poor can benefit from
job training, would you say ?

Would you care to answer it, Mr, Lesser ?
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Mr, Lesser. 1 could not really give a figure. I am sure tremendous
numbers. I would say probably all those who were physically able
would probably, if they are working age, benefit, or most of them
would benefit by training. But I think you have to have the jobs
there; in other words, to train a person, even if you had the funds, let
us say, in Appalachia, in certain areas where there are no jobs, to
train them and leave them there is not going to help them particularly.
I think there have to be the jobs as well as the training, but I would
not know the figures. '

Representative Grirrrras. How could we assure—and the Ways and
Means Committee particularly—that these women are given a chance
to work? How could we assure that State employment services will
actively seek out the employable poor and find jobs or better jobs for
them? They are not doing it. We have brought them in and they are
g'iust n?ot doing it. Se, what do we write into the law that makes them

o it?

Mr. Lesser. Well, T think one reason, from my experience with the
employment service—I do not know if it has changed in recent years,
but one reason for the problem is your budget depends on the number
of placements and things like this. Of course, the poor are the hardest
people to place, so it is much easier to concentrate your efforts on the
nonpoor. Now, this may have changed. As I say, I know that was one
of the problems in the past.

Again, I do not know whether there are at this point the jobs.

Another problem tied to the employment service is that a great num-
ber of jobs are not placed with the employment service. I think, as Mr.
Rees pointed out, an employer who wants to attract a certain type of
applicant does not list a job with the employment service. Maybe the
Ways and Means Committee should give consideration to a proposal
that as a condition of tax offset under unemployment compensation, or
a reduced rate, anyway, that an employer be required to list his jobs
with the employment service.

Representative Grirrrras. Another thing, though, is that although
the employment services are required to do so by law, they do not carry
the poor unemployed people on the rolls. They do not carry these wel-
fare recipients on the rolls, but they are supposed to. The law says so
specifically. We brought them all in—at least five of them from five
big, industrial States and they do not do that.

Did you have something that you want to add, Mr. Fitch?

Mr. Frrcu. This referred to the question asked earlier about how
many of the poor can benefit by training. A partial answer to the
question is afforded by the investigations the New York City Human
Resources Administration has been making and the existing labor
force and the people who might benefit by further training to qualify
for the emerging kinds of jobs. They put the training need at about
100,000 a year—over a 10-year period about a million in New York
City.

Representative GrirrrTrs. How many are we training now out of
that 100,000 in New York City ¢

Mr. Frrou. That is the 13,000 figure. That is the number in present
remedial training programs. .

Representative GrirrrTas. In your opinion, those training programs
themselves are inadequate ¢
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Mr. Frrca. Grossly inadequate for the most part.

Mr. LeviTan. It is a question, again, of funds. What level of benefits
are you going to pay the trainee and, as Mr. Fitch pointed out, for
how long a period? For instance, under the new careers program, the
goal is to train participants for subprofessional jobs and when the
program. gets going many participants will be women. But the costs
are high since the duration of enrollment is longer than in the usual
MDTA courses and some new career projects involve college courses
for a period of 2 years. For example, in Minneapolis, if the State
Legistature approves, the new careers will have led to a new certified
type of job for teacher assistants. It will require an annual investment
of $5,000 or more to train a participant in the project. Under MDTA,
as you know, the law allows 2 years of training, but very few courses
are designed for as long as 1 year and most of the courses are of 26
weeks duration or less.

Again, it is mostly a question of funds. If the Congress would give
the employment service more funds for MDTA, I am sure that MDTA
would offer more courses of longer duration.

Representative Grirriras. Right after tomorrow, I am sure all of
them will be cut.

Yes, Mr. Rees?

Mr. Rers. I wanted to comment on the question of full-employment
policy and what it would do for the poor. It seems to me that we
cannot go much beyond where we have already gone in getting full
employment without the danger of inflation. When unemployment
is as low as 3.5 percent, to put it lower by aggregate demand can only
be done in connection with very sharp price rises. I think that is why
the administration was willing to fight so hard for the surtax and
why they were willing to buy this rather bitter package of the com-
bination of the surtax and the expenditure cut. It seems to me it will
be extremely unfortunate now if the expenditure cut includes job-
training programs, sinzo these are the only policies remaining that will
reduce unemployment without inflation.

Representative Grirrrrs. How can it do anything else? You have
already ruled out of it the Defense Department. You have ruled out
of it veterans, you have ruled out of it social security. There is only
$21 billion that can be cut. If you are going to take out $6 billion,
that looks to me like 80 percent of everything that is left.

Mr. Rers. Then the result is going to be substantially higher un-
empleyment rates among the poor than we now have.

Representative Grirrrras. This is exactly what the tax conference

port says:

We are going to stabilize this country at the expense of the poor. We cannot
afford full employment. Because of inflation, we are going to have to put some of
theﬂe people out of work.

That is exactly what the report is saying.

Mr. Frrcn. Let me add another paradox, which is simply that by
cutting training programs and throwing the poor out of work, we
are decreasing the potential productivity of the country and adding
to inflation.

After all, when you are not training these workers who are in dire
need you do not have the construction workers, you do not have the
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office workers, and you do not have the other workers which a grow-
ing economy needs and you are adding to inflation.

Representative Grirrrras. Of course, those few that are left get as

much money as they can. If you all of a sudden had 100,000 new secre-
taries put on the market, you might cut the price.
. Mr. Frrom. I suppose this session should not conclude without pay-
ing some obeisance to the usual complaint against the public schools.
A fter all, these 80,000 dropouts are, at least in large part, the result of
the breakdown of the public education system. Although the cost per
kid is now up somewhere around $1,500 per year—it has doubled in
the last 10 years—all the evidence that I can see is that the product has
gotten worse. The dropout rate has increased ; there is too little attempt
to find out what the occupational needs of the city are and to fashion
training programs to meet them ; there is still no very substantial effort
to do the things which are necessary to get the community involved in
education. We are now at a stage when the Board of Education is
busy fighting with the communities. This, more than anything else we
have been talking about, is the source of the difficulty, not only in
New York but in any other large city I know. :

Representative Grirrrras. Part of the problem is that we are still
living in a world that has passed. Education probably never was good
enough for it in the first place, but it certainly does not meet today’s
needs. We are not realizing how badly families are broken up and how
much a family used to teach a child that is no longer possible within
that family. But this is the same thing that is wrong with the welfare
system. So that we need to rethink the whole thing.

I want to thank each of you for being present here today and adding
your own bit to our new look at it.

(Whereupon, at 12:05 p.m., the committee recessed, to resume at
10 a.m. Thursday, June 20, in room S—407, the Capitol.)
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The subcommittee met, pursuant to recess, at 10 a.m., in room S—407,
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Present : Representatives Griffiths, Rumsfeld, and Senator Proxmire.
Also present : John R. Stark, executive director; James W. Knowles,
director of research, and Nelson D. McClung, economic consultant.
Representative Grirrrras. The subcommittee will come to order.
Despite the fact that Mr. Rossi has not yet arrived, we will begin.
I want to thank each of you for being here. Would you care to
start, Mr. Miller?

STATEMENT OF S. M. MILLER, PROGRAM ADVISER IN SOCIAL DE-
VELOPMENT, FORD FOUNDATION; PROFESSOR OF EDUCATION
AND SOCIOLOGY, NEW YORK UNIVERSITY

Mr. Miceer. Thank you.

I want to start by saying I speak for myself and not for any of the
organizations with which T have been connected.

There has been a good deal of technical discussion about the variety
of ways of reforming income maintenance in the United States. I am
not a technician, and there seem to be some important and obvious
truths which do not often get the focus of attention that they should.
I do not want to focus on the question of which reform is preferable-
to another. I think that the discussions before the committee will
eventually help us in that direction. But I think we should look at
this in the perspective of what has been happening in the 1960’s,
when. this Nation has been moving toward reforms to help the poor,
no longer counting on the general economic expansion of the economy
to solve the problems of poverty in the United States, recognizing
that general economic expansion is important but not enough by
itself to reduce poverty at a very rapid rate. As a consequence of
this effort, we have developed the war on poverty.

But the enabling legislation was deficient in two crucial respects.
In one respect, it lacked a strong job component, in another respect,
it lacked an income program. I think in the late 1960’s, we are begin-
ning to rectify the limitations of the original war on poverty. We are
now talking about job programs in more practical ways than before,
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Eo;v talking about cash programs much more frontally than we did
efore.

It seems to me if you turn to cash programs, there is one over-arch-
ing point that has to be made. We are not fundamentally looking at
cash programs as a way of reducing cash expenditures, but rather
the opposite. ‘

Now, the important thing is to understand that any kind of a pro-
gram we adopt, at least in the short run, is going to increase cash
outlays. I think it is important to see this because sometimes we tend
to believe that we have one or another panacea that will, in a very
short number of years, drastically change expenditures on cash pro-
grams. I think the reverse is true, that we are going to have to increase
the amount that we spend on cash programs.

We should recognize that in recent years, despite all the attention
that has been given to increasing welfare rolls, the percentage of na-
tional income devoted to cash transfers has been changing very little.
It is still slightly under 1 percent. So I think it is important to put it
in the context that we are talking about expanding the relative impor-
tance of cash programs in the United States.

The second point that lvas received surprisingly little attention that
in 30 years of public welfare in this country, its character has changed
to a considerable extent. The Social Security Act of the 1930’s, and its
supporters regarded welfare as a residual, declining program and as
disconnected with work. It was either a case of being on welfare or of
working. I think what has happened in the last 30 years is that wel-
fare and work have become somewhat mixed, that welfare has become
supplementary, that there is a much more intimate relationship al-
ready existing between welfare and work than we had imagined.
There is a discussion of it which Martin Rein and I helped write in
the recently issued “Manpower Report of the President,” chapter 3,
which tries to show the extent to which people presently on welfare,
including AFDC mothers, are working at least part of the year. I
think that it is important to recognize that what our current pro-
grams do not produce welfare work as alternatives, but offer a. much
more complex interweaving of welfare and work as strands of in-
come for the poor and near-poor in the United States. We have not
veally conceptualized and recognized the important change in wel-
fare that has taken place in our country.

Third, I think it is important to begin to get away from some of
the cliches that are widespread, such as the easy phrase of the inherit-
ance of welfare, welfare as a way of life. We do not have very good
data on that. I think one thing this subcommittee should recommend
is that Government agencies collect much better information than they
have. But it is clear from the limited information that we have that
most children on welfare do not end up on welfare. If that were true,
we would have an enormously expanding welfare roll, much beyond
the present rate. It seems, from the limited information that we have
available, that there is a considerable turnover of those on we'lfare and
that the Podell material and other material that is available to you,
though not the best material that one would hope for, show that a
high percentage of people who start out on welfare do not stay very
long on welfare rolls.
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I think it is very important to begin to look more realistically than
some of the newspaper headlines frequently present the welfare pic-
ture in our country.

Fourth, there is a new way of looking at welfare that I am optimistic
and pessimistic about at the same time. I think the long-term way of
looking at welfare has been as a program which was fundamentally
designed to improve the incomes of people. It was looked upon as a
consumption program, to make it more easy for the people to live.
But I think the last years, as with all other social programs; we have
translated them, transmuted them, perhaps, into programs which are
now considered as investments in human resources. They have moved
from the category of providing direct consumption aid to people to-
ward the notion that providing aid over the long run, perhaps, will
have some impact upon their trainability, their education, the mobil-
ity of their children, and so on. They are not looked upon as ways of
shoring up people at a particular time when they are in trouble, but
as long-term investments in people, just as we talk about educational
investments as being long term.

The thing that does worry me about it is that I think we might be
getting much more grandiose about what a program of cash transfers
can do. I am for expanding cash transfers and making them more
humanitarian than the mode we have currently. But I think we make
a mistake if we think cash transfers can solve all the problems of fam-
ily stability in the United States, can solve all family problems and
the like. But I think it can play a role, itself. This leads me to the
point that was made yesterday here; that is, not looking upon a job
program or other programs as competitive programs, but programs
that have supplementary roles, expected to improve job prospects
and possibilities for low-skill people and at the same time, guarantee-
ing an income floor. It is not enough, I think, from the perspective of
our experience in the 1960, to talk about opportunities and training
without making sure there really are opportunities available for low-
skill people. '

Next, a major point of difficulty in our thinking is that we have three
different objectives which somewhat converge and somewhat compete
with one another. These are the objectives of adequacy, of coverage,
and of incentive. In adequacy we refer to providing a level of income
for people which can provide a decent standard of living. In coverage,
we are concerned with expanding the programs so that they deal with
that neglected portion of the poor, the employed poor. And finally,
with incentive, we are concerned with promoting the desirability and
the possibility of working.

If we try to do all of these things, they are obviously very expensive.
If you expand adequate levels, it not only makes more people eligible,
but is also expensive per capita. Coverage means that more people will
be included than presently, which means including the working poor,
which T think is what we are moving toward in most of the reforms.

Incentive has the prob'em that if you try to provide an incentive
to work, vou lead to the difficu’ty of what is an adequate level. In order
to provide some incentive, yvon may have to reduce an adequate level.
So the points converge at the same time that they diverge.
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I think we have to accept that we cannot meet all these objectives
with one program. We have to decide which principle is pa.rtiall§
sacrifice. I personally am more concerned with adequacy, because I
think that a decent level of living will have a bigger effect upon
people than providing a relatively small incentive to work might have.
I think people on welfare, by and large, despite the popular cry, are
likely to work. Most of those who are available for work could work,
are working, and with relatively minor incentive changes, we could
induce more to work, though I think there will still be malingerers.
Though, as I argue in my printed statement, I think it is a mistake
to construct a law in terms of its abuse rather than in terms of its
fundamental contribution.

We come to the point that I think it is important to think about
our income cash policies in the larger context of our economic policies
in the country. We need to move on the two fronts of jobs and cash
programs. They should not be thought of as separate kinds of activ-
ities or that one can perform the role of the other. I think it is im-
portant to bring them together, whether we are dealing with a rural
area or an urban area. An income program can help in handling some
of the problems, but it cannot handle all of the problems in any par-
ticular area in the United States.

There are degrees of conflict and divergence among our programs.
I think we lack a good deal of basic information that is needed today,
but most of all, T think we have to get away from the notion that there
is'a magic in any kind of program, whether the heavy emphasis is put
upon incentive, or upon some other major reform in administration
of public welfare. I do not believe in magic. I think we have to decide
on a monasty and priorities; my emphasis is upon adequacy and cover-
age, as the foremost issues today in income maintenance.

(The prepared statement of Professor Miller follows:)

PREPARED STATEMENT OF S. M. MILLER*

In the last year we have seen a pronounced concern with cash, transfer or
income maintenance programs. This interest is in contrast with the beginning
stages of the war on poverty and deserves- analysis. Frequently, when we get
the kind of convergence of concerns that we have now, it turns out that
individuals have quite different agendas, even though their interests appear
merged into one particular concern.

We do not have an adequate social history to paint a full picture of why cash
programs have become important. But there seem to be some obviously important
pigments to which we can point.

The war on poverty which was declared in 1964 lacked both job and cash
components. Consequently, the best of programs would be very limited in impact.
The war on poverty essentially started out as a rehabilitation and community
coordination effort. As such, the main components of a war on poverty—cash and
job programs—were very limited.

The years since the beginning of the war on poverty have shown that training
is an inadequate strategy for improving the prospects of many of the poor.
Training without a guarantee of jobs at the end of, or intermixed with, the
training cycle has proved to be of only limited value in dealing with the prob-
lems of the unemployed or underemployed poor.

The recognition of this failure is leading us now into programs which put
the poor into jobs and building services and training around the jobs, rather
than those which provide training in the hope that jobs will somehow eventually
emerge.

*] present my personal views, not those of the organizations with which I am connected.
T have been aided by Martin Rein of Bryn Mawr College in preparing this statement.
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But a full scale, long term job program for the underemployed requires a
considerable amount of money. It requires a full employment program which
would drive the unemployment rate permanently below 3% nationally, with no
labor market creeping above 5% for any length of time.

Thus, the programs needed to produce a full employment program among the
poor require the kinds of efforts on a national scale which are not politically or
economically acceptable today. They require a very low general unemployment
rate, a considerable subsidy to business, and an expansion of public employment
in order to guaran.ee employment.

As one result of these political constraints, we are turning now to cash programs
as an alternative, or perhaps better, a supplement to job programs. ‘We now con-
ceive of cash programs in a different way than before. Before we saw cash pro-
grams as merely “transfers” of income to the poor, providing some basic level of
subsis:ence of amenities for them. Today we look upon these programs, in the
popular economic lexicon, as “investments in human resources.” The hope is that
by spending money directly on the poor they will be able to move away from
being poor, that making the poor less poor is the first step in their economic and
social mobility. Giving cash to people will lead them to become be:ter trained, be
available and obtain better jobs, and encourage their children to do better in
school. We have moved from the notion of a culture of poverty which prevents
people from moving to the notion (hat income is significant in affecting peoples’
attitudes and life chances.

Accentuating these changes is the increasing recognition that we have a size-
able working poor in the United States and that cash programs have failed to
help them. There has been increasing disturbance about the way cash programs
have operated : a concern about the stigma and limitations on self-determination
involved in welfare, inadequate paymen:s, and the absence of incentives to work.

The problems of poverty are viewed to much broader terms than before. Our
arsenal of weapons to deal with poverty has been expanded beyond rehabilitation
and training to work and cash programs. To some extent, we are welding together
the latter two in open acceptance of the idea that welfare reform would lead to
the operation of welfare systems as wage supplement programs. On the other
hand, we accept employment as a supplement to welfare.

Whatever priorities and techniques of income maintenance are accepted, it is
clear :hat, in the short-run at least, out-of-pocket costs of cash programs will in-
crease. It may be that if we could adequately assess the costs in health, educa-
tion, crime and woe of inadequate cash programs that we would be saving money
overall by spending money on cash programs. But the positive results of increased
expenditures would not be easily visible in a year or two. More likely, we would be
expanding expendilures on cash programs. They are not inexpensive magic
bullets.

The different kinds of concerns with welfare makes many different publics
involved. It is not only the administrators of welfare or taxpayer leagues who
are involved. Now economists traditionally interested in economic policy discuss
the role of cash programs. Specialists in labor market analysis discuss work and
welfare, and ‘hose concerned about the poor now see the importance of cash pro-
grams. No longer are welfare discussions restricted to that narrow circle of people
who initiated and conducted welfare programs. It is in this context of a widening
set of publics that I speak, for I am not a long-time expert on cash programs.
Ra her, I have long been concerned with the situation of the poor. I have at-
tempted to look at a variety of the programs attempting to aid the poor in order
to see which ones should be given priority and what their interrelationships
should be. It is in (his context that I speak today.

WHAT CAN AND CANNOT THE CASH ProGRAM Do?

The evidence to check on what a cash program can and cannot do is
exceedingly scarce. As a result, we find frequently that argument about political
feasibility substitutes for economic and social analysis. It is important, at least,
to make clear what the questions are, even if we cannot satisfactorily answer
them. Otherwise, we fall into the pit of making decisions on very pragmatic
grounds, even though we present them as though they have a much more far
reaching basis.

It seems to me that three different sets of arguments are presented to
support such a cash program. One is along the lines of achievement and
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deviancy; the second is on the contribution to famsily stability; and the third
is on the contribution to national or social stability.

Low levels of education and high rates of crime and delinquency- are asso-
ciated with low levels of income. It is therefore enticing to say that we will
eliminate the problems of crime and encourage people to get higher education
if we change their income. Earlier it was said that since educational levels
correlate highly with crime and delinquency, the obvious way to handle crime
and delinquency was to expand the educational levels of individuals. Hopefully,
increasing income will lead to a take-off into social mobility.

The argument is attractive. In the recent past, we attempted to do every-
thing about poverty but to make sure that the poor are non-poor in terms of
their income. Obviously, increasing the income of the poor will make them
able to get many more services and resources than before. It may improve the
educational performance of their children.

There is a but here. The evidence to support these contentions is not very
strong. Indeed, in the field of education, it turns out that the educational
experience of the parents is in general more important than the income level
of the parents in affecting the educational performance of the children. This
suggests that income alone will not be effective. It becomes important to change
schools in order to have some real impact upon the performance of children.
Improving family incomes, as important as that is, does not eliminate the
problem of improving the schools in America.

The vicious cycle argument of poverty—that every element of poverty builds
back upon itself—leads to the notion that we should indirectly try to approve
the conditions of people. By improving income, it is believed, we can have a
marked effect upon education without directly affecting the educational institu-
tions. This seems to me to be only partly true. Affecting the income of parents
is very important, but probably, in most cases, will not be sufficient if the schools
do not change at the same time so that they can work more effectively with
disadvantaged youth.

I think it is important to avoid making the mistakes that we have made
with the non-cash programs. That is to oversell them in terms of the range and
depth of impact that they can have. A cash program has great value. Even if
it does not achieve substantial educational advance, it should not be neglected,
ignored, or downgraded. It cannot do everything, but nothing can. It has a use-
ful role; it does not have a total role.

The second argument centers about family stability. The present method of
welfare allotment contributes to family instability. Where income is not avail-
able on the basis of needs but on the basis of the absence of the male head
of the household, we are prescribing family instability. But, on the other hand,
we cannot have surety that if present welfare arrangements contribute to
family instability, that changing them will automatically produce family stabil-
ity. The world, unfortunately, tends to be a little more complicated than that.

The argument about family stability is based upon two considerations—that
the level and dignity of income are crucial in affecting stability. Here the
evidence is rather strong. Higher income families tend to be more stable—that
is, the male is present—than lower income families. Second, providing income
without stigma wcontributes to family stability. This is part of the argument
for the universalistic system of the family allowance. As far as I know, there
is no evidence to test this proposition, but one can be supportative of it, regard-
less of whether or not it contributes to stability. There are advantages in not
demeaning individuals. I want to support the decent treatment of people, not on
the basis of its functionality, but on the basis that this is a just way to treat
individuals in society.

A third reason for many supporting cash programs is that they will produce
national and social stability, that they will cool the ghetto. It seems to me, again,
that this argument is misplaced. Indeed, though it may be true that cash pro-
grams will make people more secure financially and more accepting of what takes
place in society, the issues of ghetto unrest are broader than just economic.
Getting money is, of course, being a part of society. But it is not all of that feeling.
I think it will be important to try to affect the ghetto situation directly and have
new forms of involvement of participation of people and decision making than
ever before. A large part of the problems in America today are not only pre=ented
by ghetto residents, but also by affluent youth both of whom are alienated by
the character of the direction of society and charged with the desire to feel that
they participate in the important decisions which affect and sometimes overwhelm
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them. Cash programs cannot solve these problems alone. They can contribute to
their solution.

In indicating the limitations of the income approach, I am not attempting to
pile up cbjections. Rather, I passionately believe in the importance of emphasiz-
ing income programs and have long argued that the war on poverty was limited
because it was not moving on both the job and income fronts. I am aware that
pointing out the limitations of a cash approach may feed its critics. But it seems
te me that it is dangerous to try to oversell something when it be clear that its
basis is flimsy. Failing to provide a decent income floor for individuals is harmful
to them. But providing an income floor will not automatically solve all the
problems of our society. We have been subject to too much panacea-hopping and
gimmick-chasing these last years. I hope we shall avoid them.

No one program, it should be clear, can solve all the woes of America today.
That stands true for a job program. It stands true for an income program. They
both have a role as do other kinds of programs. Some of the sickness of America
cannot be solved by jobs or income. Other kinds of activities—particularly politi-
cal participation and decision making—are also needed. But to argue the limits
and effectiveness of any program is not to deny their tremendous worth and need
in America today.

The social science knowledge needed to test the arguments for cash programs
is deficient. Most issues come down to a question of what are the important values
that we have rather than the knowledge questions. Social sciences cannot solve
for us these problems of choice. We are dealing with what are essentially moral
and political, rather than scientific, questions.

As such, then, what can we say about what a cash program can do? A cash pro-
gram can help the employed poor in the United States. Only a fourth of the people
who are poor in the United States are currently receiving welfare aid. This is a
terrible circumstance.

A cash program can assure that every American has a decent standard of
living.

A new cash program can eliminate the stigma of welfare payments today.

WHY WELFARE RorLLs HAVE RISEN

At the same time that we are concerned that people should have more money,
we are also concerned with the rising rolls of welfare. There is a fundamental
ambivalence in our analysis of thinking today about cash programs. We are
concerned that there are poor who are not being aided; we are concerned about
stigma ; we are concerned with low income as a permanent way of life. But, we
want to reduce the welfare rolls and at the same time increase them by making
sure that everybody in need gets funds. We want to provide an adequate level of
living, but we want to make sure that people have incentive to go out to work.
Thus, we believe in the importance of cash programs, but fear them at the same
time.

It is important to recognize that the absolute increase in the numbers in cash
programs is far smaller than the absolute increase of the population in the
United States each year. And that the percentage of all cash transfers in the
United States welfare has not been increasing as a percentage of national income.
Nor may welfare be increasing as a percentagé of city budgets. But I am less sure
of that. Welfare payments have gone up absolutely but not relatively, apparently.

Tue CHANGING NATURE OF CASH PROGRAMS

This country has moved in thirty years from depression to affluence, with a
current fear of inflation. A cash system constructed for the depression days is
being evaluated in terms of the issues of quite a different economy and society.
" Recognition of these changing conditions are important for appraisal of cash
pro;lgrams. Three important changes have taken place—in scope, in clientele, in
goals, /

The prediction of the late 1930’s was that public welfare would have a nar-
row and declining scope. It was intended as a residual program. As social
security expanded, the need for public welfare would decline. The rising num-
bers on welfare have consequently been disturbing. But it should be pointed
out that, despite the absolute increases of those receiving welfare aid, we have
been fairly stable in the percentage of national income going for welfare.

A second aspect of scope has changed. The welfare program was thought of as
a part of the efforts to deal with the interruption of income during the depres-
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sion. Note the term income maintenance rather than, say, income adequacy. Now
we find that many families are on welfare for a long period. But not as many as
implied in the facile discussions of the inheritance of welfare which seem to
offer the conjecture that all children raised on welfare end up on welfare. This
is decidedly not the case. As Podell’s testimony has shown, there is considerable
turnover on welfare in New York City; Martin Rein and I in chapter three of
the 1968 Manpower Report of the President have reviewed the evidence of na-
tional surveys and have shown that welfare is not a way of life for most people
who have received it.

The clientele of public welfare has changed. Welfare was originally intended
to help the unemployed and the aged. It primarily benefited the white poor. The
aged are still important in the welfare rolls, but two new groups are now impor-
tant: the female-headed family and the employed poor. The former group is
largely, though far from exclusively, Negro. And we have confronted deep-
seated feelings about aiding black women and their children.

A curious and unnoticed evolution of public welfare has occurred in the United
States. As Rein and I point out in the Manpower Report, many of thoze on
welfare do work. The peculiar irregular economy of the poor means that welfare
is for many a wage supplementation plan and that low wages and part-time work
are welfare supplementation today. The familiar notion that it is welfare or
work, employment or unemployment, fails to capture the complex financial
arrangements of the poor in society 'today. A change in cash programs cannot
be considered apart from the nature of economic and manpower policies.

The goals of welfare programs have been changing and we do not have
unanimity on which are the prime goals. Many now expect welfare programs to
deal with all of the poor, not just the quarter who now are aided by programs.
This means principally including the working poor as a group that should be
aided by welfare. But some are concerned with reform of the welfare systems
and think primarily in terms of those concurrently on welfare rather than with
changing the scope of welfare benefits by including the employed poor. Whether
or not the employed poor are the focal concern is a central, though covert, issue
in many discussions of welfare reform.

Equally important, but more subtle, is the shift in emphasis. Formerly,
welfare programs were regarded as offering amenities, a better level of living

. for the poor. Now, as I have said earlier, many regard it not as a consumption
program but as an investment in human resources, leading its recipients to
move into work and their children into performing better in school. The Sixties
have been marked by moving consumption programs into the camp of invest-
ment programs. This change is not a verbal one; it raises expectations about
what the program can and should do (e.g., if people on welfare do not shift
into work after a while, the program would be deemed a failure even if the
work offered no more income than welfare). It transmutes programs formerly
aimed at softening the impact of market forces into becoming adjuncts and
instruments of the market with the consequence of reducing efforts to remold
the market so that it achieves socially desirable objectives.

A third question of goal is that of poverty, inequality and adequacy. Is the
objective to bring everyone up to some subsistence level? If so, then the debate
is what should that level be? That question is always answered in partially
social terms (the minimum level of living is seldom in the affluent society a
question of only bare survival but is intermixed with social issues) and par-
tially political (how much are we willing to spend on the poor).

Another way of looking at the question of adequacy, which overlaps, though
not fully, with the fixing of the poverty line, is that of whether the concern
is poverty or inequality. The poverty line approach that has been followed in
the United States has taken a pseudo-scientific poverty line and up-dated it
for price changes since 1960. Despite the fact that real living standards have
gone up considerably since 1960, the poverty line for 1968 does not mirror
that change. It is 1960 up-dated only for price changes.

A concern with inequality starts from the premise that the great issue of
our society is not poverty but inequality, the comparative position of individuals
and families. It is the relation of an individual to other individuals that is
central to his feelings of well-being and satisfaction rather than his relationship
to a fixed poverty line.* I believe that there has been insufficient attention in
the Sixties to the fundamental issues of inequality. As a consequence, much of




241

the anti-poverty efforts cannot be effective because they are not redistributive
so that they reduce the gap between the poor and the affluent.

Over the longer run, the issue is a dynamism of cash payments, the adjust-
ment of payments to keep up with the rising standards, as well as the rising
prices of society. In my opinion, current discussions neglect dynamism. An
important question is—which kind of change in cash programs is most likely
to foster dynamism ?

What are the implications of the changing scope, clientele and goals? Clearly,
not all critics are concerned about the same issues. The common concern about
faulty performance of the welfare systems does not mean that all critics have
the same agenda. Indeed, the concern of many economists with which plan is
more desirable frequently lapses into technicalities which bury the basic issues
of objectives and commitments. ) )

The goals of many reformers collide. The goal of adequacy may conflict with
that of incentive, encouraging people to work. Reducing costs conflicts with
extending coverage to the working poor and with providing adequate payments.
These are not technical issues alone but questions of policy direction.

IsSsUES

After insisting on the divergences among those supporting change in the
welfare systems, I do want to say that it seems to me that at least some in-
gredients of reform have widespread agreement. Many, as do I, want to get
away from a heavy emphasis on investigations of individuals on relief, freeing
them from invasions of privacy and dignity. Simplifying need determination is
important. Second, I see widespread agreement on the desirability of getting
away from creating new social types (e.g. “families with dependent children”)
with intricate regulations about whether or not they are “eligible” for aid to
treating families in terms of their needs.

There is less agreement about the aged, but I believe there is a growing
conviction that the aged poor should be folded into the social security system,
receiving payments as a matter of age rather than because they have made some
past contributions to the system. The extension of the Prouty Amendment to
those past 65 would be the policy I would recommend.

Incidentally, the social security system has not had the searching analysis
that it merits. The vehemence of its critics in the '30s seems to have permanently
scarred its long-time friends so that they do not freshly address the role and
character of the system today.

The basic issue in income maintenance reform, however, is complicated and
plagues us today as it did the enacters of the Poor Laws. That is the possible
conflict between adequacy and incentive. A level of benefits permitting a decent
level of living may encourage some people not to work. But, on the other hand,
a low level of benefits probably reduces the effectivenes of cash programs as
investments in human resources as well as maintainers of self-respect.

We do not know sharply the effects of high benefits or incentives to work.
Our opinions are more often anecdotal, reflective of our experiences with or
hopes for humanity, than based on hard information. But even though as one
of those proud to be a “bleeding heart,” I am ready to agree with the most
pessimistic that some people will be malingerers, preferring the indolence of an
adequate, unearned income to the pressure and pain of working. The question
is how many will act this way. And the following basic question is should public
policy be primarily constructed to deal with potential malingerers? For if so, it is
likely that the new objectives of our cash programs cannot be achieved. In-
adequate payments, investigations, interference with self-determination are
likely to follow.

Nor would I assume that work is the therapeutic for everybody and that
everybody should be encouraged, nay pushed, into working. Many women should
be able to concentrate their energies on their children rather than having to work.

But I would not dismiss the incentive issue. I think that our cash program
reforms should have heavy incentives to earn, much greater than in the Welfare
Amendments of 1967. I recognize that increasing incentives to earn introduces
questions of equity with the “notch groups” not receiving benefits because they
are just beyond the benefit lines. But I do not think that we have fully utilized
our ingenity in dealing with this problem.
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(Incidentally, the current earnings exemptions and tax rates of the income
incentives provision of the 1967 amendments-encourage part-time work, making
clear that welfare and work are intermixed rather than competing economic
systems.)

The incentive issue has to be viewed more broadly in terms of general labor
market conditions. If jobs are not available for the low-skilled, neither pressure
to work nor training will help much. It is important to increase the wages offered
to the unskilled; the wage levels of the unskilled have not risen as rapidly as
those of other groups in society so that the incentive to work is not great.
The issue is relative income. The depression psychology of many of us leads us
to view $2.00 an hour as a superior job even though by today’s standards that
is no longer true.

To some extent, the usual question of incentives has to be reversed. The
traditional question is how low do benefits have to be to encourage people to
seek work? The new question is how high do wages have to be to induce people
to work? That way of stating the question may be too strong but it does indicate
the importance of looking at welfare in terms of the work ‘world—the availability
and remuneration of work—rather than in terms of itself.

No policy can come close to adequacy without having the question of incentive
introduced. It seems to me that we should not construct a social policy primarily
on the basis of preventing its abuse. Even if we have as many as 259, on welfare
who are malingers, and I am sure that is very high overstatement, we would be
poorly treating the other 75% to deal with the abusers.

The second major issue is whether adequacy or coverage should be more im-
portant. If only a fixed sum is available for the increase in cash programs, is
it more desirable to give relatively high benefits to a few or lower benefits to
many more? At this stage of reform, I lean to extending coverage as the more
important consideration. To concentrate on particular groups will make it more
difficult to eliminate issues of category and investigation. More importantly, we
should be paying attention to the non-welfare poor, especially the working poor.

Incentive, adequacy and coverage vie with each other. They collide perhaps
more than they overlap. The less the increase in expenditures on cash programs,
the greater the collision. I think that we have lacked presentation of various
possible permutations of the three. The concern with the techniques of reform
have sometimes masked the clarification of choices.

CasH PRrOGRAMS CANNOT SOLVE PROBLEMS ALONE

If I am right in believing that cash programs are now being assigned a new
role as investments in human resources and that greatly extended hopes attach
to what can be done with a more adequate and humane transfer system, then it is
important to see that cash programs cannot do the job alone.

As I have said earlier, it is important to improve schools if we want to improve
the educational performance of the children of the poor.

If we want to encourage individuals to work, then, we must have a strong
demand for their work. This means, as I have said, a high employment policy
generally plus specific programs which construct jobs, both private and public,
for those of little education or skill. Incentive to work is not enough if oppor-
tunity lacks. The experience of the Sixties is that we have underestimated the
scarcity of opportunity for the low-skilled.

A good cash program is expensive; a good job program is expensive. They both
require governmental subsidies. The temptation is to go either way—to say that
funds effectively spent on the provisioning of jobs will eliminate the need for
welfare or that a decent welfare system will take people out of poverty and
encgu(xiage them to find opportunities. But both a job and income strategy are
needed.

C[:he poor are very diverse. Not all can or should work; they will require cash
assistance. Rehabilitation, training and counseling can help but I am not optimis-
tic about the effectiveness of these devices. Cash can help.

. Since work and welfare are now intermixed, we would have to have a very
sizable increase in payments in the low wage sector to pay an adequate wage
to families. Whether such an increase is compatible with expanding enormously
and rapidly the number of jobs may be doubted.

Tl{e diversity of the poor and the intermixing of work and welfare support
the importance of a cash transfer program. The inability of incentives to be
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effective without opportunity to work lead to the importance of economic and
labor market policies. Both cash and job programs are needed.

This is especially true in rural areas, where 40 per cent of the poor live. A
substantial cash program might retard the march to our overburdened cities.
That would be to the good. The added income provided by the transfers to rural
residents would improve the purchasing power in the local economy. Some jobs
and opportunities would be created. But a more sweeping change in opportunity
requires that there be active effort to expand the economic base of at least some
of these localities. Cash programs alone cannot do it, although they can con-
tribute.

We are slowly coming to the realization that one of the great inequalities in
our society is that where one is born in the United States deeply affects one’s
life chances. To be born in a rural area means that one has less chance of a
decent education or job. Reducing the rural-urban inequalities is one of the&grea_t
issues which we are only very slowly touching. It cannot be handled without
economic, manpower, education and cash programs.

I think information is lacking on what would be the effects of one or another
mix of cash and job programs. I think that we should proceed by avoiding pan-
acea-thinking and by recognizing that Congress and the White House have to be
fiexible. They should move in both directions of jobs and income, increasing
the expanditures in both areas. As the results come in of the impact of the par-
ticular mix, than changes would be made. \

I think it very important to get away from the notion that we know enough to
formulate a fixed policy that will require limited change. (OEO despite its experi-
mental stance at its initiation locked itself early into first programs and lost the
opportunity to learn.) Congress would have to learn how to deal with evolving
policy rather than with slowly moving programs.

CONCLUSION

The appeal of the investment in human resources argument should not obscure
the significance of the consumption or amenities argument, that we seek as an
end in itself to make people’s lives more comfortable and satisfying.

In the 1960’s we have frequently made sweeping claims about what a particular
policy could do as an investment in human resources, only to be disappointed in
the outcome. Frequently, we transmute our ends into means. We support a policy
because it is more humane but argue that it is instrumental for some other
end. Many support large-scale reform of welfare because they seek a more hu-
mane treatment of their fellow citizens. But the argument frequently presented
is that it will eventually lower the welfare bill or get people to work. A good
deal of the time the welfare change or the use of social services will not have
that result—for other than welfare changes may be involved—but it will human-
ize our activities. .

I wish that we would talk more about the humane objectives of our polic;
rather than the economic.

We are caught in 4 disturbing paradox. A better welfare system in terms of
adequacy and dignity will bring more people into it. There is no easy or im-
mediate solution to rising costs or rolls. But we should not construct policy
largely in terms of this year or the next. Our concern should be with the large
number of children growing up with little hope or possibility. An increase in wel-
fare expenditures and a change in policies can help them even if not all prob-
lems of poverty and inequality can be solved by these moves.

I hope that I have not disappointed you by not making a case for one specific
reform or another. These proposals are not lacking. What I have tried to do is
to show some of th issues in making a choice. It is my perhaps falsely rational
hope that if we understand what the underlying issues are, we will not find it so
hard to select among the technical alternatives. Where we ignore these issues,
we resolve debates on the basis of what each thinks is politically “acceptable.” I
do not mind as such “politically acceptable” arguments ; I do mind when they mas-
querade as analyses of basic issues.

Representative Grirrrras. Thank you very much, Mr. Miller.
Mr. Tobin?
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STATEMENT OF JAMES TOBIN, PROFESSOR, DEPARTMENT OF
ECONOMICS, YALE UNIVERSITY

Mr. Topi~. Thank you, Madam Chairman, members of the sub-
committee. I did take the liberty of having distributed to you offprints
of the general negative income tax proposal that I and a couple of
other economists support. I will not go into the details of that plan
here. I shall be prepared to do so if you want to question me about it.

Representative Grirrrras. Thank you, Professor Tobin. We will in-
clude it in the record following your oral testimony.

Mr. Toein. As you may know, the general idea of a system of in-
come guarantees and supplements of the type which we advccate is
very widely supported by economists, and recently over 1,200 econ-
omists associated themselves with a statement in favor of these gen-
eral principles of reform of public assistance. What T want to devote
a few moments to today, to begin with, is the following: The main ob-
jection I detect to a system of income guarantees and supplements of
the kind roughly described as a negative income tax, is the possi-
bility that some people who could work will refuse to work and choose
to receive the minimal guarantee instead. Personally, I believe that
the number of such cases would be relatively small. Even if guarantees
are set at official poverty-line levels, they would scarcely provide a
standard of living which one would not wish to improve.

Moreover, the basic idea of the negative income tax plan is to pro-
vide incentive for work by permitting the beneficiary to keep a sizable
fraction, at least half, of his earnings rather than reducing his benefits
by a full dollar for every dollar of his income. Nevertheless, I recog-
nize that payment of the basic guarantee for no work to people who
might be expected to work is a feature that attracts attention and op-
posttion, because it seems to conflict with a strongly ingrained Ameri-
can ethic. That was illustrated again by the Gallup Poll which was
reported in Sunday’s paper.

I would hate to see a welfare reform along the basic lines we are
advocating prevented or postponed for this reason. I, therefore, would
like to make a suggestion for integrating a negative income tax system
with a national program of training and job opportunities. Under
the integrated program, it would be possible, if Congress wished to do
s0, to limit benefits under the negative income tax system to those in-
dividuals for whom the opportunity to earn income in employment and
training programs cannot or is not being provided.

The procedure would be as follows: Under the basic negative income
tax proposal I am referring to, the basic allowance for guarantee for
a family unit is calculated as the sum of the allowances for individual
members of the unit—adults and children, adults being provided gen-
erally with a higher basic guarantee or allowance than children. Under
most schedules that have been suggested, the allowance that is made for
a child depends on how many children there are in the family unit.
The actual benefit received by the family unit is equal to this basic al-
lowance minus a fraction,say 50 percent of its other income.

So now let ns consider certain categories of individuals as potential
workers. That category might include all able-bodied persons from 18
to 65 years of age except full-time students and except females who are
caring for one or more children under 18. No doubt, we could think of
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some other exclusions that might be necessary, but there is no need to
list them here. My purpose is to explain the principle.

For the purposes of negative income tax benefits, let us presume that
a person defined as a potential worker has an income large enough to
wipe out the negative income tax benefit to which his membership in
the family unit would otherwise entitle his family. For example, sup-
pose that the basic allowance were $1,000 a year for an adult male head
of household and that the “tax rate” were 50 percent. Then we would
presume that such a person, an adult male, is earning income at a rate
of $2,000 a year. This would be the presumption even if he were in fact
earning less than that, or nothing. Therefore, the family unit would
receive no benefit by virtue of his membership.

Note, however, that his membership would in no way reduce the
benefits to which the family is entitled by virtue of the other members,
the wife and children. This avoids the disastrous, perverse effects of the
current aid to dependent children program under which the man’s
vresence disqualifies his family for the entire amount of assistance that
they could otherwise receive; that is, if he were absent.

The same kind of presumption about income would be made for
other potential workers in the family unit. If, for example, the basic
allowance for a dependent child 18 years of age or older were $600,
then the presumptive income on account of such a person would be
$1,200 a year.

Now, of course, if the Government makes such presumptions, it
must also offer the means to make them realistic. There would be,
accordingly, Federal manpower offices all over the country coordinat-
ing programs of training, retraining, including on-the-job training
and apprenticeship, and coordinating information about opportuni-
ties for private or public employment. Moreover, the Government
should and could augment these latter job opportunities by offerin
funds for expanding and approving the services provided by loca
governments and by nonprofit institutions.

A potential worker, as defined for the purposes of the negative
income tax system, could then report to the Federal manpower officer
in his locality for suitable training or job epportunity. Now, suppose
that during a particular month, no such opportunities are available or
that, for other reasons—temporary medical reasons or other personal
reasons—the individual could not reasonably be expected to earn
income at the presumed rate, the presumed rate being one-twelfth of
$2,000 for the adult or one-twelfth of the $1,200 for the teenager in
the examples. The Federal manpower officer would certify that this is
so, that, either for lack of suitable opportunities or for other reasons,
this individual could not have earned that income. For that month, the
actual income of the individual, which might be as low as zero, would
be substituted for the presumptive income, and the benefits for his
family under the negative income tax would be correspondingly larger.
Thus, the certification that no opportunity was available for an entire
year would restore the full annual benefit, that is, in our example,
$1};OO(1) for the adult male or $600 for the teenaged dependent not in
school. :

I think this system could be administered in an efficient and humane
way, but T do not think that we should underestimate the difficulties. A
kind of common law would have to be developed to guide the adminis-
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trative, quasijudicial decisions as to whether a particular individual
should be given an “excuse” for not working or for working less than
an adequate amount of time during a particular time period. And prob-
ably there should be some provisions for appeal from such decisions.

The administrative costs would be greater than those for an uncon-
ditional negative income tax system, and there would also be the addi-
tional costs of providing the expanded supply of training and job
opportunities. Both funds and effective administration would have to
be provided for a meaningful expansion of training and employment

_opportunities so that the work alternatives to welfare would be real-
istic alternatives. But it seems very likely or very possible that this is
the kind of a system that the country and the Congress would prefer.
So I think that we should get ahead with it.

The worst thing we can do is to fail to provide a decent system of
income assistance because of the widespread feeling that peeple who
can work should work, while at the same time we fail also to provide
the opportunity to earn income from work.

I focused on this problem this morning because it seems to be so
salient a stumbling block to acceptance of a system of income guaran-
tees and supplements. But let us not forget, however, that it is in real-
ity a relatively small problem. Among the poor people of the country,
there are relatively few potential workers who are not in the labor
force, either working full or part time, or seeking work and yet unem-
ployed. After all, these people are Americans, too, and they share the
same work ethic of the society that I have been referring to. But unfor-
tunately, there are many whose earning capacities are not sufficient to
give them and their families a decent standard of life.

One of the principal purposes and principal advantages of the nega-
tive income tax system is to make up that kind of gap between earning
capacity and family responsibility without impairing incentives to the
people involved to improve their lives by their own efforts.

(The study referred to by Professor Tobin at the beginning of his
oral testimony follows:)

The following material is published as “Reprint 142” of the Studies
in Government Finance series of The Brookings Institution. It origi-
nally appeared in The Yale Law Journal, vol. 77, No. 1., November
1967 under the copyright of the Yale Law Journal Co., Inc., and is
reprinted with permission.
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Is a Negative Income Tax Practical?

James Tobin,T Joseph A. Pechmant
and Peter M. Mieszkowskit

The war on poverty has brought emphatically to public attention
the inadequacies of the nation’s welfare system. The assistance given
to the impoverished is pitifully inadequate in most states, and the rules
under which it is given severely impair both the incentives and the
potential of the recipients to help themselves. Most poor people are
ineligible for public assistance, so restrictive are the eligibility require-
ments for the various categories of federal, state and local welfare
programs. Many eligible poor people do not accept assistance from
local welfare agencies because recipients are subject to numerous in-
dignities by the procedures employed to enforce the means test and
other conditions which determine who is entitled to help and to how
much. The means test is in effect a 100 per cent tax on the welfare
recipient’s own earnings; for every dollar he earns, his assistance is
reduced by a dollar. Administration of public assistance is now largely
a matter of policing the behavior of the poor to prevent them from
“cheating” the taxpayers, rather than a program for helping them
improve their economic status through their own efforts. As a result
poverty and dependence on welfare are perpetuated from one genera-
tion to the next, and the wall dividing the poor from the rest of
society grows higher even as the nation becomes more affluent.
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Peter M Mieszkowski: Associate Professor of Economics, Yale University; B.S.C.
1957, McGill University; Ph.D. 1963, Johns Hopkins University.
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Four ideas for reform of our present system of public assistance,
none of them novel, have lately received serious attention from econ-
omists, social welfare experts, and public officials. One is that assistance
should be available to everyone in need. Present welfare laws require
not only a showing of need but also an acceptable reason for the need.
Old age, physical disability, having children to feed but no husband
to feed them—these are acceptable reasons. The inability or failure
of the father of a normal, intact family to find a job that pays enough
to support the family is not an acceptable reason. Such families cannot
now receive welfare assistance in most localities. The second proposed

_reform is that need and entitlement to public assistance should be
objectively and uniformly measured throughout the nation in terms
of the size and composition of the family unit, its income, and its
other economic resources. There would not be different calculations
of need and entitlement from one state to another, one welfare ad-
ministration to another, one case-worker to another. The third is that
the public assistance to which people are entitled should be paid in
cash for free disposition by the recipients, not earmarked for par-
ticular uses or distributed in kind as food, housing, or medical care.
The fourth reform would modify the means test to reduce the “tax”
on earnings below 100 per cent, in order to give the recipients of
assistance some incentive to improve their living standards by their
own efforts.

Some or all of these objectives are embodied in specific proposals
that have entered public discussion under a confusing variety of
names: ‘‘guaranteed income,” ‘““family allowance,” “children’s allow-
ance,” ‘‘negative income tax.” These proposals can be described and
compared in terms of two identifying features: the basic allowance
which an eligible individual or family may claim from the govern-
ment, and the offsetting tax which every recipient of the basic allow-
ance must pay on his other income. The net benefit to the recipient is
the basic allowance less the offsetting tax. The net benefit can be con-
sidered a “negative” income tax because it makes the income tax
symmetrical. The regular or positive income tax allows the govern-
ment to share in a family’s earnings when those earnings exceed a
minimum that depends on the number of exemptions and the size
of allowable deductions. Under a negative income tax plan, the govern-
ment would by providing benefits also share in any shortfalls of family
income below a minimum similarly but not necessarily identically
calculated. :

The basic allowance can be regarded as the income guarantee. It is
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the net benefit received by a person whose other income for a year
is zero and who has no offsetting tax to pay. It is therefore the mini-
mum total disposable income—income from all sources including
basic allowance less offsetting tax and other income taxes—the
recipient can receive.

The basic allowance depends on the size and composition of the
recipient unit. Plans differ in the schedule of basic allowances they
propose, both in the adequacy of the amounts and in the variations
for family size and composition. Some plans contemplate a fixed per
capita allowance. Some would allow more for adults than for children.
Some would add diminishing amounts to the basic allowance of a unit
for successive children and perhaps impose a ceiling on the amount
a family unit can receive regardless of size. Some would give no allow-
ance for adults and would perhaps count young children more heavily
than older children.

With respect to the offsetting tax, the main issue is the rate at which
other income should be taxed. As already noted, current public
assistance procedures generally impose, in effect, a 100 per cent tax.
Some proposals for a universal “income guarantee” retain this same
tax, disguised as a federal commitment to make up any gap between
a family’s income and an established living standard. Other “family
allowance” plans contemplate no special offsetting tax at all; other
income would simply be subject to the regular federal income tax.
Some variants of this proposal would count the basic allowance as
taxable income. In either case everyone in the country eligible for a
basic allowance would be a net beneficiary.

So-called “negative income tax” proposals typically subject allow-
ance recipients to a special offsetting tax with a rate less than 100 per
cent but greater than the low-bracket rates of the regular income tax.
At sufficiently high incomes the offsetting tax produces a negative net
benefit to the family unit as large as or larger than its liability under
the regular income tax. Taxpayers in this position would exercise the
option to decline the basic allowance and thereby avoid the offsetting
tax.

The authors strongly support some sort of negative income tax
(NIT) plan, and indeed we have, as will appear below, some specific
proposals regarding basic allowance schedules and offsetting tax rates.
But the purpose of this article is not to expound the merits of the
negative income tax approach in general or of our proposal in par-
ticular. The primary purpose is the more limited one of examining
some of the sticky technical problems that must be solved if any such
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plan is to be implemented. The larger issues of social policy are doubt-
less more important for the ultimate national decision, but the techni-
cal problems are neither trivial nor peripheral—nor can they be
wholly divorced from the policy issues. The technical problems are
in our opinion solvable. An analysis of at least one plan, with specific
feasible solutions suggested for most of the.problems, should advance
understanding of the approach and meet some lines of criticism. A
secondary purpose is to provide rough estimates of the cost of several
alternative NIT plans; these are presented at the end of the article.

There are three major sets of problems in designing a workable
plan: (1) How to define the family unit and relate basic allowances to
its size and composition; (2) How to define the base for the offsetting
tax and to relate NIT to the regular income tax and to existing gov-
ernmental income assistance and maintenance programs; (3) How to
determine eligible claimants, make timely payments to them, and
collect offsetting taxes from them.

These questions are best discussed in the context of a specific pro-
posal such as that described in section I. The three sets of problems
are then considered in sections II, III and IV. The advantages and
costs of the several variants of our proposal are described and evalu-
ated in section V.

I. The Proposals

Under our NIT plan every family unit would be entitled to receive
a basic allowance scaled to the number of persons in the family, pro-
vided it paid an offsetting tax on its other income. Two specific
schedules of basic allowances are presented here; a High (H) Schedule
which would guarantee allowances that approach the officially-defined
“poverty lines” but would be relatively costly to the federal budget;
and a Low (L) Schedule which would be relatively inexpensive but
would -guarantee only a fraction of poverty-line incomes. The sched-
ules were chosen with some care. However, different numbers could
be substituted for budgetary or other reasons.

The H Schedule would provide basic allowances ranging from $800
a year for a one-person family to $3,800 for an eight-person family.
Under the L Schedule the allowances would range from $400 to
$2,700. Two rates of offsetting tax are considered: 50 per cent and
3314 per cent. Table 1 describes two plans: H-50 and L-33%%. Two
other possible plans are the H Schedule with a tax rate of 3314 per
cent and the L Schedule wjth a 50 per cent tax rate.
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To illustrate how the plan would operate, a four-person family
under the H-50 Schedule would receive a basic allowance of $2,600,
and its other income would be taxed at a 50 per cent rate. However,
no family would be left with a smaller net dlsposable income than it
would enjoy under the current federal income tax without a basic
allowance. For every family size there is an income at which the net
tax, t.e., offsetting tax less basic allowance, under this new rule is the
same as the tax under present rates. On higher incomes, the regular
tax schedule would apply.

The proposal thus would not increase anyone’s tax liability under

TABLE 1

BAsIC ALLOWANCES, BREAK-EVEN POINTS, AND LEVEL AT WHICH PRESENT INCOME Tax
SCHEDULE APPLIES UNDER THE PROPOSED NEGATIVE INCOME TAxa

Break-even

Basic point Level at Present

Family allowance (point at which  which present marginal

size (received by no allowance is tax rates tax rate

(number of units with received and no begin to at income

persons)b no income) taxes paid) applyb in 4
() @ @) @ )
H Schedule (with a tax rate of 509,)
1 adult $ 800 $1,600 $1,876 159,
2 adults 1,600 3,200 3,868 16
3. . 2,100 4,200 4,996 17
4 ) Mncluding 2,600 5,200 6,144 17
5 (0 o 8,000 6,000 7,003 17
6 3,400 6,800 7,857 17
7 a dzl tse 3,600 7,200 8,100 17
8 3,800 7,600 8,359 16
L Schedule (with a tax rate of 3314%,)
1 person $ 400 $1,200 $1,420 159,

2 800 - 2,400 3,007 15
3 1,200 3,600 4,633 16
4 (- Pewons 1,600 4,800 6,279 17
5 2,000 6,000 7,963 19
6 ) including 2,400 7,200 9,728 19
7 at least 2,550 7,650 9,951 19
8 ) 2 adultsd 2,700 8,100 10,196 19

a The tax rates are 50 per cent for the H Schedule and 38334 per cent for the L Schedule.
b Assumes one-person family is a single unattached individual with no dependents and
that families of two or more persons are husband and wife families and file joint returns.
Assumes also that the families are entitled to the number of exemptions shown in column
1 (and no additional exemptions for blindness or old age) and use the standard deduction.
Rates are those applicable to 1965 and 1966 incomes under the Revenue Act of 1964.
i chlfamin of three or more receives basic allowances $300 less if only one of the members
is adult
dd 1A family of six or more receives basic allowance $150 less if only one of the members is
adult
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the regular federal income tax (unless, of course, taxes were increased
generally to finance the plan). Under the NIT proposal the govern-
ment would pay net benefits to many families who now pay no taxes.
Some families who now pay taxes would be relieved of these and would
qualify for net benefits. Some families who now pay taxes would pay
less taxes. Other families, with relatively high incomes, would be
unaffected.

Table 1 summarizes the proposal for families varying in size from
one to eight members. Column 2 gives the basic allowance, the amount
to which the family unit is entitled if it has no other income. Column
3, which is simply Column 2 multiplied by two for the H-50 Schedule
and by three for the 1-33%4 Schedule, shows the “break-even income”;
below it the family receives a net benefit equal to % or % of the short-
fall from break-even income; above it the net benefit is negative, z.e.,
the family pays a net tax. The net tax is % or 14 of the excess of the
family’s income over the break-even point so long as the tax so com-
puted does not exceed the present federal tax liability. The income
at which the two calculations are equal for typical taxpayers is given
in Column 4, and the marginal tax rate applicable at that income
under the regular tax schedule is shown in Column 5.

The best way to understand the proposal is to consider the dispos-
able income (DY) after tax and allowance which corresponds to every
income (Y) before tax or allowance. Aside from modifications which
will be mentioned below, Y is the total income of the family before
exemptions and deductions. In Figure 1 the solid line OAB shows the
relationship between DY and Y under the present tax law for a mar-
ried couple with two children filing joint returns. After starting from
the origin with a slope of 1, since four-person families with incomes
below $3,000 pay no tax, OAB then takes on successively lower slopes
as income increases and progressively high tax rates apply. The total
tax is the vertical distance between OAB and the 45° line.

The proposal under the H-50 Schedule is to substitute the relation-
ship CDB for OAB. Below $6,144 (Column 4, Table 1) families will
have larger disposable incomes than they do now; the dashed line CD
is higher than the corresponding segment of OAB. Those with no
income will get an allowance of $2,600. Those with incomes below
the break-even level of 85,200 will get some net benefits—and this
group includes some families, those between $3,000 and $5,200, who
now pay tax. Families with incomes between $5,200 and $6,144 will
pay a smaller tax than they do now; and those above $6,144 will not
be affected.
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The plan must include units with incomes somewhat higher than
the break-even level of $5,200 in order to avoid confiscatory mar-
ginal tax rates at that point. The H Schedule would wipe out all tax
payments on incomes below $5,200. If the regular tax schedules
were applied to all income above $5,200 a four-person family with
an income of $5,201 would pay a tax of $322, leaving it with a dis-
posable income of $4,879. In other words, the additional dollar of
earned income would cost the family $322. The plan avoids this
problem by giving the family the option to remain under the negative
income tax system until its disposable income is exactly the same
under the positive and negative income tax. For a family of four
persons, this point is reached under the H Schedule at a “tax-break-
even” income of $6,144,

Figure 1 lliustration of Proposed Income Allowance Plan
for 4-person family under the H-50 Schedule
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II. The Family Unit and the Allowance Schedule

A workable and equitable definition of the family unit is crucial
to the success of a negative income tax plan. The two major problems
are the relative amounts to be provided as basic allowances for fam-
ilies of different size, and the rules governing the assignment of
individuals to units.

A. Basic Allowances in Relation to Family Size and Composition

One consideration in setting the schedule of basic allowances is
the relative cost of supporting units of different sizes at the same
standard of living. By this criterion a family of five should be given
just enough more than a family of four so that neither is “better off”
than the other. In principle a schedule of basic allowances so computed
would be neutral as among families of different sizes. The basic allow-
ance should rise with family size but not proportionately, since there
are economies of scale in family consumption. Beyond this qualitative
indication, the criterion is not an easy tool to apply; it tends to break
apart in the hands of the user. Consumption patterns vary with income,
and the economies of scale will be different for different consumption
mixes. Whose consumption level should be maintained as family size
increases? Parents presumably get some utility, or disutility, from
having children; at any rate parents’ consumption patterns are not the
same as if they were childless.

Another major consideration is the possible impact of the basic
allowance schedule on the stability and cohesion of the family as a
unit. If there are large per capita differentials between small and large
families—more than are justified by economies of scale—there will be
an incentive to split up large units. For example, if a family unit of
two gets a basic allowance of $2,000 and a family unit of four a basic
allowance of $3,000, a group of four people could gain $1,000 by split-
ting into two two-person units.

In the vast majority of cases the factors governing family-unit for-
mation or splits are largely non-pecuniary in nature. Nevertheless, it
would be unwise to ignore the possibility that a financial incentive
might cause families to break up, or to pretend to break up. Accord-
ingly, the objective of scaling assistance to poor families of different
sizes in proportion to their needs must be balanced against the possible
incentive such a standard might provide for family disintegration. The
basic allowance schedules shown in Table 1 were designed to strike
such a balance. In both schedules the per capita allowance for the first
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two members of the family unit is the same—$800 in the H Schedule
and $400 in the L Schedule. Thus there is no incentive for a couple
to define themselves as two single individuals. In the H Schedule the
two $800 allowances are available only to adults; otherwise there would
be an opportunity for financial gain by setting up one-adult units in
which a child is listed as the second $800 member.

The allowance for children declines as the number of children in-
creases. In the H Schedule, the allowances are $500 for each of the first
two children, $400 for the third and fourth, and $200 for the fifth
and sixth. In the L Schedule the allowances are $400 for each of the
first four children, and $150 for the fifth and sixth. No additional
allowance is provided for children after the sixth in order to give
some incentive to limit family size. A corollary, in all justice, is that
the government should make birth control information and supplies
easily accessible.

Although the schedules provide larger per capita allowances for
small than for large families, the incentive to split will normally not
be great. For example, under the H Schedule a family of two adults
and six children would receive $4,600 if it split into four-person fam-
ilies, as compared with $3,800 if the group remained together as one
unit—a difference of only $800. Amounts of this size do not seem to
be large. in comparison with the other considerations that are ordi-
narily significant in the decision to maintain or split a family unit.
For the rare cases of families with very large numbers of children, a
significant financial advantage for splitting is unavoidable. For ex-
ample, the H Schedule would give a family of 12 $6,200 if it split in
two but only $3,800 if it remained together.

B. Membership Rules

Definition of family units for NIT purposes may be the single most
difficult legal and administrative problem. The intention is clear. A
single adult is a unit. A married couple and their children are a unit.
A widowed or divorced mother and her chidren are a unit. But rules
must also cover other situations—children who live with grandmothers
or aunts rather than their own parents, fathers who support children
but do not reside with them, married teenagers, college students, self-
supporting 19-year-olds, etc. The rules should provide for genuinely
split families—some children living with father, others living else-
where with mother—without giving too much financial incentive for
apparent or real splitting of intact families. The following rules have
been devised with some of these complexities in mind.
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A family unit consists of an adult nucleus, plus any other persons
claimed as members by the adult nucleus. Government checks are
payable to the individual, or jointly to the individuals, who form the
adult nucleus; and this nucleus is also responsible for payment of the
offsetting tax. The following can be the adult nucleus of a family unit
for the purpose of qualifying for NIT allowances: ‘

(1) Any person 21 years of age or older.

(2) Any person 19 or 20 years of age who maintains a domicile
separate from his parents or guardian and does not receive more
-than half his support from his parent or guardian, and is not
studying full time for his first college degree. We would con-
clusively presume that any unmarried non-student below 19
years of age was not in fact maintaining a separate domicile.

(3) Any married couple, whatever their ages.

Individuals who are not eligible to be the adult nucleus of a unit are
“children.” The adult nucleus of a unit may claim children as other
members of the unit as follows:

(1) Any child of whom he is (they are) the legal parent(s) or guard-
ian(s) provided the child is living with him (them) in the same
dwelling unit, or, if not, is receiving more than half support
from him (them) or is studying full time for his first college
degree.

(2) Any other children residing with him (them) in the same dwell-
ing unit and receiving more than half support from him (them).
An adult claiming someone else’s child without the written con-
sent of the child’s parent or guardian would have to substantiate
the claim.

However, no adult can claim a child without also including in the
same unit any parent or guardian of the child residing in the same
dwelling unit as the child. And, no adult nucleus can claim another
adult without his consent.

No person can be a member of more than one unit. No person who
is taken as an exemption on any regular income tax return can be
claimed as a member of a family unit claiming NIT allowances. Like-
wise, if either husband or wife is a member of such a unit, they may
not file a joint return under the regular income tax. The income of
all members of a unit must be aggregated for the purposes of the off-
setting tax.

In recognition of the additional expenses of college education, the
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adult basic allowance might be allowed for a person engaged in full
time study for his first college degree, and added to the basic allowance . -
to which the unit would be entitled if the college student were not
counted as a member. Suppose, for example, that one of the three
children of a married couple goes to college. Under the H Schedule
the basic allowance of the family unit would rise from $3,000 to $3,400
($800 for the student plus the schedule allowance for a unit of four,
$2,600).

These rules leave open at least two possibilities that might be re-
garded as loopholes, but there are good reasons for retaining both.
The first is that any adult could qualify as a separate unit and receive
an allowance while remaining residentially, economically, and socially
a part of a unit with adequate income. If this is deemed a loophole, it
would be possible to plug it. But it seems consistent with good social
policy and certainly with horizontal equity to assist adults who are in-
capacitated for independent living and employment by physical or
psychological difficulties, even if they are attached to families of high
income. The other possible “loophole” is that married minors would be
permitted to claim allowances even though they are living with a
parent. Again, this is a possibility which could be eliminated. But the
advantages of giving married couples of whatever age some financial
independence, even if their parents are well off, seem worth the small
cost involved.

III. Definition of Income

Since the basic purpose of the negative income tax is to.alleviate
economic need, the definition of income should not coincide with the
definition used for positive income tax purposes. The latter excludes
many items of income that contribute as much to the ability of the
family unit to support itself at an adequate consumption level as do
taxable items. To avoid paying benefits to those who are not needy,
the definition of income should be comprehensive.

A. Receipts To Be Included in Income

Income for NIT purposes should include many items that are speci-
fically excluded in whole or in part from the positive income tax base.
Thus, tax-exempt interest, realized capital gains, and scholarships and
fellowships in excess of tuition would be included in full; income from
oil and other minerals would be computed after allowance for cost
depletion only; and exclusions for dividends and sick pay would not be
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allowed. In addition to these obvious changes from the positive income
tax base, a number of other modifications seem to be necessary:

(1) The simplest procedure is not to allow any exemptions for de-
pendents or deductions (standard or itemized) in computing income
subject to the offsetting tax. The basic allowance schedule already
reflects the size of unit and the standard costs of living for units of
different sizes. Therefore, further refinement of the income concept
seems unnecessary. The only exception might be to allow deductions
for certain unusual but unavoidable expenditures, e.g., medical ex-
penses greater than some function of the unit’s basic allowance.

(2) Exclusion. of the value of the services of owner-occupied homes
from the offsetting tax would create the same inequities as it does under
the positive income tax. Mr. A does not own his home but pays rent
with the $1,000 of taxable income he receives from $25,000 worth of
securities; Mr. B, having sold his securities and bought a home with the
proceeds, has no taxable income to report. To put these individuals on
a par, the net value of the services provided by B’s home should be
imputed as taxable income to him. For this reason we would favor
inclusion of the value of the services of owner-occupied homes under
the positive as well as the negative income tax. But general reform of
income taxation is not our present purpose, and it is not necessary to
make the definition of taxable income the same for both the positive
and negative income taxes. The reason for taxing this type of income
under the negative income tax is to gear net benefits more accurately
and equitably to the true economic need of the family.

The problem of calculating the imputed net rental value of owner-
occupied homes is admittedly difficult. However, most persons should
be able to estimate the market value of their homes by correcting their
property tax assessments for the generally known rate of underassess-
ment in their locality. The rate of return on this market value must be
imputed on an arbitrary basis. At recent interest and dividend levels,
a b per cent rate would seem fair. As under the ordinary income tax,
actual interest paid on a home mortgage would be deductible from in-
come. Alternatively, at the taxpayer’s option, the canonical 5 per cent
rate of return could be applied to his equity in the home—that is, its
market value less the outstanding principal of the mortgage.

(3) The value of food grown and consumed on the farm should also
be imputed as income. The federal income tax law and most state tax
laws omit this imputation, but it would be undesirable to extend this
omission to a negative income tax. It should be possible to settle on a
flat per capita amount for each state (if not for each region) to be added
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to the money income of farmers for this purpose. Farm families could
declare a smaller amount, but the burden of proof would be on them.
In addition, the value of meals and lodging provided by employers
should be included in employees’ incomes, at least up to the amount
that the individual would normally spend for the same purposes.

(4) Whether government transfer payments should be regarded as
income subject to offsetting tax will depend in large measure on how
the plan is integrated with other public welfare and social insurance
programs. This problem is discussed in Section III infra. In general
we recommend that if a transfer is intended not as a payment based on
need but as deferred compensation for previous work it should be
counted as income. Unemployment compensation and veterans’ pen-
sions, for example, would thus be included in the NIT base. If on the
other hand a payment is based on need and is designed to supplement
the benefits of the NIT program, it should not be counted as income.
Public assistance, the benefits of the food stamp program, and rent
subsidies would accordingly be excluded from income if these programs
are continued unchanged after the negative income tax took effect.

Pensions and annuities from pension plans other than social security
should be included in income to the same extent that they are included
in the positive income tax base. Social security benefits are not included
in the positive income tax base. But if social security beneficiaries are
eligible for NIT, their benefits under Federal Old Age Survivors and
Disability Insurance—but not their Medicare benefits—should be
subject to the offsetting tax, at least in part. They might well be in-
cluded in full, since the proportion of benefits paid for by the re-
cipients is currently relatively low, particularly among those with very
small benefits. Alternatively, a standard fraction of these social security
benefits might be excluded as a return of contributions previously
made from taxed income.

(5) Transfer payments from relatives, friends, and private charities
are as helpful in maintaining consumption as are government transfers.
These gifts should not be discouraged, but neither should the govern-
ment assist individuals with easy access to private sources of aid as
generously as it assists others. If gifts from relatives were to be wholly
excluded from the negative income tax base, adult children of very
wealthy families mlght be eligible for negative income tax allowances.
Also, inequities might arise if some individuals were more fortunate
-than others in the amounts of assistance they receive from private
charities. We propose as a compromise that transfer income from indi-
viduals and private charities be excluded from the tax base up to an



260

amount equal to half the basic allowance shown in Column 2, Table 1.
Amounts in excess of half the basic allowance would be included in
the tax base.

B. Integration with Public Assistance Programs

Current disparities among states in public assistance standards
greatly exceed differences in cost-of-living; they reflect other political
and economic differences among the states. They are inequitable and
lead to uneconomic migrations. Although migration from agriculture
and low income rural areas should be encouraged, it might well be
desirable on both economic and social grounds to reverse the present
tide of migration into a limited number of large northern urban areas.
One of the purposes of establishing a national NIT program is to
guarantee a decent minimum standard of life to Americans wherever
they reside.

Nevertheless, it is probably desirable to encourage states to maintain
public assistance programs as supplements to the national NIT system.
This is particularly true if basic allowances are on the scale of the L
Schedule, since these amounts would be inadequate substitutes for
existing public assistance in most states (though of course much more
comprehensive in coverage). Even the H Schedule falls short of wel-
fare payments now made in some jurisdictions. State and even local
supplementation is an attractive economical way to adjust for cost-of-
living differentials. States with a greater than average sense of obliga-
tion to their less fortunate residents should not be discouraged from
implementing it.

However, if the states continue to administer public assistance with
a 100 per cent tax on other income, the value of the NIT as a device
to maintain work incentives will be diluted. Suppose, for example,
that the H Schedule is in effect nationally and a state wishes to add
$400 to the $2,600 basic allowance for a family of four. If the state
reduces its aid dollar-for-dollar for other income earned up to $400,
the incentive effect of the 50 per cent NIT rate would be negated
unless the family could earn more than $400. To be sure, the family
certainly has more incentive than under present welfare laws; with a
$3,000 basic allowance and 100 per cent tax the family must find a
way of jumping from zero earnings to more than $3,000 before there
is any financial reward for self-help. But it is undesirable for even
small amounts of income to be subject to 100. per cent marginal tax

rates.
States should therefore be encouraged to modify their rules to avoid
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inconsistencies with the national plan. One possibility is to condition
a federal subsidy for supplementary state allowances on adoption by
the states of the federal negative income tax rules. That is, to be en-
titled to a federal grant-in-aid equal to, say, 50 per cent of the cost
of a supplementary program, the states would be required to use the
same rate of offsetting tax as used in the federal negative income tax.

At present the federal government pays an average of 59 per cent
of the cost of federally aided categorical public assistance. The basic
nationwide NIT program would be entirely federal; thus sizable state
funds would be freed for the supplements or other purposes. The
attraction of the optional state supplement plan is that it allows ade-
quate guarantees to be offered in high cost-of-living states without
entailing the expense of providing the same scale of allowances
throughout the country. Also, individual states may find it desirable
to allow for variations in the supplement plan within the state if there
are substantial cost-of-living differences between rural and urban areas.

Ideally, the federal NIT program should be so generous that state
supplements would be unnecessary. Although political and budgetary
considerations probably make this impossible in the beginning, we
believe that once an NIT program was adopted the federal minima
would eventually become adequate. The welfare-minded states would
have strong financial incentives to make the federal government solely
responsible for income maintenance.

Since  we view the negative income tax as a superior alternative to
such welfare programs as Old Age Assistance and Aid to Dependent
Children, we expect these and other categorical income-maintenance
programs to be scaled down or eliminated if the negative income tax
is adopted.

Whether assistance in kind should be abolished once cash assistance
is increased in amount and in coverage is more doubtful. In general,
we suggest that if public housing, the food stamp program and medical
programs for the poor are to be continued, they should be justified,
and modified, by considerations other than income maintenance, For
example, under an adequate negative income tax the means test pres-
ently used in the determination of eligibility for public housing could
be eliminated, and rent subsidies eventually could be eliminated.
Eligibility for housing built under government programs would not
depend on income levels. Public funds might still be made available
by the government at rates below the market rate of interest, but
these loans would be related to urban renewal programs and to the
elimination of discrimination in the housing market—and not to con-
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siderations of income maintenance. On the other hand, society will
not allow anyone to be without essential medical care, even if his in-
ability to pay for it reflects improvidence rather than poverty. There-
fore, it is unlikely that direct assistance in kind in the health field
can be eliminated until a comprehensive, compulsory health insurance
plan is adopted.

C. Integration with Social Security

The negative income tax might be integrated with social security
in two ways. One approach would be to cover people by both social
security and NIT allowances. In this case, as explained above, social
security benefits would be counted partlally or fully as income subject
to offsetting tax.

Alternatively, if minimum social security benefits were set at levels
adequate for all groups, it would be unnecessary to include the aged
and the disabled covered by OASDI in the negative income tax plan.
Those who are not now eligible under the social security system could
be blanketed in, and the cost of their benefits reimbursed to the social
security trust fund from the general treasury. This cost would be
relatively small since the vast majority of retired people are already
covered by social security.

Nevertheless, to raise the benefits of social security to levels high
enough to make the negative income tax unnecessary for retired
people would probably be too expensive to be feasible. The present
minimum social security benefits of $792 a year for a retired worker
and his wife would have to be raised substantially, and it is unlikely
that this could be done without increasing OASDI benefits across the
board. This would be an expensive and inefficient way to meet the
objectives of income assistance, because large amounts of additional
social security benefits would be paid to people whose incomes are
adequate.

In general, it seems advisable to separate income assistance from
the other objectives of the social security system and to meet the min-
imal needs of retired people by NIT allowances rather than by
blanketing them under social security. The two systems are based on
quite different principles; they can and should be operated indepen-
dently.

D. Application of the Offsetting Tax to Wealth
There are a number of arguments for and against taking wealth
into account in computing the offsetting tax. The major argument
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against “taxing” wealth is that income is the basic measure of ability
to pay in the positive tax system. Reducing NIT benefits on the basis
of wealth as well as income seems to impose a discriminatory capital
levy on those with very low incomes. Moreover, the use of a compre-
hensive income tax base would prevent most “tax avoidance” on the
part of recipients of NIT allowances.

On the other hand, it may be argued that the analogy between
positive and negative income taxation is not appropriate. Isn’t a
government providing financial assistance to a family on a need basis
entitled to ask the family to use at least part of its wealth in its own
support? Some would argue that the family should be required to
exhaust its capital before becoming eligible for NIT allowances. This
is an unappealing view, and not only because it is inhumane. A 100
per cent capital levy is surely a disincentive to rainy-day saving, an
invitation to improvidence for anyone who thinks it likely he will be.
needing government help.

In practice, the use of any except the harshest capital test would
have little effect on the vast majority of poor persons. It has been
estimated that only 39 per cent of all family units with incomes below
$3,000 have a net worth of more than $5,000. The average net worth
of all families in these income classes was $7,609, of which owner-
occupied homes acounted for $3,204.

Nevertheless, it seems desirable to take some account of wealth, if
only to avoid the charge that the program would subsidize wealthy
persons who prefer to hold their capital in forms that yield little or
no current income. Currently, an individual owning $100,000 worth
of IBM stock receives cash dividends of less than $1,000 per year. While
it is highly unlikely that such an individual would not have enough
other income to disqualify him for NIT benefits, the mere possibility
that the public might be obliged to such a capitalist could discredit
the program.

One possibility is to deny eligibility to any individual or family
unit with a net worth of more than, say, $25,000. This solution has
the merit of simplicity. However, a fixed limit would deny benefits
to families with wealth just above the limit, while others just below
it would be eligible. Such a “notch” would be inequitable and would
create incentives to conceal or even give away wealth in order to pre-
serve eligibility for negative income tax,

1. D. PROJECTOR & G. WEIsS, SURVEY OF FINANCIAL CHARACTERISTICS OF CONSUMERS, table -
A-1, at 96, table A-8, at 110 (1966).
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A much more equitable approach would be to impose an offsetting
tax on capital as well as on income, though not at the same rate. The
offsetting tax on capital would in effect require the family to use a
portion of its wealth to maintain its consumption. The capital tax
would be a flat percentage, say 10 per cent, of the family’s net worth
above an exemption, most simply stated as some multiple of the basic
allowance. Thus, for example, if the minimum allowance for a family
of four is $3,000, an exemption of eight times the allowance would be
$24,000. A family with a net worth of $50,000 would have to pay 10
per cent of $26,000 or $2,600 as offset against the NIT allowance to
which it would otherwise be entitled.

There is room for difference of opinion on how large the exemption
should be. The arguments are qualitatively the same as those for and
against imposing any capital tax at all. Qur own balance of these con-
siderations leads us to suggest an exemption between four and eight
times the basic allowance.

Net worth should be comprehensively calculated, with the family’s
debts deducted from its total assets. Valuations should be made on a
. current market basis; where market valuations are not available, they
should be approximated by expert appraisers. As observed above, the
value of owner-occupied homes may be estimated in most parts of the
country by reference to the average ratio of market values to assessed
values in the community.

Including the value of the equity in owner-occupied homes in net
worth may be regarded as too strict. This rule might force some poor
people to sell or mortgage their homes. But it would be highly in-
equitable to require a capital offset on the part of families with other
types of assets and to exclude homes altogether. Since in any case the
proposal would exempt a substantial amount of wealth for each family
unit, any hardship that might be imposed on poor homeowners would
be minimal. If further protection against the danger of forced sales
is desired, the value of the home might be reckoned, not as market
value, but as the maximum first mortgage for which it would stand
as collateral.

An alternative method of dealing with wealth is to disregard prop-
erty income in defining taxable income and to impose an appropri-
ately larger offsetting tax on capital. For example, a total of 15 per cent
might be imputed to the family’s net worth and taxed as income. The
15 per cent equals the sum of a 5 per cent rate of return plus the 10
per cent capital offset discussed above. This procedure has the ad-
vantage of correcting for differential yields on assets; it would even
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impute a rate of return to cash holdings. To provide for the exemp-
tion proposed earlier, the imputation might be set at the rate of 5
per cent on net worth up to eight times the minimum allowance and
15 per cent above this point. This method has the additional virtue
that the form filed by the family would require only two items of
information—total family earnings and net worth—whereas the other
method would require the family to report property income as well.
On balance, there is little to choose between the two.

E. Fluctuating Incomes

It is well known that a progressive income tax based on a one-year
accounting period imposes a heavier tax burden on persons with
fluctuating annual incomes than on those with stable incomes. For
example, under present law, the federal income taxes on a single per-
son with an income of $25,000 in each of two successive years total
$17,060; if the individual receives $50,000 in one year and has no
income in the second year, his two-year tax would be $22;500, or
almost a third higher. To reduce this inequity, sections 1301-04 of the
Internal Revenue Code of 1954 allow a measure of “income averaging”
in federal taxation. Under these provisions, taxpayers are generally
permitted to average their income for individual income tax purposes
if “averageable income” (current year income minus 1337 per cent
of the average of the four prior years’ income) exceeds $3,000.2

Similar inequities could arise under negative income taxation. But
here the rate structure benefits rather than penalizes recipients of
fluctuating incomes. Fluctuations in and out of the NIT income range
are advantageous. Consider an individual at the tax-break-even income
level, with a regular marginal tax rate of 20 per cent and an NIT rate
of 50 per cent. If his income exceeds that level by $1,000 he is taxed
$200. If his income falls short by $1,000, he gains $500. Over a two-
year cycle he is $300 better off than if he had received the same total
in equal installments.

Under plan H-50 a family of four which earns a total of $10,000
spread evenly over a three year period will receive $2,800 in NIT
benefits. The same family, if it earned $10,000 in one year and nothing
in the two following years, would pay $1,114 in positive tax and

2. INT. REv. CODE OF 1954, § 1301, provides:

... the tax imposed by Section 1 for the computation year which is attributable to
averagable income shall be 5 times the increase in tax under such section which would
result from adding 20 per cent of such income to . . . 133149, of [the average income
of the previous four years].
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receive $5,200 in net NIT benefits during the two years of zero in-
come: its net receipts from government over the three-year period
would thus be $4,086.

Moreover, there will doubtless be some instances in which the use
of an annual accounting period for negative income tax purposes will
provide benefits to persons who are not “poor” by most standards. Con-
sider, for example, an individual who spends all his income when he
earns it, with violently fluctuating annual income. Most people would
not regard it as proper to provide negative income tax payments in
one year to an individual who earned $25,000 in the year before.

In spite of these inequities and anomalies, it does not seem desirable
to try to enforce income-averaging by NIT allowance recipients. Most
eligible people, the real poor, gear their outlays closely to their in-
comes. They would suffer real hardships if their current NIT benefits
were cut back because of their past income, or if in their more pros-
perous years they had to repay NIT benefits received in the past. The
rich man who by design or misfortune turns up with no income in
one particular year will usually be disqualified by the offsetting capital
levy already discussed. If not, the best protection is simply to deny
him the privilege of averaging for regular income tax purposes if he
has received negative income tax benefits in any of the four preceding
years. A rule of this sort would require any individual with wide
income fluctuations to weigh the advantage of receiving negative
income tax against the disadvantage of losing the benefits of income
averaging. It has the obvious attraction that it is entirely self-admin-
istering and does not complicate the negative or positive income
taxes.®

IV. Methods of Payment

Although the calendar year should be the basic accounting period,
there is every reason to adopt a short payment period. Benefits should
be paid weekly or twice monthly to prevent real distress among those
who have little capital or credit. Such an arrangement would be
analogous to the positive income tax, which is withheld weekly or
twice monthly for most wage earners and is then subject to a final
reconciliation for the entire year when the final tax return is filed.

Government welfare and other agencies have substantial experience

8. A statement of the rule might be included with the averaging form. It is doubtful
that this refinement needs to be mentioned on the form filed by the negative income tax
recipient.
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in the payment of transfers to individuals and families, so that the
mere preparation and mailing of NIT allowance checks poses no great
administrative difficulties. The problem is to devise a method of pay-
ment prompt enough to prevent distress among those eligible and
in great need for assistance while avoiding the paternalistic rules now
imposed by the nation’s welfare programs. Among the methods we
have considered, two meet the requirements: (1) automatic payments
of full basic allowances to all families,* except those who waive pay-
ment in order to avoid withholding of the offsetting tax on other
earnings; (2) payment of net benefits upon execution of a declaration
of estimated income, patterned along the lines now used for quarterly
payments of federal income tax by persons not subject to withholding.

A. Automatic Payments of the Full Basic Allowance

Under this system, the full basic allowance would be mailed out at
the beginning of each period—week, or half-month—to all families.
The checks would be received by families who may ultimately have
incomes in excess of the break-even point, as well as those who will
be eligible for net benefits. Likewise, all families would be subject to
withholding at the rate of the offsetting tax on the first X dollars of their
earnings, and would be required to pay the offsetting tax on other
income by quarterly declaration. Final adjustment would be made
by the tax return for the year filed the next April 15th.

This method may be illustrated for a family of two which, on the
basis of the H-50 Schedule, has a basic allowance of $1,600, a break-
even point of $3,200 and an offsetting tax rate of 50 per cent, and
a tax-break-even point of $3,868. The basic allowance would be mailed
to all families in 24 installments of $66.67. However, withholding
tables would be adjusted so that 50 per cent of earnings up to $322.33
per month ($3,868 a year) would be withheld. Taxpayers not subject
to withholding would be expected to pay the offsetting tax quarterly.

4. This is the procedure used for “demogrants” or family allowances in other countries,
The essential characteristic of demogrants is that the payment is made to all families in
the potential eligible group, regardless of income. In some cases, the allowances are sub-
ject to positive income tax, but this is not a necessary condition. Family allowances are
used in many countries, including Canada, Belgium, France, West Germany, Italy, Luxem-
burg, Netherlands, Sweden and the United Kingdom. For data on the European countries,
see Joint EcoNomic ComMmITTEE, EUROPEAN EcoNoMic SysTEMs, EcONOMIC POLICIES AND
PRACTICES, PAPER No. 7, 89th Cong., Ist Sess. (1965). It should be noted that universal pay-
ment of basic allowances under an NIT program does not mean everyone is benefited by
the program. Most people would pay an offsetting tax large enough to repay the allowance
checks. Therefore the NIT program differs in essential respects from programs under which
everyone benefits, no matter how wealthy. There is only an apparent procedural similarity.



268

There is no reason, of course, to burden the government and the
population with unnecessary exchanges of payments. Any family which
does not expect to be eligible for significant net NIT benefits can
always elect to withdraw. The family will not then receive the periodic
basic allowance payment from the government, and its working mem-
bers will not be subject to withholding (or quarterly payments) of
the offsetting tax. This election could be made in writing either to
the Internal Revenue Service or to the employer. In the former case,
the IRS would inform the employer not to withhold the offsetting
tax. In the latter, the employer would inform the government through
the IRS to stop the payments.

B. Declarations by Benefit Claimants

The declaration method would operate as follows: At any time
families who believe they are or will be eligible for net NIT benefits
could prepare a declaration of expected income for the current year.
The declaration might be a simple post-card form requiring informa-
tion only on family composition, expected income for the year, income
in the prior quarter, and (if the proposed offsetting tax on wealth
were adopted) net worth. The federal government—whether the IRS
or some other agency—would compute the estimated net benefit, basic
allowance less offsetting tax, for the year. Taking account of payments
already made to the family during the year and taxes already collected
from the family, the agency could estimate the remaining net benefit
due and pay it in weekly or twice-monthly installments. Families
whose incomes increased above expectation would be required to file
a new declaration to stop or reduce the benefit payments. Families
whose income fell short of expectation could make a new declaration
at any time. Even if circumstances do not change, a renewed declara-
tion would be required at the beginning of each year.

The withholding system would not need to be changed to collect
the offsetting tax, because it would be deducted in determining net
benefits to be paid.

The declaration method would not, of course, avoid the necessity
of a final accounting and settlement between the family and the gov-
ernment for the year as a whole. This would be accomplished, as
now, by the final income tax return on April 15, which would cover
obligations under both the NIT and the regular income tax. At this
time the family would either claim any net benefits not previously
received or pay any net amount due the government.

The major drawback of the declaration method is that it would
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invite many families to underestimate their income in order to obtain
current payments. Claims for benefit payments would have to be com-
pared with income information already available from prior years,
from prior declarations, and employers’ withholding. The computer
makes prompt cross-checking of this kind feasible. Nevertheless, some
families will use the NIT facility as an easy source of credit. This
is not wholly undesirable, because many poor people lack credit facil-
ities. But it would be reasonable to charge an interest penalty for
underpayment of taxes or over-claiming of benefits. There will also
be cases of outright fraud and these will have to be handled as severely
as is fraud in the positive income tax. However, it should be remem-
bered that the amounts potentially involved in “negative” fraud are
small fractions of the sums often at stake in “positive”” fraud.

It is difficult to choose between the two methods of payment. Both
are workable. The declaration method would limit payments to fam-
ilies who expect to be eligible for net benefits and would not require
any changes in the present withholding system. The automatic pay-
ment method, on the other hand, would be less likely to be abused
by persons who are willing to take the chance of defrauding the govern-
ment. The declaration method imposes the burden of initiative on
those who need payments; the automatic payment method places the
burden on those who do not want them. It may be argued that the
latter are more likely to have the needed financial literacy and paper-
work sophistication.

V. Budgetary Cost of the Plans

We have made a tentative and preliminary attempt to estimate the
cost of the plans to the federal government. These estimates should
be regarded as merely indicative and very rough. The costs are defined
as the net reduction in income tax revenues which would result from
superimposing the plans on the 1965 income tax code; this sum is the
equivalent of the total increase in family incomes after taxes and
allowances resulting from the plan, Although the tax law and rates
applicable in 1965 are the reference point, the cost estimates are based
on the 1962 population and the 1962 distribution of families by size
and income. The reason is that 1962 was the last year for which Sta-
tistics of Income: Individual Income Tax Returns was published when
work on these estimates commenced.

We made four sets of cost estimates covering each of the two allow-
ance schedules in turn at the rates of 50 per cent and 3314 per cent.
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The costs are broken down into three parts: (A) the net benefits to
family units which did not pay taxes in 1962; (B) net NIT benefits,
plus reduction in income tax payments, for units which paid taxes in
1962 and which would receive net benefits under the negative income
tax plan (i.e., families whose incomes are below the break-even points);
(C) the reduction in taxes for units which paid income taxes in 1962
whose net benefits would be negative under NIT but smaller than
their regular income tax liability. The cost estimates for each of the
four plans are given in Table 2.

TABLE 2

ESTIMATES OF ALTERNATIVE NEGATIVE INCOME TAx PLANS
(billions of dollars)s

H Schedule L Schedule
The status under 33149, 509, 33149, 509,
present law tax rate tax rate tax rate tax rate
A. Nontaxable 22.3 18.2 10.0 6.7

B. Taxable, income
below break-even
point 23.2 6.7 3.3 2

C. Taxable, income
above break-even
point 38 1.1 1.0 R

Total cost 493 26.0 143 70

The estimates are based on data found in Table 18 of the Statistics
of Income;® this is the basis for an estimate of the distribution of tax-
paying families by size and income. In deriving these distributions we
assumed that families who claim children as exemptions do not have
other dependents and families who have other dependents do not have
children. Secondly, it was necessary to account for the 14.1 million
people who do not appear on tax returns. It was assumed that they
have the same family size and income characteristics as the non-tax-
paying units who filed returns in 1962. This last assumption probably
leads to a downward bias in the cost estimates, as families who do not
file tax returns can be expected to have very low income.

On the other hand, the costs are over-estimated to the extent that
the “adjusted gross income” concept on which they are based is nar-

5. These estimates are based upon a distribution of taxpaying families by size and
income estimated from U.S. TREASURY DEP'T, INTERNAL REVENUE SERVICE, STATISTICS .OF
INcOME—1962: INDIVIDUAL TAX RETURNS table 18 (1965).

6. Id. i
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rower than the income concept proposed for NIT. Also, against the
cost of the NIT program must be set the saving on other governmental
income assistance programs which it will, at least in time, substantially
replace. The federal government spends $3.2 billion for categorical
public assistance, and the states and ‘localities dispense another $2.4
billion.

On the assumption that people receiving social security also qualify
for negative income tax, the single largest downward adjustment in
the cost estimate would result from the inclusion of social security
and veterans' pensions in the tax base. On the basis of information
from the Social Security Administration,? it is estimated that about
$4 billion of OASDI benefits and veterans’ pensions are paid to mar-
ried couples whose total income (including social security) is less than
$3,000 and to single men and women whose income is less than $1,500.
Since this type of income accounts for between 50 and 60 per cent of
the total income of these groups, its inclusion in the tax base under
plan H-50 would increase the base by at least $4 billion and decrease
the cost of the plan by at least $2 billion.

In 1962 the gross rental value of owner-occupied dwellings was
estimated to be $37 billion. From the 1960 Census of Housing® we
estimated that about 12.8 per cent of the total value of owner-occupied
homes was owned by people whose income was less than $3,000. We
estimate that imputing a 5 per cent return on owner-occupied resi-
dences would increase the negative income tax base by about $2
billion and decrease the cost of plan H-50 by about $1 billion. Other
items, part of which would be included in the broader negative in-
come tax base include: $500 million of capital gains accruing to tax-
paying units whose adjusted gross income was less than $3,000, $1
billion of unemployment compensation and $2.2 billion of food con-
sumed on farms. '

Although our analysis is very imprecise, we estimate that the
broadened tax base would save between $3 and $5 billion for plan
H-50. It is not obvious whether the saving for plan H-33 would be
higher or lower. For this plan the break-even levels of income are
higher; therefore larger amounts of income that is not now taxed

7. See Merriam, Social Welfare Expenditures, 1963-6¢, in SOCIAL SECURITY ADMINISTRA-
TION BULLETIN, table 3, at 8, 9 (October, 1964); Palmove, Differences in Sources and Size of
Income: Findings of the 1963 Survey of the Aged, in SOCIAL SECURITY ADMINISTRATION
BULLETIN, table 1, at 8 (May, 1965).

8. 2 U.S. DEP’T oF COMMERCE, BUREAU OF THE CENsUS, CENsus oF HOUSING pt. 1, table A-3,
at 1-5 (1963). . o



would be included in the negative income tax base. On the other
hand, the tax rate is lower.

Taking into account the fact that a substantial proportion of the
$5.6 billion of categorical assistance would be replaced by NIT, the
net cost of H-50 would be about $20 billion, while plan H-33 would
cost at least twice that amount. The net cost of plan L-33 would be
around $10 billion, while the cost for L-50 would be less than $5
billion:

Clearly these rough estimates do not even begin to take account of:

(I) The growth of population and income since 1962: There are
more people, but the incidence of poverty has declined. How the costs
of various NIT programs have been affected is hard to say.

(2) Induced responses to the program itself: Some people may work
and earn more when their marginal tax rate is reduced from 100 per
cent to 50 per cent or 33 per cent, while others work and earn less
when the government makes them better off and raises their marginal
tax rate from zero or 14-20 per cent to 33 or 50 per cent. These re-
sponses will change the tax base, but in the absence of experience or
experiment it is not possible to estimate in which direction or how
much.

(8) Savings in government expenditures other than income assist-
ance: To an unknown degree NIT benefits may reduce the need for
assistance in kind such as medical care, housing and food. We believe
that a generous NIT program would also in time diminish expendi-
tures now devoted to controlling and suppressing the symptoms of
poverty—crime, social disorder, unsanitary environments—rather than
to eliminating poverty. But budgetary savings are the smallest con-
sideration in this anticipated consequence of the program, and they
neither can be nor need to be estimated.

Although the authors believe that it is well within the fiscal capacity
of.this country to adopt a generous negative tax plan, there may be in
the first instance a conflict between cost, the adequacy of the basic
allowances, and the objective of keeping the offsetting tax rate as low
as possible. The allowance levels for plan L are inadequate for many
parts of the country and this plan would have to be supplemented in
some way. On the other hand, if plan H were adopted for the country
as a whole, the offsetting tax rate would probably have to be consider-
ably higher than 33 per cent because of cost considerations. High tax
rates unfortunately weaken one of the basic objectives of NIT, namely
to improve upon the disincentive aspects of existing welfare programs.

The course of action which we think best balances these considera-
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tions is federal enactment of plan L with a tax rate of 40 per cent.
The basic allowances of this plan would then, we hope, be supple-
mented by individual high cost-of-living states along the lines outlined
above. As the federal budgetary situation eases, the national basic
allowance schedule could be gradually improved to approach plan H.
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Representative Grirrrras. Thank you very much, Mr. Tobin.
Mrs. Winston ?

STATEMENT OF MRS. ELLEN WINSTON, WELFARE CONSULTANT,
AND FORMER COMMISSIONER OF WELFARE, U.S. DEPARTMENT
OF HEALTH, EDUCATION, AND WELFARE

Mrs. Winston. Thank you, Madam Chairman, members of the com-
mittee. I have already filed a statement that I ask be included in the
record, and I shall speak of some of the points in that.

In preparing this statement, I was guided by some of the questions
that were sent out in preparation for the testimony. When one comes
along as third in a panel, there will be, unfortunately, some repetition,
or perhaps fortunately so, because that emphasizes our points.
irst of all, I would like to emphasize the fact that there are mil-
lions of poor who need help now, not next year or in a later year after
we have gone through the process of lengthy discussion and debate
about the adoption of some system other than public assistance, such
as negative income tax, or children’s allowances, or some other ap-
proach that has been discussed before the committee. Therefore, I
think we need to address ourselves to the people now receiving public
assistance, who need more financial help today, and how we may
promptly extend financial aid to those who are now eligible under
existing Federal law, but not receiving assistance because of a variety of
State limitations. This is particularly pertinent because of the Supreme
Court decision earlier this week.

In addition, of course, to income maintenance, we need to give at-
tention to the need for services—not services for all people, but services
for those who wish to receive help in raising their level of living,
strengthening family life, improving their employability, and in a
great number of ways. We need to provide this help irrespective of
financial status, because we find the need for services across the entire
income range, such as need for a vastly expanded homemaker service
program. We now have about 12,000 homemakers in this country; we
need an estimated 200,000, on a minimal basis. The extension of day
care likewise has to be substantial. At the present time, we have facili-
ties for something like 475,000 young children; we need day care for
an estimated 3 million young children at this time.

There is also the need for intensified counseling and help in how to
get to and use the range of services that is available while we are
expanding and bolstering those services, not only in the welfare field,
but also in education and health, employability, and so on.

In the second place, we need to evaluate and program in much
greater detail than we have up to the present time what we will require
as a_continuing public assistance program and the expanded com-
munity services which will be needed. Come what may, there will need
to be a net of provisions to undergird those persons who, for any rea-
son, are most vulnerable in our society. I would suggest that this
should include an objective, practical, basically routine public assist-
ance program, whether this is the continuing method of economic aid
for the poor, or whether it is reduced to a smaller program through
introduction of some new type of income maintenance. In the latter
case, the public assistance program would then become residual, for
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those who have the greater economic needs or special crises which call
for special help.

The Congress made it possible many years ago to provide through
the States minimal income maintenance. I use the term “minimal”
advisedly in relation to the amount of assistance which may be pro-
vided with Federal matching; namely, $75 per month, on the average,
for the aged or disabled and $32 for a child or a_parent. Within this
overall framework, we have given the States really total freedom in
setting the level at which they would provide help. Consequently, we
have an inequitable program, a very inequitable approach across the
country. When we have tried to defend this, we have noted that States
with low per capita income had much greater difficulty in providing
for their citizens than States with higher per capita income. But
actually, the data do not support this kind of explanation.

In a release of last month, for example, we were told that the na-
tional average amount expended per inhabitant for all welfare pay-
ments in fiscal 1967 was $34.80, ranging from $75.70 in Oklahoma to
$10.50 in Indiana, although the States ranked just the reverse in terms
of their per capita income and, theoretically, their ability to provide
adequate programs.

We also know that the distribution of funds between the Federal
and non-Federal levels of government is important, with the Federal
Government now providing almost 60 percent of the cost of public
assistance, but that more than 40 percent of non-Federal funds is also
highly important in terms of any consideration of a continuing pro-
gram. I think it is questionable whether we would want to move to a
totally federally supported program at this time, but obviously, the
inequitable results of the present system should be reformed. For that
reason, I want to call your particular attention to the recommendation
of the Advisory Council on Public Welfare.

The proposal was made by the council that on the basis of a purely
objective formula each State would put in a certain amount of money
as the bottom layer of financing public welfare programs. Then the
Federal Government’s contribution would come in on top to maintain
nationally established standards. It would also take care of any addi-
tional risks or changes—such, for example, as the additional number
of children who now become eligible for assistance as a result of the
Supreme Court decision. Such a system would include not only public
assistance but also administration costs, medical care for those unable
to pay, and an increasing battery of social services which would be
available to people across the board. Under this recommendation, there
would be a single formula which would cover all of these items.

Tt is important to think in terms of a single formula that covers the
gamut—not that we allocate certain responsibilities at the Federal
level and other responsibilities at the State level, for the simple reason
that we again would have great inequities. As long as we have Federal
participation in all parts of the program, we have the leverage for
national standards in all parts of the program.

You raised the question as to why we need uniform national stand-
ards. I thought it would be useful to point out well-known figures, but
they certainly emphasize this. For example, in March of this year, the
AFDC payment per needy individual ranged from $8.50 in Mississippi
to $61.45 in New York. Another measure that is perhaps just as useful,
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that we have not emphasized so much, is the fact that there were 22
children per thousand under age 18 in South Carolina receiving
AFDC help in the same month that there were 110 per thousand in
West Virginia, States which are almost equal in per capita income.

So it is not a question of having to document the need for uniform
national standards, but rather, a question of how soon we are going
to move to require them.

In looking at the current situation and what we need to do now, as
well as what we may do in the future, is it important to emphasize
again the need to remove the 1967 coercive and restrictive provisions
in public assistance, and to require conformity up to the maximum fi-
nancial provisions of present law, which would have substantial bene-
fits for the very poor. We are not even taking full advantage of those
ameliorative provisions in our present law in any of the States, to my
knowledge.

We have seen that this type of change is very difficult. Efforts to
enact legislation to require States to meet their own standards in full
have not been successful. We are all familiar with the efforts that
have been expended to try to remove the more restrictive of the 1967
amendments.

Again, we come to this question of diversity of the caseload, the fact
that we look at the aged and the disabled and the blind from one point
of view and with little criticism, even though this has not moved
us to provide adequate grants generally for them. But as we turn to
the AFDC caseload, there are all the questions of employability, what
we do in the way of extending training, and so on. These have already
been discussed by both Dr. Miller and Dr. Tobin. I would like to make
one further point; that is the importance of providing supportive
services in the community so that the very poor woman has the same
opportunity for choice as to what she does with regard to employment
and the care of her children that the women in more fortunate cir-
cumstances have. Sometimes we tend to disregard the importance of
her being able to act as the same free agent with regard to determining
what she considers best for her family that we take as a matter of
ordinary decision on the part of most women.

I would like to reemphasize what has already been pointed out,
that from our sketchy research and what we know empirically, poor
women are motivated to seek jobs and to help improve the situation
of their families as are women who do not fall into this category.
Also, it is important as we move forward to think in terms of what we
can do to stress the tremendous movement in the AFDC caseload.

For example, in 1967, cases closed represented 42 percent of the
average monthly AFDC caseload for the calendar year. These are
not people who come and stay on assistance to the last possible month.
Rather, they go off very promptly on the average.

We are beginning to recognize that it is necessary as we look at
the present program, let alone what we consider for the long haul, to
move as promptly as possible to financial need as the single eligibility
criterion, that we adopt across the country a simplified method for
determinine eligibi'ity. This is often referred to as a declaration or
affidayit. Of course, there must be test checks. The test checks that
have been made show that this is just as efficient as former nrocedures
as well as being a far more economical and dignified system.
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I would like to return to the point for a moment of the persons
currently eligible under Federal law who are not receiving financial
aid. As of just a year ago, the Department of Health, Education, and
Welfare estimate on this was 8.5 million persons eligible under Fed-
eral law not receiving assistance. This was slightly higher than the
public assistance load as of that time.

Another point that has to be dealt with, and that I find cropping up
in discussions of even the proposals for other forms of income mainte-
nance, is how people spend their money. Actually, we know that most
of these mothers in AFDC families do a good job. Otherwise, they
would not be able to eke out a daily living for their families. We do not
ask how families who receive governmental help in any of the other
programs spend their money. This is one of the concerns that has to be
dealt with as we look at what it would mean to give a mother enough
money so that she could rear her children in some decency.

If we would extend and improve our public assistance payments so
that there was simply enough money, we would reduce greatly the
number of families which need some other type of special public
help. T have often gone back to an experience I had in Detroit 2 or
3 years ago. While speaking to a group, an AFDC mother stood up
in the back and said, “You talked about services this evening. If you
would just give me enough money, I could meet the rent and pay
for the other things my children need. I do not need services.”

That, I think, we sometimes forget.

Another area that must be dealt with is this question of a cycle
of welfare dependency. Yesterday, I had the question thrown at me.
What about third-generation families on AFDC? Actually, of course,
we do not have the data we need to reply precisely. This is an area
in which we have been very slow to undertake what would really be
rather simple research.

We do know, however, that by the time they reach 18 years of age,
approximately one out of six of our young people have for a shorter
or longer period been helped by the AFDC program. By looking
at the population generally, we know that most of them have moved
into the total society and are taking care of their families, paying
taxes, and so on.

Certainly we would see this whole process of helping young people
become economically independent greatly stepped up if they were
given a fair chance through an adequate income as they were growing
up.
This brings me also to the present law in which we now permit a
working parent to retain part of his or her earnings without being
penalized in terms of the AFDC grant. The law, as you well know,
provides for exempting $30 plus one-third of the balance. This is a
very limited concession to the poor in their efforts to better themselves.
We need to work out very carefully what it really takes in the way of
cash incentives to help people move themselves out of the poverty
group.

We have available, while we are discussing and anlyzing and study-
ing all of the current proposals, a blueprint for immediate reform. For
that reason, I want to call your attention again to the report of the
Advisory Council on Public Welfare, “Having the Power, We Have
the Duty,” issued in 1966. This report was supported by the recom-
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mendations of the President’s Advisory Commission on Rural Pov-
erty in 1967, and of the Advisory Commission on Civil Disorders in
1968. Even if we opt for a different system in the end, whatever that
may be, it is still necessary to bring about major reform for the resid-
ual load within the framework of public assistance. Here in this
report we have many of the major steps that would be necessary.

In summary, along with steps to improve public assistance that are
long term in their connotations, I would like to emphasize the im-
portance of moving now toward mandatory national standards, a
change in Federal-State financing; the use of declarations across the
country in determining eligibility base on the sole criterion of need;
inclusion in the public assistance caseload of all who are eligible for
financial aid under Federal law; more cash incentives for those who
become employed ; and a strengthened program of social services avail-
able to all who might require them, irrespective of economic status.
Substantial changes could be made if we simply made mandatory cer-
tain provisions of Federal law which are now permissive, and if we
moved promptly to repeal the restrictive provisions in Public Law
90-248.

(The prepared statement of Mrs. Winston follows:)

PREPARED STATEMENT OF ELLEN WINSTON

Madam Chairman and members of the subcommittee: My name is Ellen
Winston. My comments represent my own views based on experience as the
former Commissioner of Welfare of the U.S. Department of Health, Education,
and Welfare and prior to that the Commissioner of Public Welfare for the State
of North Carolina. I welcome the opportunity to discuss some of the problems of
our present welfare programs and some of the methods for effecting change.

We know the statistics on the number of the poor we now have in this country.
We know the extent to which the public assistance programs partially meet the
basic maintenance needs of some of them. We know the public as :istance federal
legislation which is both differentially and not fully implemented by the states.
Hence there is no need to summarize the current situation.

Rather we need first of all to emphasize the fact that there are millions of poor
who need help 7010, not next year, not after we have gone throucgh the process of
lengthy discussion and debate around adoption of some system other than public
assistance for much of the income maintenance problem. The most obvious way
in which to help the very young, the very old, and the disabled today is by pro-
viding more money for those now receiving assistance and extending finanecial aid
to those who are eligible under existing federal law but not receiving assistance.

In addition, there should also be available, to tho-e who wish them, services to
help raise the level of living and strength family life, irrespective of financial
status, such as a vastly expanded homemaker service program from the paltry
12,000 homemakers we now have to some 200,000 ; extension of day care to provide
for 3,000,000 young children; intensified counseling and help in using already
available community resources while seeking to expand the range of such re-
sources. Such vitally important social welfare programs need to be bolstered by
expansion of other programs readily within our immediate ability to provide, such
as literary education, intensive skill training, and related services.

In the second place, we need to evaluate and program in detail what we shall
require as a continuing public as<istance nrogram, ard the exnanded community
services which will be necessary, so that there will be a net of provisions to un-
dergird those percons who for any reason are the most vulnerable in our society.
This includes an objective, practical, basically routine public assistance program
whether this is the contiruing method of economic aid for the poor or whether it
is reduced through introduction of a new income maintenance nrogram to those
who have the greater economic needs or special crises which call for special help.

Historically, the Congress throuch the Sorial Security Act has made it pos-
sible for states to provide minimal income maintenance, and I use the term mini-
mal advisedly, related to the fact that the federal government now msatches
up to $75 on the average per month for an aged or disabled individual, $32 for
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a child or a parent. The states have had total freedom in setting the level at
which they would provide help to their needy citizens in relation to this potential.
Obviously this inequitable approach cannot continue. We have rather generally
glossed over the situation by noting that states with low per capita incomes
could not provide as -well for their citizens as states with higher per capita
incomes without making excessive effort. Actually the data do not support this
simple explanation. According to the Department of Health, Education, and
Welfare in a release of May 1968, the national average amount expended per
inhabitant for all welfare payments in fiscal 1967 was $34.80, ranging from $75.70
per inhabitant in Oklahoma to $10.50 in Indiana, states that ranked just the
reverse or 36th and 15th, respectively, in per capita income in 1966. We also
know that almost 60 per cent of the costs of public assistance are borne by
the federal government but the more than 40 per cent from state and local funds
represents a significant contribution.

It is questionable whether we would move to a system which would eliminate
non-federal support, throwing the entire burden on federal tax sources, but
obviously the inequitable results of the present system of state-federal fiscal
relations must be reformed. Thus, the recommendation of the Advisory Council
on Public Welfare for an entirely new system of federal-state matching to re-
place the old system of additional non-federal funds being required in order
to capture additional federal funds is basic. The proposal was made that on
a purely objective basis the federal government would specify for each state
its equitable share of the cost of a program to meet national standards. The
state’s share would go in as the bottom layer of funds. The federal government
would then commit itself to the additional funds required to maintain the estab-
lished standards and would accept the risks of any additional costs that might
arise during a given fiscal year. Such a system of federal-state fiscal relations
would include not only public assistance grants but also administrative costs,
medical care for those unable to pay for such care, and an increasing battery
of social services designed to strengthen family life, to help individuals cope
more effectively with our complex society, and to promote increasing participa-
tion in community life. A single formula is not only administratively desirable,
but -would also provide the federal leverage for standards in all aspects of the
program, not just public assistance payments. )

It requires only the most cursory review of published”data with regard to
public welfare programs, whether they be financial assistance, medical care,
or social services to recognize the need for uniform national standards. With
AFDC payments per needy individual which ranged from $8.50 in Mississippi
to $61.45 in New York in March 1968 or, as another measure from 22 children
per 1,000 population under age 18 in South Carolina in December 1967 to 110
in West Virginia, states of almost equal rank in per capita income (49th and
47th in 1966), the case for uniform national standards is clear-cut. It is not
a question of having further to document the need for such standards, with
perhaps minor adjustments to take account of the breadth and diversity of
the nation. but rather a question of how soon.

Even with the present public assistance system, congressional action to re-
move the 1967 coercive and restrictive provisions and to require conformity
up to the maximum financial provisions of the present law would have substan-
tial benefits. Efforts to enact legislation to require states to meet their own
standards of need in full have not been successful to date and the history of
efforts to reverse certain 1967 amendments is well known.

There is much attention to reducing the public assistance case load, especially
the aid to families of dependent children case load, as clearly the aged and the
disab'ed are less vulnerable to criticism. Certainly there are thousands of persons
in the AFDC case load who can with avpropriate training enter the labor market,
although the numbers are small relative to the size of the program. The poor
mother shou'd have opnortunity for training, for education, for family planning
services. for adequate day care for children that other more fortunate women
in higher income brackets accept so that the economically deprived mother may
make choices as to what is best for her family and her children at a given period
of time. The all too few available research reports support the empirical judg-
ment of nersons close to the program that large numbers of women receiving
AFDC would welcome the opportunity to move into a job situation in which
they could either partially or totally support their families.

_ Basically AFDC is for manv of the recinients a short-term program, taking
care of families during a period of crisis who then move into independent status
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as their situation changes. In 1967, cases closed represented 42 per cent of the
average monthly case load for the calendar year.

If we are actually to meet basic need in this country, in terms of nationally
adopted standards, it is essential that need for financial aid be the sole eligi-
bility criterion and that a simplified method, often referred to as a declaration
or affidavit, be adopted as the basis for determining eligibility. Reform to initiate
thg simple criterion of need as the basis of the individual’s filing an application,
\\j}th appropriate test checks, would increase substantially the number of re-
cipients of public assistance. In much of the debate there is the assumption
that most or all eligible people are receiving aid. The Department of Health,
Education, and Welfare estimated that as of June 1967, 8.5 million persons who
were eligible under federal law were not receiving assistance. If we were to
set national standards at the so-called poverty level, and supplement those
earners unable to provide for minimum decency standards of living for their
families, we know approximately what the increase in recipients of larger or
smaller amounts of aid would be.

The afluent of our society have a tendency to question how assistance re-
gipients both spend their current inadequate incomes and would spend any
increased funds. In the first place, the mothers in AFDC families, taking into
account the whole pattern of deprivation in which they exist, on the whole
do a remarkable job in using the small sums available to them to eke out a daily
living for their families. We do not ask how the old age insurance beneficiary
or the recipient of an agricultural subsidy spends his funds. ‘Why, then, this
preocupation with the way in which a mother of five with a total AFDC grant
of perhaps $240 a month spends her money and what she would do if that
grant were raised to the poverty level or $368 per month? We know that for
large numbers of individuals and families just having enough money for the
costs of everyday living would provide all the special public help which they
require. Basically the social services needed by the poor are the social services
needed for the population in general, with special attention to accessibility
and availability such as provided by neighborhood service centers.

We hear a great deal about the cycle of welfare dependency. We have almost
no hard data to support or refute the contention of a high proportion of third
generation families on assistance. We do know that by the time they reach 18
years of age about -one out of six of our young people has at some time been
the receipient of aid to families of dependent children. Most of them move into
the larger society as wage earners and tax payers and support their own fami-
lies, although there have been few follow-up studies to document their progress.

‘With more adequate income maintenance so that children can attend school
regularly because they are decently fed and clothed, we should increase the
proportion who move into independence. Under the present laws we tend to
freeze the destitute into lifelong poverty. The 1967 legislation which permits
a working parent receiving AFDC to retain $30 per month and one-third of the
balance of any earnings is a very limited concession to the efforts of the very
poor to better themselves. We do not put such strictures upon the beneficiaries
of other types of income programs.

We have a blueprint for immediate reform in the report, “Having the Power,
‘We Have the Duty,” (1966) supported by the recommendations of both the
President’s Advisory Commission on Rural Poverty (1967) and the President’s
Advisory Commission on Civil Disorders (1968). Even if we should opt for a
different system of income maintenance in the end, it will still be necessary
to bring about major reform for the residual load within the framework of
public assistance.

In summary, among the steps to improve public assistance are mandayory
national standards; a change in federal-state financing; the use of deglaratlons
in determining eligibility based on the sole criterion of need: in.cluswp of all
who are eligible for financial aid under federal law; more cash m(.:entlves-for
those who become employed; and a strengthened program of social services
available to all who require them, irrespective of economic status. Substantial
improvements could be made by certain changes from pel:missive to maqdatory
provisions in existing law and by repeal of the restrictive provisions in P.L.
90-248.

Representative Grrrrrras. Thank you very much, Mrs. Winston.
Mr. Tobin, may I ask you, under your plan, if you had a family
group on a negative income tax getting some support and a 15-year-
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old girl in that family had an illegitimate child, would she file and
draw on her own, or does she draw as the child of the father? Do you
increase the allowance for that ¢

Mr. Topin. They would still be in the same family unit in which
the 15-year-old girl was residing.

Represent?,tive GrirrrTHS. Supposing she married the 15-year-old
boy responsible and they set up a separate group. Do they draw?

Mr. Tomn. Yes, that was in our proposal; any married couple
could be a claiming unit, regardless of age.

Representative Grrrrrras. Exactly how much would they then
draw ¢ They have nothing, absolutely nothing, except the baby. What
would they draw?

Mr. Torin. Well, we have these alternative schedules depending
on the degree of general support you want to give under a plan.
But there is an amount that is designated for each of the first two
adults, or parents, in the family unit, and then for a child. On one
schedule they would draw $800 for each of the two parents, and $500
for the child.

Representative GrirriTHs. Suppose that the girl does not marry
the boy, but continues living with her family until she is 18; then
she moves out on her own. Can she draw ¢

Mr. Toin. I think we have an age minimum of 19 at which a
child may become an independent unit. '

Representative GrirriTas. And supposing the boy who is out on
his own at 18, can he draw ? The father?

Mr. ToBiN. Yes, he can be an individual unit also, if he is not in
school. I do not think we have the minimum age at 18. I think we
have it at 19.

Representative GrirrrTas. OK, we will make it 19. Would they
draw more if they lived together with the child than the sum of what
each would draw individually ?

Mzr. Topin. Noj; it would be the same amount then.

Representative Grirrrras. Exactly the same amount ?

Mr. Tosin. I think so. Each of the first two adults of a unit is given
an adult allowance, and the child is given the child’s allowance. So
whether they form one unit or two, it would be the same total.

Representative Grirrrras. When you have such a family tie, why
do you not give them a larger amount ?

Mr. Toein. Well, I would have to figure out a way to do that.
Under your first example, they do get more in the sense that they
can become an independent family unit before the age of 19 by being
married.

Representative Grirrrras. Then would you think that this would
have a tendency to encourage earlier and earlier marriage? There are
an awful lot of girls under 18 years of age having babies.

Mr. Tosin. I am not sure whether it would encourage earlier mar-
riage or not. If it did in those cases, I would think that might be
desirable.

Let me remind you also that under our plan, if there were actual
transfers from the parents to this hypothetical unit of young parents
and their child, those transfers above a certain minimal amount are
supposed to be counted as income for the purpose of determining bene-
fit. So there is a protection in the suggested scheme against their con-
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tinuing to receive, let us say, a lot of support from the parents in-
volved, and also claiming money from the Government as if they were
a completely self-sufficient unit.

Representative Grirrrras. But somehow or other—and, of course,
we have a lot of laws that really are penalizing marriage. Social
security penalizes marriage. You do better if you are not married. So
it seems to me that if you really want to help these people, and if you
want a child reared in a home where there are two parents, then there
should be some type of reward.

Now, I notice that you pointed out that you did not harm the family
because the father was present in the home. .

Mr. ToBin. Yes.

Representative Grirrrras. But should we not do something really
more than not harm them ¢ Should we really not reward them?

Mr. Tomin. Well, perhaps we should. I would like to think of how
to do that, but at least the minimum that we agree on is that we
should not be discouraging marriage and we should not be giving
incentives as the present system does to desertion and nonformation
of families.

Mr. Mitrer. One minor difficulty is that as you multiply the objec-
tives you want to reach, you make the apparatus more and more com-
plicated. Now, where we have the man-in-the-house rule, we follow
the notion of giving a bonus if there is not a man in the house. A fami-
ly-centered policy might lead to a man-out-of-the-house investigation
to see whether or not the father really stayed there all the time. It
seems you have to be sometimes modest in what you expect the system
to do, because the apparatus to handle all these other objectives really
cannot be accomplished in any simple way. Every system builds in
difficulties at the same time it pursues some objective.

Mrs. Winston. We do know, Madam Chairman, that if we were
to make aid to the needy children of unemployed fathers manda-
tory, we would be helping to strengthen family life. This is one of the
examples where, through lack of needed legislation, we promote the
breakdown of families.

Representative Grirrrras. I just happened to find out how this busi-
ness really works in Detroit by a single case. Maybe it is the only such
case in the whole Nation, but I was astounded.

I knew a woman. who had four children. Her husband worked for
one of the automotive.companies. His income was about $8,500 a year.
When he discovered that as the children began to graduate from high
school, she intended that they go on to college, he said, “I have had
enough of this; I intend to have some fun, myself,” and he left her.
They got a divorce. She told me that he lived with a woman who had
eight children drawing ADC and that he, the ex-husband, had told her
personally, ADC is going to pay for that house.

T assumed this was ridiculous, and I called up the welfare. As a
matter of fact, that was the way it was being done. He was living in
the house. He was presumably renting it to the second mother. He
lived in the house and the ADC was paying for the house, only it was
going to be in his name,

Now, of course, in his case, I think it would have been very difficult
to reward him. He was doing mighty well—you could not have made
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marriage to that woman with eight children more attractive to him. In
some of these plans, you are going to have to make it better to be
married than it is not to be married if you are going to have children
raised in a legal family.

Mrs. WinsTon. Yes, up to a point.

Representative Grirrrras. I have been sitting waiting now for 2
weeks for somebody to tell me that if any of these plans went into
effect, we were going to get rid of some other laws or some other costs
or something. I would really like to settle the point.

One person has suggested that we repeal the minimum wage. Under
your plan, Mr. Tobin, do you think it would be possible that you do
away with workmen’s compensation, unemployment compensation,
social security and old age assistance, or any other thing under your
plan? If your plan went into effect, would it be possible to get rid of
any of these plans?

Mr. Tosin. The ones you mention you would not want to get rid
of, and I do not think you could get rid of—workmen’s compensation,
unemployment compensation, old age and survivors insurance. These
are examples of plans which are designed to give income payments to
people not just on the basis of need but largely on the basis of previous
employment and previous contributions. Eligibility has been earned
by the individual by previous work or by contributions to the system.
You know, social security is not a welfare program, it is a national
insurance system, including a national retirement system. We certainly
could not get rid of that, because it serves a very 1important function,
different from public assistance. We could, with a sufficiently gen-
erous negative income tax plan, supplant public assistance.

Representative Grrrrrras. I agree with you that social security
should be a pension system, at least. But I get voted down all the time.
Everybody else is trying to make it into a welfare system.

Mzr. Topin. I think we should move in the direction of making social
security more a purely contributory, actuarially computed retirement
system, putting income assistance based on need into other programs,
such as the one I am suggesting. It would take a long time to do that
kind of disentangling, but I think if you adopted that as the spirit you
wanted in social security, we could move in that direction.

Representative Grirriras. I could not agree with you more. It is
being paid for by the great industrial States but being made into a
welfare system for the poorer States.

Mr. Topi~x. But we do not want to move in that direction without
doing something which takes the place of the welfare which is now
being given under the aegis of social security. So I would not throw
it out without something to put in its place in that respect.

Representative GrirriTHs. My time is up.

Senator Proxmire?

Senator Proxmire. Dr. Miller, you say in your prepared statement
that the programs needed to produce a full employment program for
the poor require the kinds of efforts on a national scale which are not
politically or economically acceptable today. Then you go on to de-
scribe what you mean, and you say a very low general unemployment
rate. a considerable subsidy to business, and the expansion of public
employment in order to guarantee employment.
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I think this is a very, very realistic statement, and I think this is
our problem. This is what we have to work on and start improving and
changing if we are going to achieve these things.

No. 1, how low a general unemployment rate do you feel we have to
have to make this workable?

Mr. Mizier. Around 3 percent. }

Senator Proxaire. In other words, substantially lower than it is
now. We have to eliminate another half million or so unemployed if
we are going to make it work.

Obviously, if we pass the tax hike-spending cut proposal that is up
for a vote in the House, and everybody expects it to pass and the
Senate will be looking at it, we are further away than we are at the
present time. The expectation is that this will move us to 4, 4.5 percent
unemployment, and we would have farther to go to achieve this
objective.

Also, we would have a different kind of problem and a much happier
world, but if the Vietnam war should end, which I understand involves
about 8 million jobs or more, 1 million direct, and 2 million indirect,
you would have a different kind of problem, but you would have the
problem. You would still have a long way to go to reach this 8-percent
unemployment; is that correct ?

Mr. Mitrer. Iam afraid you areright.

Senator Proxmire. Now, when we move into the subsidy to busi-
ness, what do you mean by that? How big a subsidy ? How expensive
will this be?

Mr. Mitzer. The programs now on the board are going up to $3,500.
I think in some cases it will have to be that high.

Senator Proxarre. I am talking about overall. What will be the
cost of them, the budgetary cost? '

Mr. Miier. It will be close to $2 billion for a half million jobs.

Senator ProxMire. Do you think a half million jobs will be enough ?
Of course, it depends on the circumstances we described.

Mr. MiiLer. If you have to take up where the public sector is being
reduced, it will be much bigger.

Senator Proxmire. If we follow the policy all the economists are
telling us to follow and exercise this drastic fiscal restraint, if we do,
then you are obviously going to have to subsidize to a greater extent,
and somehow solve what I think is the toughest economic policy prob-
lem I have ever seen. I do not know how we can go in both directions
at once, but that is what we are told to do by economists. None of them
seems to have an answer to it.

Then you talk about expansion of public employment. How much
does the public employment have to be expanded?

Mr. Mizier. Again 1t depends on what is happening in other sec-
tors. I think two different kinds of things have to happen there. One
is an expansion of jobs which are pretty much like the jobs now, or like
new career jobs. That might be a half million to a million. But I think
a new kind of job has to be introduced, supported by the public sector
but not necessarily run by the public sector. Along the lines of what
I know Mrs. Griffiths is concerned about, there are going to be peoYIe
who are not going to be pulled into regular jobs or quasi-regular
jobs, even the kinds of jobs we are talking about in the private sector
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with Government subsidies. I think we have to look upon a new kind
of job which is flexible, which accepts people who are not regular
workers. :

Senator Proxnire. Give me a couple of examples.

Mr. Mirier. Well, you set up a job in private enterprise, where you
recognize that they are doing a useful production that is marketable
and profitable. But these are irregular workers. They are not going to
show up every day from 9 to 5 or 8 to 4. They may not show up 5 days
a week. It is a high-cost product which is subsidized. The notion is that
it is a long-term program, that hopefully, over 5 or 8 years, these men
might become regular workers. ’

Senator Proxmire. Why should it be that bad? Did we not have
an experience in World War II where we achieved a level of unem-
ployment which I think all of us would agree was about as good as
we could get, all those able to work, who wanted to work, except the
fractional unemployed. We had a tremendous number of people in
the Armed Forces, of course, and enormous proportions of our people
were in the munitions industry. But most people who worked were
productive, they came to work on time, worked 5 days a week, and so
forth. Do you have to create jobs that are designed for people who are
just this incompetent or irresponsible?

Mr. Mrzeer. I think it is a residual, small program of perhaps, at the
most, 200,000. T agree with you on your position that an economy that
really demanded Iabor would pull most of the people in. We seem to
be so concerned about 100,000 or 200,000 men not. working, but I think
we can make a special effort here. The conditions of wartime, the
special appeal and drama of war, the willingness of employees to lower
their standards, cost-plus contracts—a whole variety of things, I
think, went into an employer’s willingness.

This is not a big program; I agree.

Senator Proxire. I would like to ask Dr. Tobin to speak to this,
too, and Mrs. Winston, if she would like—I have great respect for all
of your ability. I know Dr. Tobin extremely well, and the marvelous
record he had as a member of the council. Do you know of any study
that shows how we can do this job and still meet the inflationary
problem that is so apparent to us right now, today, at this moment,
when we are told that we cannot continue to have a 8.5-percent unem-
ployment rate and heaven knows not a 3-percent unemployment rate
without inflation? We just cannot do it. Economists like to talk about
the Phillips curve as the tradeoff between unemployment and price sta-
bility. Whether you are providing additional employment which both
you and Dr. Tobin emphasized as a very important part of this, or
whether you are providing a payment to people who do not work, but
whose consumption will increase demand—it seems to me you have a
very tough inflation problem.

Do you know of anybody who has dealt with this problem, or has
done any thinking in this area?

Mr. Mizrer. I no longer call myself an economist, so I feel ireer
to talk about it sometimes.

Two things, one of which is always talked about. That is the im-
position of price and wage controls, with the price which is paid for
that politically
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Senator Proxmire. You are not proposing that?

Mr. Mirrer. I would not dismiss it out of hand. I think it is worth
looking into, with the economy we have today, rather than a wartime
economy.

The other is moving in the direction of looking at this as a much
more complicated way of income than we have now, moving toward
the notion of deferring income to a certain extent. Instead of wage
increases being fully operative and paid now, some of this will be de-
ferred, with interest accumulated over some period in the future. I
think that it can be called upon at the time when the economy needs
additional income, looking upon the income stream as something which
does not have to be paidg out on an annual basis, but over a 10- or
15-year basis.

Senator Proxarire. What you are going to have to do one way or
another, if you are going to provide greater income for those who are
unable to work or do not have an opportunity to work and more jobs
and at the same time not strain the economy, is to have a higher level
of taxation for those who do have jobs, to reduce their consumption
so you bring demand and supply into balance at a lower level of em-
ployment. You have to be honest about this. There is going to be a
tough taxation problem that I think the Congress is going to have a
terribly hard time with.

Mr. Miuier. I think it makes it a little easier with the notion that
there is deferred income, that at some time in the future, this can be
called upon as income or as capital. I think we are enamored too much
of the year in thinking about policies, in thinking about income.

Senator Proxarme. Well, you know, the problem is that each year
we would have had this difficulty, it seems to me, of how to get below
3- or 3l4-percent unemployvment, which as you say we have to do, and
still avoid inflation.

Dr. Tobin?

Mr. Topix. Well, I am afraid that the question you ask has no solu-
tion. I do not think anyone in this economy or in any advanced indus-
trial democratic society knows a way to have both tolerable levels of
high employment, or low unemployment, and price stability. The
institutions of the economy and the society seem to be such that if you
have the kind of low unemployment that all these countries want to
have—Western Europe, the United States, Japan—you are also going
to have some degree of creeping inflation. I think we are sort of fool-
ing ourselves if we think that there is some way of having both of
those goals achieved fully at the same time. I do not think we know
any way to do it.

Senator Proxyrre. My time is up, but I would just say I am not
talking about a creeping inflation. I think almost everybody would
settle perhaps for 1- or 2-percent inflation. We are now at a level of
close to 4 percent, as you know. I would be willing to think hard about
accepting that if we can get a much lower level of unemployment. The
problem, however, that seems to convince everybody, including almost
all of your profession, is that it is going to go much higher if we drive
ahead and try to get unemployment to a lower level.

Mr. Topn. I am not sure we need to get unemployment by aggre-
gate measure to a lower level than 8.5 percent in order to do the kind
of job we have been talking about today. It is true that the higher we
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have the rate of unemployment on a national aggregate level, the more
specific efforts we will have to take to place unemployed workers who
are in the category of poverty and who are unskilled, untrained, less
well educated. More specific efforts will be needed because less of that
job will be done by the natural forces of the labor market. That does
not mean it cannot be done. I think it can be done, but we will have to
make more effort and spend more money to do it if we have 3.5-percent
unemployment than if we have three.

Representative Grirrrras. Mr. Rumsfeld?

Representative Rumsrerp. As we have proceeded through these
hearings, I think everyone has been aware that what we have is not
perfect. We are seeking something better. But we are also aware that
to those who would change what we have fails the responsibility to
substitute something better. I keep coming back to one thing, and I
would like to pose it to the three of you. There is no question that
there is some appeals to much of what has been said during these
hearings, and regarding the concept discussed this morning. It seems
to me that we would agree that in all economic levels of our society,
there are going to be people who are not usefully employed because of
physical health. One of the problems is alcoholism—if an alcoholic is
at the lower end of the economic spectrum, he is called a wino; if he
is at the top end, say he is a member of the country club, we say it is
someone who has not found himself. But the problem is not terribly
dissimilar. Also involved are mental retardation, mental illness, per-
sonality irregularities. On the one end, such a persons is a social misfit,
on the other, he is someone who is a bit eccentric. Then there are people
in transition plus the very old, and the very young. I think we can set
all of these aside and say they have to be provided for and dealt with
by our society. These people are not really what we are talking about
here, in my view. We are talking, of course, about everyone else who is
not usefully employed, gainfully employed.

Now, we have discussed this question of what the changes in our
society bring. What does automation do to our society? Does auto-
mation provide more jobs; do the technical advancements that are
taking place provide more jobs or do they in fact provide fewer jobs
and therefore, over a period of time, are we going to be having more
troubles? Practically every person that is asked indicates that auto-
mation in fact does provide more jobs, contrary to what some have
thought over a period of time. There is no question but that it changes
the jobs and provides matching difficulties. But if automation does in
fact, and what is going on in our society as far as technical advance-
ment do in fact create more jobs, then is the problem in providing
income or dollars, or is the basic problem and thrust providing jobs?

Now, I am not going to try to say we should walk down one road,
but I am thinking more of focus, and I am particularly addressing this
to Mr. Tobin. If jobs plus social services and those things that Mrs.
Winston was referring to are the answer, then there is a matching
problem—a training problem. It seems to me that is the basic problem
and it is a problem of not just of a job, but a job that is purposeful and
meaningful, because I think this is very important to an individual’s
attitude; also, it must be a position or a job that has some potential for
advancement.
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I bring this up because if we get locked into a discussion of income
maintenance, I fear that it would be putting the focus in the wrong
place. I was impressed particularly with Mr. Miller’s remarks. I
wonder why it might not be better possibly to set as a goal a purposeful
job for all who wish it, whether it is in the public, private, or private
nonprofit sector, with the kinds of things Mr. Tobin 1s talking about, in
terms of income maintenance only during a temporary period. Other-
wise, the focus, it would seem to me, Mr. Tobin, would be on the
Income maintenance rather than on what, if these assumptions I have
made are valid, would be a more appropriate goal, namely, useful
employment. '

_Am I off the track? Is that what you think, or is there some distine-
tion you would like to draw?

Mr. Topix. No; I think I would very much agree with you. The
ultimate objective is to have a society in which everybody—with the
exceptions you began with, which are going to happen on a probability
basis all the time—will have the earning capacity to provide himself
and his family with a decent living. I think that 1s the basic objective
of the war on poverty, eventually to see to it that our educational
system, the general social environment in which people grow up, our
training programs supplementing the normal educational system, will
equip everybody with earning capacity. I do not see any reason to
believe that this cannot be achieved.

Of course, there will always be some situations where people have
exceptionally large families early in their life compared to the state of
their earning capacity, education and experience. We will need plans
of income maintenance of some kind to handle that kind of gap. But
essentially I think you are right in stating the objective. But I do
not think it is an easy task or one that is going to be accomplished very
quickly. That is because of the inherited neglect of a large part of our
educational system, the intrinsically great problems in making it
perform in the way that does the job you are talking about. So mean-
while, I think we are going to have a fairly long period in which we
do need an income maintenance system which takes care of the remain-
ing gap between people’s earning capacities and their needs, as well
as taking care of the members of society who are just out of the job
market either for reasons of personal disability.

Representative Ruasrerp. It seems to me that the “meanwhile”
becomes rather important. To get from point A to point B, you have
to step off and aim for point B. As I have listened to some of the
discussion on a negative income tax, I have gotten the impression that
some people are beginning to think of it as the goal—namely, sufficient
cash income. I do not think we are going to arrive where we want to
arrive if we point toward income maintenance as a goal. The goal
should be something very different. T wanted to sort out whether you
agreed and you indicate you do have a “meanwhile” in there.

Mr. Topix. Oh, yes. But the kind of negative income tax system we
are talking about is a system that would phase itself out as the earning
capacities of the relevant population grow. Surely no one, I hope, who
is advocating this kind of reform of the income maintenance or income
assistance system believes that adopting it is a reason for abandoning
or not increasing our efforts do improve the educational system and
these other basic factors in the provision of earning capacity.
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Representative Rumsrerp. I would say that those who think that
automation and what is happening in our society is reducing jobs
obviously would come to a logical conclusion that, therefore, our society
has to make some provisions, such as annual income to take up that
gap. To that extent, also, people have argued that you would not need
the various welfare services and the types of personal guidance and
development programs, apart from job training programs, and it
seems to me that 1f one argues that way, then he has to have concluded
the former rather than the latter. I am not saying you have.

Mr. Topin. I would like to disassociate myself with anyone who
feels that automation is going to make jobs unavailable. To the con-
trary, I think that for the foreseeable future, for a long time to come,
working and jobs are going to be the main way in which purchasing
power gets distributed in this country. Certainly, the reason that I,
and I think most economists, would advocate a negative income tax
scheme or guaranteed income is not because we think it is a necessary
thing in order to distribute purchasing power because this cannot be
done through the job and employment system. We favor it just because
we are interested in the humanitarian objective of helping people have
a decent standard of life in this society.

I understand what you mean now, so the answer is definitely that
the hasic thing is to improve earning capacity, and if that is done, I am
sure there will be plenty of jobs, automation or no automation. This
is a program which is meant to provide people to whom society has
not given this amount of earning capacity an opportunity of living
in a decent way.

Representative Rumsrerp. My time is up. We are on a rollcall.

Representative Grirrrras. Thank you for participating in the
quoruim.

T would like to ask you, Mrs. Winston, since you compared South
Carolina and West Virginia—22 children in a thousand are picked up
on AFDC in South Carolina compared to 110 in West Virginia; right ?

Mrs. WinsTon. Yes.

Representative Grirrrras. At what amount was each child picked
up ?

Mrs. Winston. I cannot give you the actual grants that ave made,
which are very low in both States. We can put this in the record.

Representative Grirrrrms. Just put that in the record.

(The following was subsequently supplied:)

In March 1968, the average payment per AFDC recipient was $18.55 in South
Carolina and $25.60 in West Virginia.

Representative GrrrriTas. Do you happen to know if there is a
greater outmigration from West Viriginia or South Carolina ?

Mrs. Winston. I would anticipate that it probably is greater out of
South Carolina, but this, too, would have to be checked.

But I do not think that is basically the reason.

Representative Grrrrrras. That is the next question: In your judg-
ment, do greater welfare grants in industrial States draw people? Do
they have any tendency to draw people into those States?

Mrs. Winston. We have not had any evidence, to my knowledge,
that people move because of the expectation of getting assistance or
getting higher assistance payments than they would in their home
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States. We have several States and, of course, New York is a shining
example which had no residence requirements over a period of years.
There has been very minor effect upon the public assistance caseload
that can be related to people moving for that reason.

Representative Grirrrrus. If the Federal Government took over the
welfare system completely and paid a uniform allowance, whether it
was called a child allowance, a negative income tax, or whatever it
may be called, and the money went into every State, exactly the same
amount, do you think that 1t would have any tendency to maintain
people in the areas where they now live?

Mrs. Winston. I do not think there is much question about that.
It is old sociological theory that people move because there is both
a push and a pull. And by making life more tolerable for people where
they are, you reduce the push. I think there would be little question
that can be related to people moving for that reason.

Representative GrrriTas. Of course, the real truth is that this will
be one of the real arguments used against the Federal Government
taking over, because there would be people who would prefer that the
poor move and as quickly as possible and that they move into the major
cities. So we continue to make more difficult the problem of major
cities.

Mrs. WixsTon. Again, there is general opinion that there are some
forces in some of our States which are interested in more people mov-
ing. I think on the other hand, we need to do an overall evaluation of
this. For example, we do not have very simple data on the economic
impact of public assistance. I turn to Mr. Tobin and his colleagues on
this. If you increased the benefits which are paid to people—after all,
these go into the economy immediately and turn over very, very rap-
idly—the State would derive more taxes through sales taxes of one
kind or another. This has quite an impact upon the local economy.

Representative Grrrrrras. I wonder if the local economies ever
thought of this.

Mrs. Winston. Indeed they have, particularly rural storekeepers.

Representative Grrrrrras. They do realize it?

Mrs. WinstoN. They realize this and how much of their own well-
being is dependent upon those public assistance checks in the neighbor-
hood. But we really have not followed this through.

Representative Grrrrrras. Why in your opinion do not the rural
poor protest?

Mrs. Wixsrox. I think you have to take a good hard look at the
rural poor and the ones who migrate out and the fact that you tend
to have a building up of the very old and the young and the women
whose men have moved. You have to look at the educational level. You
have to look at a whole variety of factors that can promote protest in
certain areas among certain groups as contrasted with others.

Representative Grirrrras. What, in your opinion, would be neces-
sary in the matter of welfare payments or could welfare payments
themselves do anything to strengthen marriage?

Mrs. Wixstox. I am glad you brought that point up, because I
would like to make a comment in connection with your earlier ques-
tions. We have no national family policy in this country. If we had a
fairly clear-cut policy around which we could develop legislation and
against which we could test legislation, I think we would help to cut
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away some the underbrush. What we do now is simply take a step here
and a step there, but without any solid, central, philosophical core.

Coming more specifically to the latter question about how it, might
promote marriage, certainly at this point—from the very beginning,
really—we have used the AFDC program to discourage stability of the
family. The man has had to get out, and he still does in most States, for
his children to receive assistance. We again talk empirically because we
do not have the research we should have. But where we provide for the
children of the father who is temporarily unemployed—and those
men go back to work on the average within 9 months—we are doing
a good deal to support the continuation of a stable marriage. We not
only promote desertion, which is the result of the policy that there is
no employable father in the house, but we also encourage divorce in
certain situations, because the man knows that his family will be picked
up on AFDC in terms of their total need. So the weight of the
empirical ethics, let us put it that way, is on the fact that if we had a
basic family policy in which support was provided, we would at least
not have the negative effects that we now have with regard to marriage.
Hopefully, we would see rather strong positive effects.

‘We have in the more affluent sphere a building up of evidence that as
people become economically secure, we tend to promote stability of
the family. I think we might transfer some of our learning from the
other side of the situation to this. At least, I think it is worth a try and
we have not given it a try yet.

Representative Grrrriras. The greatest criticism that I hear on
ADC. and I might say I hear this from school superintendents, is
that teenage girls graduate or drop out of school and there are no
jobs available. But they have available to them an excellent source
of income at once. All they have to do is have a baby.

Now, if you substituted a system where that girl at 18 or 19 could
draw money on her own anyhow, do you think that it would have any
tendency to reduce the illegitimacy rate in this country?

Mrs. Winston. Madam Chairman, I think that over the years we
have tended to make too much of a relationship between the avail-
ability of AFDC and the illegitimacy rate. There are other forces
in our society that are leading to the increase in the rate of births
out of wedlock. We find these births in all income groups. We still
conceal them a bit better in the higher income groups than we do
in the lower income groups. If my figures are correct, our highest rate
is among women in their 20’s, not among teenage girls. So I think
the first point we need to make is that we really have no evidence
that there is this direct relationship, although I know it is in all the
discussion about the effects of public assistance.

Representative Grirrrras. There is no question that we are draw-
ing more and more children onto ADC, is there?

Mrs. Winston. Oh, the number of children on AFDC is going up.

Representative GrirrrTas. We are supporting about 5 percent of
the children in America today on it, and in a brief time, it is going
to be 10 percent, is it not?

Mrs. WinsTon. If we really did a comprehensive job in coverage
of poor children, we would have a much higher proportion on AFDC
than we now do. But you have to look at the fact that the AFDC
payment in many States is very little. This is not really encourage-
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ment to have a baby simply for the purposes of drawing an AFDC
payment.

I think another thing we have to look at is the proportion of the
caseload which is due to births out of wedlock. This is relatively
low. The major reason for the caseload is desertion. Then we know
that only about one out of every five children born out of wedlock
in this country is on assistance at any given time. It looks from all
the evidence as though we overemphasize this particular relationship.

Representative GrrrrrTaSs. But still, it would be interesting to test it,
to see whether or not, if a girl were given a certain amount of money at
18 or 19, this tended to reduce the out-of-wedlock births.

One of the other things I think should be pointed out is that while
we tallk about desertion and that children are taken care of under
ADC, most people get the idea that it is the father deserting the
mother and I would assume that in a large part of the cases, this
is true. But nothing is said about the fact that in many cases, it is
the woman deserting the man.

Mrs. Wiwstox. I think this is a very small percentage. After all,
over 90 percent of the cases are headed by mothers.

Representative Grrrrrrms. This is not so strange an idea in the
areas where the social worker is dealing with the problems at the
grassroots level. They tell me it is a remarkable phenomenon that
women leave the husband or won't marry the father of the children,
who seeks to marry the mother, and when they haul them into court,
the husband wants to supvort the children, dees not want them reared
on ADC. This is not quite as uncommon as it is believed.

I would like to say one more thing, and then if you will, Senator
Proxmire, I swould appreciate it if you would take this hearing over.

During World War II, at least as far as I know, the factories of
Detroit were filled with employees who did nothing. The Govern-
ment was the purchaser. The companies were paid from public funds
the employment wage plus a percentage, so that they hoarded labor
to an extravagant degree. I happened to have been walking through
a plant one day when one man bumped into another and he fell com-
pletely flat in the aisle. He was asleep. We have had really some
Instances in this country of testing out what would happen where the
Government paid the price and there was not much unemployment.

Thank you very much. I want to thank all of you for being here.
I intend to go vote against the tax conference report now.

Senator Proxarme (presiding). Good, I wish T could vote with
you.

Apropos of that, Dr. Tobin, I want to follow up what I was last
discussing with you. I either let you off the hook or you finished
your answer in a way I could not understand. We have a serious
nflationary problem now. We have had a serious inflationary problem
when unemployment has gotten below 814 percent. There have been
few exceptions, but generally that is true except where we had price
controls. If we followed a policy of providing a substantial payment
to people who are not receiving that payment now, if we follow a
policy of trying to reinforce that program by providing, making jobs
available that are not available now, do you not have an inflationary
problem of a greater degree than we have at the present time?
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Mr, Tosin. Oh, yes. If we were to put into effect a more adequate
welfare program, a negative income tax or a more adequate training
and employment opportunity program for the poor people that we
are talking about, that is going to cost money and as far as its economic
effects on the general level of aggregate demand is concerned, it has
to be offset either by taxes or by reduction in other Goveriment
expenditures.

Senator Proxmize. But the tax increase, the offsetting by taxes,
seems to put you in the position again of to some extent increasing
your problem of providing jobs. As I understand it, Gardner Ackley,
when I wrote him last year and asked him the impact of a 10-percent
increase in taxes, said it would in his view eliminate over 30,000 jobs.
I think he was being very conservative. If you count with that a $6
billion cutback in expenditures and about a $12 or $13 billion cutback
in appropriations which you would have to have to get that cutback in
expenditures, it is my understanding that it would decrease 600,000
or 700,000 jobs or more. So if you increase taxes to pay for this, do you
not have the problem of continuing a situation in which you have a
high or relatively high level of unemployment in terms of trying to
solve this problem? Can you do it without price controls, or what
other mechanism is there?

Mr. TosiN. You can put in this program and you can make its
effects fiscally neutral, neutral in its effect on inflation and on the
general employment rate, by matching in a suitable way the increase
in expenditures for welfare and for relief of poverty with other ad-
justments in the Federal budget, either on the tax side or the ex-
penditure side. So if you are talking about a program on the expendi-
ture side, then that can be neutralized at whatever level you are oper-
ating the economy by taxes or other economies in Government
expenditure.

enator Proxmire. I think that is undoubtedly correct. You can
do it. My question is how big a tax program are you likely to have
before you can achieve this equilibrium at a very low level of unem-
ployment and at an adequate level of income maintenance?

Mr. Toprx. What I am trying to say is that the question of the
level of unemployment on a macro-economic or economy-wide basis—
whether it should be 8.5 percent, 4.5 percent, or 3 percent—that is one
decision. That is a decision about the general thrust of monetary and
fiscal policy in the economy. That is the type of problem you are faced
with right now in the proposed tax surcharge and the $6 billion cut
in Government expenditure.

Then there is another question, a distributive question, the question
of the distribution of job opportunities and of income and wealth,
helping the poor.

Senator Proxmire. The two questions arve related, are they not?
They are not separable ?

Myr. Tosin. They are separable.

Senator Proxmrre. Well, they are separable in a sense, but they are
related in that if you have a level of 4.5 percent unemployment, as you
might have next year, then you have a bigger problem of providing
for greater payments under your negative income tax, greater pay-
ments to provide or greater subsidies to provide jobs either in the
business sector or in the public sector.
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Mr. Topi~. It is more difficult to do something about poverty in a
situation in which the general economy has 4.5 percent unemployment
than it is today when the general economy has 3.5 percent unemploy-
ment. So the more you try to stop the inflation by deflationary or dis-
inflationary fiscal or monetary measures, the tougher you make
the job of the relief of poverty and of providing opportunities for
people at the low end of the job lines and so on. That is true.

What I meant to say is this: Suppose that the wisdom of the Con-
gress chooses some compromise between unemployment and inflation.
You decide you want to aim at 3.5 percent unemployment or 4 per-
cent. Whatever you decide, you can then accompany that decision with
whatever degree of income maintenance program, properly financed,
Congress thinks appropriate.

Senator Proxmire. Yes, I think you have made yourself quite clear.
I think you can do it. As T say, the question is how high are your taxes
going to have to be? You also have the nagging question that the
Kerner Commission raises when they say we have to create a million
private sector and a million public sector jobs. If you do that, I am
still worried about how you can do that without having a tax that will
eliminate jobs in some other sector and the jobs that you eliminate
arve likely to be the jobs for the same people, the same kind of people
who need the jobs, need them the most.

As T understand it, if we had an elimination of another million jobs,
the people who would lose their jobs are the last hired, first fired—
the Negroes, the least skilled, the marginal workers, the people who
are poor generally. Dr. Garth Mangum said the other day, the poor
have always been our price stabilizers. They should not be. The pur-
pose here is to develop a system where they will not be. But I think
to say, well, all you have to do is have a little different tax adjustment
here to solve it does not really meet the dimensions of the problem.
I think it isawfully big.

Mr, Torrx. If I thought the present proposals on tax surcharge and
economy of government expenditures were going to make the un-
employment rate 4.5 percent next year, I would not be for them.

Senator Prox»are. You were against them for a while.

Mr. Topv. I would be against a dose of that magnitude right now.
T would be in favor of the increase in taxes by itself, provided we also
have an understanding that in case of need, perhaps the excessive de-
flationary effects of the tax increase would be offset by the easing of
monetary policy. I think that would be a better mix of policy. But I
am not in favor of aiming at a much higher rate of unemployment
than we have now.

Senator Proxatree. We had testimony by Dr. Thurow that every
economic model he has seen shows that 1f you crank in the official ac-
tions being taken by the House right now into the model, it shows a
recession in 1969. Dr. Gerhard Colm said that he though it would raise
unemployment between 4 and 4.5 percent.

T would like to ask Dr. Miller to comment.

Mr. Mmier. I fundamentally agree with the point you are taking
here. I think with this complex set of objectives that we have now,
we have to move to much more selective sets of policies than we have
had in the past. I think this is really what the debate is between the
two of you, to what extent you rely upon typical aggregate measures
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and to what extent you look at measures in terms of their redistributive
quality, what effect they have on the poor in society as a result of one
or another measure. .

Let me give you an example of what I think we should begin to
think about. The British, Wﬁen they wanted to do something about
their export problem, constructed a tax system that provided a rebate
for firms in export trade. It is essentially a tax on the service indus-
tries, an effort to stimulate the sale of manufactured goods abroad.
Here a national objective is clearly defined and a selective mechanism
is brought out to try to deal with the objective, in that case of stimu-
lating export. .

I think if we take a national objective of reducing inequality, which
is what we are talking about most of the time in our examination of
poverty, you want to examine policies which are deliberately and
mainly aimed at reducing inequalities, so that you have a tax program
which is not just across the board, but which may have given special
rebates to employers for hiring employees they would not normally
hire, to use mechanisms or adapt them so they will have a kind of
intensive quality.

I think we have gotten caught up too much in the discussions of
aggregate policy, hoping somehow we can heat it up here and drag
it down here, rather than look at the particular distributive impact of
the measures.

Senator Proxmire. I think that is very, very good and I think T
understand that. But I think it also raises the problem that you can
create a million jobs one way and if you raise taxes to pay for them,
you may eliminate a million jobs another way. You may create a
million jobs in the public sector and eliminate them in the private
sector.

Mr. Mmier. I think we are getting more flexibility there, that we
are developing mechanisms now which give us a choice of whether
we want to expand jobs for the low skilled in the private sector or
exlpand them in the public sector. It is not a question of one or the
other.

Senator Proxare. This is at the expense, by and large, of marginal
workers. In general, most of us feel that the preponderant economic
activity should be carried on in the private sector, that the market
economy has a discipline that is very useful and should be encouraged.
We may be moving away from that when we provide that the govern-
ment should be a residual employer and have a tax which tends to
drive people out of the private sector into the public sector.

Mr. Mirrer. I do think present programs are leading so that we can
achieve social objectives not only by reliance on the public sector,
but by achieving social objectives through the private sector by way
of subsidy. I think that is the direction in which we are going to lead.

Mr. Torin. May I say something ?

We have 8.5 percent unemployment now. We know that is the na-
tional average and it covers a large diversity of unemployment rates.
One of our problems is that unemployment rates are very much higher
for certain groups in our population—the unskilled, the Negroes,
other minority groups, teenagers and so on.

Senator Proxmire. Women.
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Mr. Topin. Women and so on. When we talk about going from 3.5
percent down to 3 percent, and the reason we hesitate to do that just
by cranking in more generalized purchasing power, is that it would
create inflationary pressures. It would do so by increasing demand
for labor all across the board, increasing the demand for skilled
workers, machinists, electricians, physicists, economists, even

Senator Proxrire. Especially.

Mr. Tesix. All at the same time, and since they are already scarce
in the labor market, additional demand for them creates inflationary
pressure. If we could get down from 8.5 percent to 3 percent by specit-
1cally employing the people whose unemployment rates are excessively
high and who could be, presumably, employed without putting up-
ward pressure on wage rates, then we could move from 3.5 percent to
8 percent in a manner that no one could have objection to, because it
would not create additional inflationary pressure.

Senator Proxaire. Let me agree on the structural problem of trying
to provide training for people who are either now unemployable or
their employment is scarce—this I think we can all agree on and we
should work much more extensively than we have in the past. This
is a long term one, though, is it not ?

Mzr. Torin. No, I think it could be a fairly short term one, too. We
were talking about government programs to finance additional jobs
and income for the poor. Your question, I think, was whether we have
to offset the fiscal and economic effects of those programs by sufficient
taxes to erase an equivalent number of private jobs. If so, you do not
gain anything net, although you perhaps have a more equitable dis-
tribution of the jobs that exist. I think the answer to that is you
would not have to offset it completely, because the reason you would
want to offset expenditures of this kind is to prevent them from add-
ing to inflationary pressure. You would not need to offset them com-
pletely, because to the extent that the government expenditures con-
centrate on pulling the marginal workers who are available in labor
surplus into employment, you can afford to let the economy move to
a higher level of employment and a lower level of unemployment.

Senator Proxarire. I would like to ask you some specific questions,
Dr. Tobin, about this. I think this presentation of yours, your booklet,
is excellent. It is so hard to write a detailed program of this kind with-
out having people throw all kinds of rocks at it. I know it is the hardest
thing in the world; once you get your specific proposal, you subject
yourself to all sorts of criticism. I think this is an excellent job. It is
exactly what we need, rather than talking about a negative income tax,
to set it forth and show its examples, alternatives, and so forth.

But one thing you recommend, as I recollect, to begin with your low
schedule, $400 per person per year, up to a $2.700 maximum for an
eight-member family, a 40-percent tax rate. You want to work toward
the high schedule, but that is the beginning ?

Mr. Topx. What we really recommend is the high schedule and any-
thing short of that is purely political expediency.

Senator Proxarre. You are being very politically expedient, then,
because you say the course of action you think best balances these
considerations is Federal enactment of plan L—that is low—iwith a
tax rate of 40 percent. “The basic allowances of this plan would then,
we hope, be supplemented by individual high-cost-of-living States
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along the line outlined above.” Then you gradually move into your
somewhat higher schedule, which is still quite modest.

You start out with a schedule that would permit $400 per year per
person. Last year, the average level of assistance was $850 for an adult,
so you are less than half of that. That is really modest. The District of
Columbia, for instance, was substantially higher. So if you put this
into effect, this I schedule that you propose, it would not be an answer
to the problem of the person with a low income? You would still have
to have a welfare program?

Mr. Toein. You would still have to have a welfare program for
many people.

Senator Proxmire. For almost everybody. You cannot live on $400
a year.

Mr. Tosix. But this would help a lot of people who have earnings of
their own and this would supplement them. :

But I certainly do not favor that schedule except as just a door
opener, to get a program established and then get the levels brought up
to at least poverty Iine standards. That is what I would want. That is
what I would really recommend.

Senator Proxaare. I am very happy that you limit your negative
income tax to a work supplement. I think it is absolutely essential.
The Gallup poll indicated how dramatically important that is when
it reported that everybody in every income category, even the very
low, is against the guaranteed income tax, or a negative income tax.
I am sure they do not all understand it. But they are overwhelmingly
in favor of an opportunity for people to work. I think if you explained
this to all the people in the country, they would recognize that what
this is, fundamentally is, is an opportunity for a modest income to
those who cannot work or are not eligible, because of, you know, for
some reason for employment, but that you put very heavy emphasis,
especially in your presentation here this morning, on training peo-
ple and getting them motivated and so forth so they will want worl.
You put emphasis here on your 40-percent tax rate so they would have
a real incentive to get a job, which they do not have now if they are
on welfare. So this 1s really a work incentive kind of proposal rather
than a simple payment for people to co nothing.

Mr, Toein. That is absolutely right.

Senator Proxmire. For that reason, I think you need a new name. I
think the reason the rent subsidy has suffered se badly for so long,
although it is an excellent program, is because we have the wrong name
for it. People all over the country are saying “you are subsidizing
people’s rents; I do not have much of an income and you do not sub-
sidize my rent.” If you could modify this or change it. It has a nice,
pure, clean arithmetic appeal—I can understand how 1,200 economists
are for it, but it would be hard to find 1,200 other people for it. You
emphasize that it is a kind of study scholarship program, some catchy
word that emphasizes the constructive and creative force that you
have behind this. I do not say this in a trivial or facetious way. I mean
it very seriously. These programs depend greatly on the label that is
attached to them.

Mr. Tosin. I am very much aware of that problem and am open to
suggestion. The best we have been able to think of is something like
incentive income supplements, something like that.
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Senator Proxaire. I would put the emphasis on the work. You
notice how the people responded in that poll to work. In every cate-
gory, people are for it. If vou could work 1t out and develop it on that
basts, it seems to me it would help.

T would like to ask Mrs. Winston, we now have a powerful tax
incentive for people with high incomes, especially men with high in-
comes, to marry. Obviously, 1f you do, you tend to cut your income tax
sharply. Could the negative income tax, in your view, be used to pro-
vide a similar incentive for people with more moderate incomes or with
very little income, assuming that this is a happy and appropriate
family policy ?

Mrs. Wixnston. I think you would have to be sure in the first place
that this really is an encouragement, to marry, that these are the kinds
of things people think of.

Senator Proxyme. Let me say it is discouragement for living in sin.

Mrs. Winston. It is a help if you legalize 1t; let’s put it that way.

Senator Proxarre. That is right.

Mrs. Winston. We tend to give too simple answers to what are
really very complex situations. I would like, if I might, to take up a
little different point here and move to the actual incentive to work and
to remain with one’s family and to strengthen family life if we did
something about the way in which we treat earnings in public assist-
ance. Here we are really outside the tax structure, but we are getting
to the same point. Now we say, “All right, we will give you assistance
and then we will put a very heavy tax on anything that your earn.”
If we want to strengthen the institution of marriage, we need to re-
verse these and put the whole earnings in. Then approach the man or
woinan, for that matter, who is fully or partly employed, give the
benefit of all earnings, and say, “If you cannot make it, we will sup-
plement up to a given level.”

Am I making myself clear on this point?

I think we have the whole thing reversed. Generally across the coun-
try, we take the position that if you have a full-time job or a relatively
full-time job, you are supposed to earn enough to take care of your
family. Only in a very few places do we supplement either partial or
full-time earnings of people who cannot earn enough to provide a
decent life for their families. This would be a real incentive toward
some of these social objectives that you are getting at in your
questioning.

I think again, to come back to the point that Mr. Miller has been
making and that I made earlier about a family policy, that we need to
clarify what the social goals are. Then some of these other approaches
really begin to fall in place. Promoting the social goals, and the gen-
eral emphasis here is that family life 1s a good thing, we had better
have more intact families where there is adequate family income.

Senator Proxiire. As you pointed out so well, and Mrs, Griffiths
did, too, we have had policies that tended to discourage family life of
people with low incomes and who are on welfare.

I would like to ask Dr. Miller, you say at one point and call it a ter-
rible circumstance that only one-quarter of the poor are receiving
welfare aid in the United States. Mrs, Winston quoted a HEW study
of June 1967, saying that 814 million, or one-half of those eligi-
ble, are not receiving public assistance. So there is a difference. I take
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it your more comprehensive definition of the poor would include, for
example, Wisconsin farmers who are making 80 cents an hour on the
average, even though they are the most efficient dairy farmers in the
world, and have incomes in many cases, I am sure, in the poverty class,
receiving no public assistance. I am not sure whether it is a terrible
circumstance they are not receiving it. I think it is a terrible circum-
stance their prices are so low. But do you feel it would be desirable
that all the poor should be receiving welfare aid, necessarily ?

Mr. Mircer. I think it is desirable that all the poor be nonpoor. I
am more open on which method. I am also hesitant about agricultural
policy, wondering what kind of reforms we need there. But I think the
question really is to take a national responsibility to see that people
have a decent level of living, whether we use the cash program or
some other kind of effort to do it. Since we are so reluctant to move,
and since I think it would be difficult to move effectively today on the
job front, I think we have to move on the cash front.

Mrs. WinstoN. 1 do not think there is any real difference here. The
point I was making is that we have this large number of people who
are now eligible under the Social Security Act but who are being de-
nied assistance because of the wide diversity and the many restrictive
policies across the country. Then on top of that, we have the other
millions who have income available to them which is below the poverty
level but who are not yet covered for income supplementation under
our existing social security legisiation.

Senator Proxmire. Mr. Miller, you hit the point that the people are
in favor of jobs, and you just said that you think we cannot move on
the job front, we will have to move on the cash front. Politically, it is
much easier to move on the job front, much easier for any Member of
Congress to advocate a job program.

Mr. Miroeg. That is just what you have been saying this morning.

Senator Proxmrre. That is the trouble. Yet the job front from the
economic standpoint ought to be a more—because the worker is a
producer. He increases supply ; he increases income but he is producing
something, presumably of some value to somebody. So to the extent
you can emphasize the work part of it, it is better economically as well
as politically.

Mr. Mmrgr. I think I agree with you. I think one pomt has to be
stressed, and that is not go away with the feeling that one program
can solve all our problems. In Jim Tobin’s analysis, he has made it
clear that we would not want to encourage some groups to work. That
is not a small group. You have to pay some attention to that one group.

I am for a job program. I think it is essential. I do not think 1t
solves all our problems. But I feel somewhat alon%the same lines you
do, that there have been some important : hifts in this country beneath
the surface in terms of what is politically acceptable. In other words,
a full employment program has become more acceptable than ever
before. I think there have been other important shifts taking place
in this country. No one has mobilized these feelings into a political pro-
gram of one kind or another. I think there are important things going
on beneath the surface that requires pulling people together and mak-
ing people aware that they believe in what they do believe. I think
the country is more prepared to move than the country itself recog-
nizes. I think that is a thing that is happening in the country today.
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May I make one point?

That is the concept of the poverty line. We are dealing with a poverty
line that is dated in terms of 1960, in terms of an average standard
today which is about 40 percent higher than it was.

Senator Proxarire. You are talking about the $3,000 line for a
family?

Mr. MiLrer. Yes. The average family income teday, if I recall it
correctly, is about 40 percent higher than it was in 1960. I think it is
Important to see that the poverty line is always the relationship be-
tween the income of the poor and the income of some other standard.
The poverty line now is falling much further behind the average level
of living of the rest of society than was true in 1960. I think we are too
fixed in the notion of a particular basket of goods and services vather
than the relative position of other people in society.

Senator Proxarire. I think you make a very strong case for that. I
see you cught to adjust it. But I can see how you get out of proportion.
If you are poor because you are only making $20,000 a year and all
your friends are making $100,000 a year, it gets ridiculous, of course.
So you have to get to something besides a relative relationship to other
people. You have to key it to what are the necessities of life. If you get
beyond that, I think we are really in trouble.

Mr. Mivrer. I do not think we have that kind of standard. We tend
to act as if the poverty line is determined by scientific principles when
it is actually largely affected by political and value judgments. We do
not want to increase the poverty line as rapidly as the rest of society,
but I think we have to come closer. We tend to solve problems of the
past rather than the problems of the present and emerging problems.
I think if everybody achieves $3,000 marked up for price increases,
that is not going to really reduce the major tensions within our society
today.

Mr. Toprx. It will do a lot.

Mr. Mircer. Maybe so, but I do not think it will be enough. I think
we have to be attuned to the new issues which we tend to discover
constantly with chagrin.

Senator Proxarre. I think when you get above that level there are
things that are more important than money. Although it is hard to
imagine right now. There is a matter of dignity, of leisure, of oppor-
tunity in social and cultural ways.

Myr. Mruer. Participation.

Senator Proxmrire. Well, gentlemen, and Mrs. Winston, thank you
so much for a very helpful and fascinating morning.

The committee will reconvene on Tuesday in room 2212, Rayburn
House Office Building, to hear expressions of great differences of
opinion—Henry Hazlitt of New York City, formerly contributing
editor, Newsweek; Robert Theobald, New York City, author of “The
Guaranteed Income;” Daniel Thursz, dean, School of Social Work,
University of Maryland in Baltimore, and Luther Tyson, director,
Department of Feonomic Life, Board of Christian Social Concerns,
Methodist Church, Washington, D.C.

(Whereupon, at 12 noon, the committee recessed to meet on Tues-
day, June 25, at 10 aun. in room 2212, Rayburn House Office

Building.)




INCOME MAINTENANCE PROGRAMS

TUESDAY, JUNE 25, 1968

Coxeruss or THE UNITED STATES,
Suscomairtee oN Fiscan Poricy oF THE
Joint Economic CoMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in room 2212,
Rayburn House Office Building, Hon. Martha W. Griffiths (chairman
of the subcommittee) presiding.

President: Representative Griffiths, and Representative Rumsfeld,
and Senator Proxmire.

Also present : John R. Stark, executive director ; James W. Knowles,
director of research, and Nelson D. McClung, economic consultant,

Representative Grirrrrus. The subcommittee will coine to order,
please, and we will begin again the hearings on income maintenance
programs.

Mr. Hazlitt, would you care to start with your testimony, plense?

STATEMENT OF HENRY HAZLITT, FEW YORK CITY, FORMERLY
CONTRIBUTING EDITOR, NEWSWEEK

Mr. Hazrrry. Yes, Madam Chairman.

I am Henry Hazlitt. T am the author of a dozen books, mainly on
economics, and at present write a weekly column, syndicated inter-
nationally by the Los Angeles Times Syndicate. For the 20 years
1946 to 1966 I wrote a weekly signed column on economic guestions
for Newsweek magazine. For the 12 years prior to that I wrote most
of the editorials on economic questions for the New York Times.

I wish to testify now on the proposals for various forms of a guar-
anteed annual income, including the proposal for a so-called “negative
income tax.”

The guaranteed income proposal in its most uncompromising form
has been put forward by Mr. Robert Theobald. He “would guaran-
tee to every citizens of the United States . . . the right to an income
from the Federal Government to enable him to live with dignity.”
Everybody would be guaranteed this income, regardless of whether
or not he worked, could work, or was willing to work. As Mr. Theobald
has put it, having this income handed to him, would be an “absolute
constitutional right,” not to be withdrawn “under any circumstances.”

The recipients, in other words, as I understand it, could continue
to get this guaranteed income not only if they resolutely refused to
seek or take a job, but if they gambled the money away at bingo or
at the races, or spent it on prostitutes, pornography, whisky, gin,
marihuana, heroin, or whatnot. They would be given “sufficient to
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live in dignity,” and it would be apparently no business of the tax-
payers if the recipient chose nonetheless to live without dignity, and
to devote his guaranteed leisure to dissipation, drunkness, drug ad-
diction, or even a life of crime.

Proposals for a guaranteed income have differed regarding what
the exact amount should be. The general range suggested has been
between $3,000 and $5,000 for a family of four. A social security board
estimate has fixed the minimum “poverty line” figure at $3,335 a year
for such a family. Several guaranted-income proposals have adopted
this figure as the standard.

The first thing to be said about this scheme economically is that if
it were put into effect it would not only be enormously expensive to
the taxpayers who are forced to support it, but that it would destroy
the incentive to work and production on an unparalleled scale. As one
commentator has put it :

Those who believe that men will want to work whether they have to or not
seem to have lived sheltered lives.

Who, in fact, let us ask ourselves, would be willing to take the smelly
jobs, or any low-paid job, once the guaranteed income program is in
effect? The guaranteed-income sponsors propose to pay, say, $3,300
to a family without any income, but to families already earning some
income they would pay only the supplementary sum necessary to
bring the total up to $3,300.

Now, suppose, say, that you are a married man with two children,
and vour present income from some nasty and irregular work is
$2,800 a year. The government would then send you a check for $500.
But it would soon occur to you that though you now had $3,300, you
could have got this $3.300 anyhow without doing a stroke of work.
You would conclude that you would be very foolish to go on work-
ing at your nasty job or series of odd jobs for $2,800 when you could
get $3,300 without doing any work at all.

So the 80 million population now judged to be below the poverty
line would stop producing even most of the goods and services that it
is producing now.

The money cost of the guarantee, of course, would be enormously
greater than any of its sponsors calculate, because these sponsors ail
asume that those who are getting less than the gnaranteed income
of $3,000 or $4,000 would nonetheles continue to work for the smaller
incomes that they are already earning.

Not only would the scheme destroy the central incentive to work,
not only would it drastically undermine even the incentives of those
earning more than the 33,300 guarantee—because of the heavy taxes
imposed on them to pay the guarantee—but the scheme is indefensible
on grounds of fairness and equity. If “everybody should receive a
guaranteed income as a matter of right”—the words I have just quoted
are Mr. Theobald’s—who is to pay him that income? The advocates
of the guaranteed income gloss over this problem. When they deal
with it all, they tell us that the money will be paid by the
“government.”

This is to talk as if the “Government” were some separate entity
that gets its money out of some fourth dimension. The truth is, of
course, that the Government has nothing to give to anybody that it
doesn’t first take from someone else. The whole guaranteed-income
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proposal is a perfect modern example of the shrewd observation of
the French economist Bastiat more than a century ago: “The state
is the great fiction by which everybody tries to live at the expense of
everybody else.”

None of the guaranteed-income advocates explicitly recognize that
real “income” is not paper money that can be printed at will, but goods
and services, and that somebody has to produce these goods and serv-
ices by hard work. The proposition of the guaranteed-income ad-
vocates, in plain words, is that the people who work must be taxed
to support not only the people who can’t work but the people who
won’t work. If Paul claims a “right” to “an income sufficient to live
in dignity”, whether he is willing to work or not, what he is really
claiming is a right to part of somebody else’s earned income. What
he is asserting 1s that Peter has a duty to earn more than he needs
or wants to live on, so that the surplus may be seized from him and
turned over to Paul to live on.

This is an inequitable and immoral proposition. It is also self-
defeating. Any attempt to enforce it would destroy incentives and
gravely diminish the amount of wealth and income produced. There
would be less for everybody. There would be a smaller pie to divide
among everybody.

I should like now to turn to the so-called negative income tax. This
seems to me a misleading name for what should more accurately be
called a tapered-off guaranteed income. The negative income tax tries
to escape the complete destruction of the monetary incentive to work
implicit in the straight guaranteed income. But it merely jumps out
of the frying pan into the fire.

Under the negative income tax, a man or a family would receive
from the Government a subsidy of 50 percent, say, of the amount by
which the family income fell below the so-called poverty line of, say,
$3,300 a year. This means that if the family had no income at all 1t
would receive a subsidy of $1,650. If it already had an earned income
of $1,650, it would receive a Government subsidy of $825. If it already
had an earned income of $3,000, it would receive a subsidy of only
$150, and so on.

To put the matter another way, instead of taxing the subsidized
family’s self-earnings 100 percent, like the guaranteed income pro-
posal, the negative income tax would tax them only 50 percent.

T fully agree that a subsidy caleulated in this way—that is, one that
would be reduced by only $1 for every $2 additional that the recipient
was able to earn for himself—would not be as completely destructive of
incentives as the type of subsidy under which it would be pointless for
the recipient to earn more on his own account. In fact, some 30 years
ago I put forward a similar proposal myself in an article in the
Amnnalist, a weekly then published by the New York Times. What I
suggested was a relief payment that would be reduced by only $1 for
every $2 of self-earnings by the relief recipient.

T abandoned that proposal, however, shortly afterward when I came
to recognize that it led into a serious dilemma. This is precisely the
dilemma of the negative income tax. Either it is quite inadequate at
the lower end of the scale of self-earnings or it is unjustifiably ex-
cessive at the higher end.
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The problem that the negative income tax evades is the problem
of the individual or family with zero income. If that family gets only
$800, the figure suggested in Prof. Milton Friedman’s original
proposal in 1962, nobody would regard this as nearly adequate—
particularly if, as Professor Friedman also proposed, negative income
tax were made a complete substitute for all other forms of relief and
welfare. If the negative income tax payment for a family of zero in-
come is set at $1.650, no advocate of the guaranteed income would
regard it as adequate to live on in decency and dignity. So if the
negative income tax were ever adopted, the political pressure would be
irresistable to make it previde the minimum “poverty line” income
of $3,300.

The basic subsidy would therefore be as great as under the guaran-
teed income. But if it were, then under negative income tax families
would continue to get some Government subsidy until their incomes
reached $6,600. But this is higher than the median family income for
the whole country in 1963. In brief, this would be fantastically
expensive.

In addition, it would raise serious problems of equity. When the
subsidized family was earning $6,598 income it would still be getting
a $1 subsidy. When it earned $6,602 would it fall off the gravy train
entirely, and have to wait until its income fell below $3,300 before
it could get on again? And what about the family that was earning
$3,302 all along, and had never got on the gravy train?

Both the straight guaranteed income and its tapered-off form known
as the negative income tax are attempts to escape the allegedly humili-
ating and administratively troublesome means test. But if the Gov-
ernment wishes to protect itself from massive chiseling and swindling,
under any giveaway program, it cannot avoid a consclentious investi-
gation case by case, and applicant by applicant. The guaranteed income
and negative income tax proposals do not solve the administrative
problem; they simply shut their eyes to it.

The guaranteed income and negative income tax are proposed by
some of their sponsors as a complete substitute for all existing forms
of relief and welfare. But does anyone seriously believe the present
beneficiaries of social security benefits, or unemployment benefits,
or medicare, or veterans’ benefits, or training programs, or educa-
tional grants, or farm subsidies, are going to give up what they have
already gained? The new handouts would simply be piled on top of
everything else.

The welfare bill is already staggering. Federal aid to the poor, under
that official 1abel, has risen from $9.5 billion in 1960 to $27.7 billion
in the fiscal year 1969. But if we add up all the welfare payments in
the 1969 budget—farm subsidies, housing and community develop-
ment, health, labor, and welfare, education, and veterans’ benefits, we
get an annual total in excess of $68 billion. oven this is not all. We must
add a social welfare burden on the States and localities of more than
$41 billion, making a grand total of $110 billion. This load has already
brought not only very burdensome taxation, but chronic deficits and
inflation that are undermining the value and integrity of the dollar
and bringing social insecurity for all of us.

I have talked here only of what should not be done, and have left
myself no time to discuss what should be done. But if I may take
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the liberty of stating, as I see it, the problem that faces your dis-
tinguished committee—I should put it this way: How can the
Government mitigate the penalties of failure and misfortune without
undermining the incentives to effort and success? I do not wish to
underrate the importance of the first half of this problem, but it seems
to me that the second half deserves much more earnest attention than
it has recently received.

Thank you.

(See vol. I, app. 16, for additional material subsequently submitted
by Mr. Hazlitt.)

Representative Grrrrrrms. Thank you very much, Mr. Hazlitt.

Mr. Theobald, you may put your paper in the record if you choose,
and spend your time defending yourself against Mr. Hazlitt, or you
may read your paper, or do whatever you choose.

STATEMENT OF ROBERT THEOBALD, NEW YORK CITY, AUTHOR,
“THE GUARANTEED INCOME”

Mr. Trroearp. I think I shall do a little bit of both, Madam Chair-
man.

Representative Grirrrras. All right.

Mr. Trroearp. It seems appropriate to start my testimony by re-
minding us how far the issue of the guaranteed income has come in
the last 5 years. In May 1963, T appeared before a Senate Subcommittee
on Employment and Manpower and argued that “adequate income
must be available to those unable to find conventional work in an
automated world and to those unable to secure adequate incomes for
other reasons.” The arguments for this proposal, as developed for my
book, Free Men and Free Markets, were read into the record of the
hearings.

It was made quite clear at this time that such an idea was not

acceptable and it was also obvious that there were few Senators or
commentators who expected it to become feasible in their lifetimes.
These political judgments were obviously wrong. We are clearly mov-
ing toward the introduction of a guaranteed income which is now
supported, according to the latest Gallup poll on the subject, by over a
third of all Americans and by some two-thirds of those in minority
groups.
° Ev%n more significant for the future progress of the idea is the
immense coalition stretching from left to right which unites interest
groups which are normally implacable foes. The potential power of
this coalition has most recently been demonstrated in the decision of
the mayors to lobby for a guaranteed income and by the development
of a Citizens Committee for a Guaranteed Income.

Asis inevitable, the practical necessities of the situation are triumph-
ing over outworn ideological stances. The society is coming to realize
that it is intolerable to permit some people to go hungry, ill-clothed, and
ill-housed when we have the ability, as a society, to create enough
food, clothing, and shelter for all the population. In effect, therefore,
we have already taken a commitment to prevent everybody in our
society from starving.

This commitment, however, has grown like Topsy rather than been
planned. The methods we have adopted are totally haphazard provid-
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Ing adequate resources to some but totally inadequate resources to
others whose needs are identical. In addition, because we have never
really faced the nature of our new commitment, the purpose of many
programs has been distorted—the agricultural subsidies are a key
example of this development. Proposals for a guaranteed income—for
Ppayment based solely on the size of the individual’s existing income—
are, therefore, basically attempts to tidy up an intolerably inefficient
system.

Unless we are prepared to abandon our commitment to providing
funds for those genuinely unable to provide funds for themselves, the
argument most often advanced against the guaranteed income—and
just reheated by Mr. Hazlitt—is totally devoid of merit. It is true
that there will be limitation of incentive under the gnaranteed income
system. However, all the present proposals would have a less nega-
tive effect than the present welfare schemes which almost totally
eliminate incentive. Despite much publicized reforms, most of those
on welfare still lose $1 for every dollar they earn. In addition, the
present administration of the welfare system operates in such a way
that the person who manages to work himself off the welfare rolls—
and then loses his job through no fault of his own—may find himself
unable to return to welfare.

If we do finally accept our commitment to provide an income to all
those who are in need of it, then it is clear that some variant of the
guaranteed income will be required. But there are several organiza-
tional problems which have so far been largely ignored. In addition,
it is essential to consider with very considerable care the relation be-
tween the proposal for a guaranteed income and the proposal for a
guaranteed job. I will deal with these issues in reverse order.

As we look back at the development in our analysis of the micro-
economic situation of the United States, two events stand out. First,
there has been a total change in our attitude toward the existence of
poverty. From an almost totally forgotten phenomenon, it has moved
to the center of the stage: the presence of the Poor People’s March
reminds us that this growth in concern is still continuing. Second, there
has been a major development in our understanding of the problem
of unemployability : the fact that some people are quite simply unat-
tractive to private and public employers at the socially desirable
minimum earnings. We are now beginning to distinguish clearly be-
tween the problem of unemployment due to inadequate demand and
that due to inadequate skills.

Indeed even those who are most optimistic about the present situa-
tion admit that there is a hard-core unemployability problem and that
new measures are urgently required. Some are therefore arguing that
the Government should become the “employer of last resort” for those
who cannot fit into the present job/income system.

The proposal that the Government become the employer of last
resort drew major attention when it appeared in the report of the Na-
tional Commission on Technology, Automation, and Economic Prog-
ress in 1966. Garth Mangum, its executive director has explained the
position of the committee in a recent essay in Social Policies for
America in the Seventies.

In a country characterized by geographical differences, a wide range of
educational attainment heterogeneity of race and national origin, and low tol-
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erance for inflation, price increases become unacceptable long before a job is
available for everyone able, willing, and seeking to work. If the latter promise
of the Employment Act of 1946 were to be made real, even in a period of low
general unemployment . . . the government would have to guarantee public
service jobs to those experiencing long-term unemployment.

Garth Mangum justifies this proposal with reference to the Works
Progress Administration experience of the 1930’s and, in so doing, hides
the truly revolutionary nature of the proposal. In the 1930, there were
many with high levels of skills and abilities who were ready and able to
carry through any form of meaningful activity which wasmade avail-
able to them. Mangum and the Commission are now proposing that the
Government create jobs for large numbers of people who are least capa-
ble of finding positions within normal private or Government
employment.

The dynamics of such a program can be clearly foreseen. Govern-
ment civil servants would be confronted with hundreds of thousands of
individuals with low skills and inadequate education, with life histories
making them unaware of the requirements for holding a job. From its
inception, the program would be characterized by problems stemming
from low morale and high absenteeism. Congress would react with
outrage as it has done toward the similar problems of the poverty
program. One can easily conceive of a highly restrictive series of rules
which might state that anybody more than 15 minutes late for work
would lose a day’s pay and that in order to provide for administrative
“efficiency” no person would be allowed to change his job within the
program more than once every 6 months.

Kurt Vonnegut, in his novel The Piano Player, has traced the end
result if such a first step would be followed through to its logical con-
clusion. He has shown that fewer and fewer people would be required
in the productive activities of the society and that more and more
people would be compelled to work in meaningless “jobs.” Those with
creative or functional work would be the new aristocracy in a society
of controlled peons carrying out pointless activity.

Any alternative to this job-at-any-cost approach must deal head-on
with the major, imminent problem of an incipient societal split between
the creative people, those necessary to the functioning of the emerging
socioeconomic organization, and those who will need to have new roles
developed for them if they are to be meaningfully occupied. Any ap-
proach must provide not only an environment for creative activity but
also the underwriting of the reentry into the socioeconomic system for
those who have already been abandoned by it. The “guaranteed in-
come,” or “basic economic security,” as I prefer to call it, meets these
criteria fully. First, it will serve as the socioeconomist’s approach to
the social and cultural self-devalnation of the currently unemployed
and those who will become unemployed as cybernation develops. Sec-
ond, it will underwrite the activities of creative individuals and im-
prove our methods of financing education for it will provide a basic
income for all students.

Basic economic security (BES) is a general economic principle
applicable to every member of the society. It underwrites his status as
a full member of the society and should not, therefore, be seen as a mere
economic mechanism which enables an individual to remain alive even
though society has virtually ceased to recognize him as one of its
members.
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It is often wrongly assumed that BES would move people out of the
functioning society. This assumption is based on a misunderstanding:
A Delief that there is a shortage of work rather than a shortage of jobs.
The job/work/activity dilemma could already be perceived 6 years ago
and has remained unchanged: I quote from my book “Free Men and
Free Markets.”

There should be no difficulty in finding useful work. Our scarcity is one of the
market-supported jobs, not of work that needs to be done. We could resolve the
present paradox that the richer a country may be, the more inadequately certain
valuable social tasks are carried out. * * * We apparently cannot afford sufficient
public gardeners, police, social workers, and schoolteachers, to name only a few
of the occupations where there is generally agreed to be a shortage of workers.

It is, at this point, a pleasure to agree with Mr. Hazlitt and to leave
out my demonstration of that fact and to move on.

I would like to recommend an approach which has received some at-
tention, but in my opinion not nearly enough. The reason it has been
largely ignored is that it involves fundamental reform of the present
tax system. However, just as we can no longer brush away the fact that
our present welfare system is a morass into which the poor are sinking,
we will soon be forced to recognize that the present tax system, which
has also grown like Topsy, must be reformed.

I would therefore like to propose to this committee that each and
every individual within the United States should receive a direct
payment from the Federal Government as a matter of right. This
proposal, in effect, can perhaps best be understood by seeing it as a
suggestion for widening the idea of “childrens allowances” to the
whole population.

The treatment of all income would then conform to the following
suggestion advanced by Kendall P. Cochran in an essay written for
the book “Committed Spending™ which is edited by me and will be
published by Doubleday on July 24.

All income, from whatever source derived, must be subject to a progressive tax
at the Federal level. Thus current practices, which give favored treatment to
certain kinds of income, would be eliminated.

Cochran explicitly proposes the elimination of favored treatment
for capital gains and interest on municipal securities, income splitting,
deduction for State and local taxes, medical expenses, interest pay-
ments, casualty losses, most gifts to charity, and exemptions—the pur-
pose of the latter will, of course, be covered by the guaranteed income
payment.

It is obvious that if gross inequities are to be avoided in the shift
toward a guaranteed income pattern, it will have to be introduced over
a period of time and that a basic plan would have to be developed,
adopted and sustained. We can perceive the sort of thinking and nego-
tiations which will be required if we look at the process of creating the
Common Market in urope—the contrast with present methods of
negotiating tax bills is striking and depressing.

The fact that the negative income tax plan might be carried-through
in the near future and that a fundamental reform of the tax system
does not presently appear feasible should not prevent us from moving
toward consideration of the latter issue. Let me remind you of the
progress we have made in redefining the welfare issue in recent years:
we can redefine the taxation issue if we make the same effort. If we
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should fail to do so, the negative income tax will undoubtedly land
us in a more unfavorable position than exists at the present time.

Under these circumstances it is obviously impossible that I should
provide the committee with exact figures. I have neither the resources,
nor the access to computers, which will be required to worlk out the
approaches which are technically—let alone politically—feasible. In-
deed, I do not believe that the technical problems are critically diffi-
cult—there are plenty of technicians to work out feasible approaches
once the problem has been defined. I would suggest, however, that the
negative income tax may well be the initial step toward the twin goals
of providing incomes to all as a matter of right and toward a more
equitable tax system.

I would like to suggest to this subcommittee that our prime eco-
nomic problem results from the fact that our present economic reason-
ing is based on fundamentally fallacious reasoning. The Council of
Economic Advisers needs to reread John Maynard Keynes and to
discover that he excludes from this analysis the very factors which are
now most important.

Keynes argues in “The General Theory of Employment, Interest,
and Money”:

We take as given, the existing quantity and quality of available equipment, the
existing technique.

We have adjusted our economic system to an analysis which is out-
dated. We must now discover the new model which will enable us to
understand and control the economy in the current social setting; to
do this we will have to develop great social economists of the stature
of Schumpeter.

The guaranteed income is a necessity for the society in an era of
cybernation. Now that we are understanding this reality, we must go
on to discover the longrun implications of such a fundamental change
and work to acquaint citizens throughout the United States with the
new realities.

Representative Grrrrrras. Thank you, Mr. Theobald.

Dr. Thursz?

STATEMENT OF DR. DANIEL THURSZ, CHAIRMAN, COMMISSION ON
SOCIAL ACTION, NATIONAL ASSOCIATION OF SOCIAL WORKERS,
INC.; DEAN, SCHOOL OF SOCIAL WORKERS, UNIVERSITY OF
MARYLAND, BALTIMCRE, MD.

Mr. Trursz. Madam Chairman, members of the subcommittee, my
name is Daniel Thursz, and I am here today to represent the National
Association of Social Workers. I am chairman of its commission on
social action. My professional position is that of dean of the School of
Social Work at the University of Maryland in Baltimore.

I welcome this opportunity to present for the National Association
of Social Workers the case for the guaranteed annual income as de-
veloped over a period of a number of years by our association.

Let me, before getting to my prepared text, make a few comments,
Madam Chairman, about my presentation this morning.

I would say one of the concerns that this committee has had is that
it has been subjected to a whole series of true believers who have a
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simple answer to a complex problem. The problems of poverty in this
country will not be handled by a single program, no matter how well
developed. Our sad experience as social workers has been that every
program carries with it certain limits; and no programs, as we see it,
will be able to do the total job. My concern is that we at least accept
the concept of responsibility which has been established in our country
for many, many years. When vwe are told that to guarantee rights is a
new concept in American history, I must point out that at least in the
field of education, we, unlike many other countries of the world, have
accepted the fact that the Nation as a whole has to accept the responsi-
bility of guaranteeing to each child the right to an education.

And when people tallk of morality, I would have to ask which is
more immoral : To take from the affluent to help those who do not have
the wherewithal to live, or to deny generation after generation the
wherewithal with which to hope. Or, if you please, to punish, degrade,
attack those to whom we give inadequate assistance?

In my own city of Baltimore, it was only 2 or 8 months ago that
the welfare department was finally convinced that the checks for
those on welfare might not have to be printed with a distinct color so
that, as recipients cashed the checks, the stigma of being on welfare
would be communicated quickly. I mentioned this because it seems to
me that we are really fundamentally in the field of values, and we need
to make some decision as to the sort of country we want to become.

Now, I do want to indicate what has happened to us as social work-
ers, because the National Association of gocial Workers is a profes-
sional organization with a membership of 50,000 individuals located
throughout the country in 170 chapters. Our members are employed
in governmental and voluntary, health and welfare agencies. A sub-
stantial proportion are employed in State and local welfare
departments.

1 presume that it is news when social workers attack the system for
which so many work by saying that it is outmoded, inadequate, and
cannot begin to do the job. T shall try to develop this vierr.

In essence, we believe that every individual in our society has a right
to a certain and adequate income and that society as a whole benefits
when this is realized. This goal can be achieved only through a com-
bination of approaches. This combination includes:

First: The opportunity for employment, and I guess we are not as
pessimistic as others are about the desire for people to work. Some-
how, there are lots of other incentives in our society that prompt
people to work, in addition to money.

Second: The improvement and expansion of social insurance. We
realize that many Americans will be out of the poverty, above the
poverty lines, if we use the social insurance scheme to provide them
with adequate income.

Third: Some device for raising to an adequate income level those
persons not in the labor force or those whose work experience is so
insubstantial as not to enable them to qualify for adequate social
insurance benefits.

Fourth: A reformed and reorganized public assistance program.

I will spell these approaches out in more detail in the course of my
testimony. Before doing so, I would like to present a short description
of the development of our association’s thinking with respect to the
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setting of a floor of income for all Americans, because I think it has
substantial bearing on how we reached the conclusion that our present
income maintenance system must be modified, improved, and extended.

Let me now talk about the association and how our social workers
came to believe that our social assistance program was not working as
well as it should be. We believe that it would not be enough to restruc-
ture the program by which we provide some financial security to
people, but we have looked to qualitative and quantitative improve-
ments in the public welfare program. We have sought for many years
for exemption of earnings of employed children, the elimination of
residence requirements, but we were not successful. The key recom-
mendation of the 1962 Public Welfare Amendments was directed to-
ward rehabilitative services to ADC families by trained personnel.

I will add quickly that we were wrong in our support of the 1962
amendments, when some of us suggested that by adding trained social
workers, we could move people out of poverty—the problem of poverty
is far more complex and you can provide all the caseworkers you want
to people; if the opportunity for employment is not available, if we do
not do something with housing, if we do not do something with racial
prejudice, if we do not do a whole lot of things which social workers
do not control and which are controlled and handled at a different
level of government, then casework will fail, and casework has failed
from that point of view.

We supported employment programs and we preferred employment
programs to money grants for employables. Circumstances then re-
quired us to settle for a program of Federal participation in work relief
which was not implemented legislatively until the Economic Oppor-
tunity Act, outside of the Social Security Act, initiated the community
work and training program.

Now, as recently as 1962, we held that there was nothing radically
wrong with our public assistance system that more adequate pay-
ments, the provision of a category of general assistance, and the elimi-
nation of residence requirements and the addition of trained staff
would not correct. Although some of us had reservations about the
means test and investigatory procedures, most of us sought correctives
through more enlightened and compassionate administration of the
program.

‘We have now come to the conclusion that this simply is not enough
and that our public assistance program must be relocated in the spec-
trum of programs necessary for an adequate system of income assur-
ance, and present systems substantially reformed and reorganized.

At our 1967 delegate assembly of the National Association of Social
Workers, a program was recommended as follows:

First: The expansion of the general economy and of public service
employment is required, since work will continue to constitute the
major source of income for most American families in the foreseeable
future. Adequate minimum wage administration should provide a
floor for all earnings.

Second: The improvement an expansion of social insurances— old-
age, survivors, disability and health insurance, unemployment and
workmen’s compensation—in order to make the fullest possible con-
tribution to filling the gap that now exists between income from work
and decent income for all citizens.
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I must point out that we now have almost a million persons who
are on social security and at the same time have to go to public welfare
departments to obtain additional relief, since the assistance provided
by one system of the government is simply not enough to permit us
to live. Why we need two bureaucracies, and two systems to provide
support to the aged is really beyond my comprehension.

Third: An expanded and improved system for raising to an ade-
quate income level those persons not in the labor force or those whose
work experience is so insubstantial as not to enable them to qualify
for adequate social insurance benefits.

I might say that on the questicn of the specific program, there was
a substantial difference of opinion in our membership with respect
to the negative income tax or the family allowance approach. The
assoclation has not taken a position in support of one program or
another. In part, we are caught in the same dilemma as the committee
is caught. We recognize some of the limitations of both programs.

Yet we are convinced that the present procedures—the use of a
means test, the use of public welfare departments to provide income
support and the situation where each of the States sets its own level—
simply cannot go on. We see it as destructive not only of individuals
involved but to society as a whole. However, we suggest there is a
need now, before we finally settle on one program or another, to
reform and reorganize the public assistance program so that no per-
son’s income will fall below a minimum standard of adequacy.

We would suggest again the elimination of residence requirements,
relative responsibility except spouse for spouse and parent for chil-
dren, and the categories of assistance. We suggest that such a public
assistance program could be administered in a way that protects the
individual’s dignity, privacy, and constitutional rights.

We suggest that much can be done today to improve our present
system while we gear up for a new program, whether it be a program
of negative income tax or a program of family allowance.

Finally, I would like to point out that there is an enormous cost
to our society of a permanent povertystricken segment of our popula-
tion. The cost is not only economic. The cost, which can be called a
social cost, is not only the degradation and alienation of millions of
citizens and the violence and destruction that inevitably results from
hopelessness amidst affluence. It also includes the wasted lives, the
loss of productive and contributing taxpayers and consumers, the
new, yet unborn generations of alienated youth and the possible loss
of the most fundamental objectives of our American society.

There are enormous social consequences to inaction on the matter
of income maintenance. I would submit that there are equally positive
social consequences to action now to give to all Americans income
support and income opportunity.

Our members for the past several years, throughout the country,
have been publishing articles and doing some fundamental studies,
evaluating various proposals for the various programs for guaranteed
annual income. I would be most willing, Madam Chairman, to submis
these articles as well as the full text of my testimony to your
committee.

(The remainder of the prepared statement of Dr. Thursz follows:)
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PREPARED STATEMENT OF DR. DANIEL THURSZ
* ES % % E3 E %

QOur Association has a long history of support for the Social Security Act
and its old age, survivors’, and disability, Medicare, public assistance, and
Medicaid titles. Over the quarter century and more of the life of the Social
Security Act, we have appeared frequently before Congressional committees to
argue for a comprehensive non-categorical program of public assistance which
would provide for:

(1) Adequate assistance payments;

(2) Elimination of residence requirements;

(3) Some retention of earned income;

(4) Elimination of relative responsibilities, except that of spouse for spouse
and that of parents for minor children.

We have argued that these revisions in the public assistance titles would
move toward making it a reasonably adequate program of supplementation of
the basic benefits previded as a matter of right through Title II of the Social
Security Act.

Long before the 1966 report of the Advisory Council on Public Welfare, we
supported the key recommendation of that report, namely, that the sole basis
for eligibility for public assistance should be that of need.

In 1961, our Association welcomed the invitation from the then HEW Secre-
tary Abraham Ribicoff to assist him in developing a series of amendments to
the public assistance titles in the Social Security Act, which eventually became
the 1962 Public Welfare Amendments to that Act. Our approach, and that of
the HEW and the Congress, was not a restructuring of public assistance, but
qualitative and quantitative improvements.

Although we sought, as we had over a period of a number of years, some
exemption of earnings of employed children and the elimination of the residence
requirements, we were not successful. The key recommendation of the 1962
Public Welfare Amendments was directed toward ‘“rehabilitative services to
ADC families by trained personnel.”

Some of us who were involved in that Advisory Committee argued that a
program of public works and subsidized employment should be developed to
deal with both the unemployed father on ADC and to obviate the necessity for
application for public assistance for unemployed parents. We preferred em-
ployment programs to money grants for employables. Circumstances required us,
however, to settle for a program of Federal participation in work relief which
was not implemented legislatively until the Economic Opportunity Act, outside
of the Social Security Act, initiated the community work and training program.

* ES % & * & £

At our 1964 Delegate Assembly these growing doubts as to the viability of
the public assistance program came to a head when there was adopted an income
maintenance statement that indicated that the Association “favors a passage and
implementation of Federal legislation that would insure (1) income as a
matter of right in amounts sufficient to maintain all persons throughout the
nation at a uniformly adequate level of living; and (2) the provision of pay-
ments in the most dignified and efficient manner possible.”

At the same Delegate Assembly, we indicated that “we stand for the aboli-
tion of the means test in the archaic form in which it is applied in state and
local administration of public assistance,” noting further that this means test
“nullifies the objectives of guaranteeing to every individual in our society the
right to an adequate and certain income, and does violence to basic human
values.”

In adopting these policies, we recognized that we were now charged with spell-
ing out in considerable detail how we believe we should go about assuring
income as a matter of right in amounts sufficient to maintain all persons through-
out the nation at a uniformly adequate level of living. We recognized further
that while members of our Association supported this declaration as a matter
of principle, reservations would develop as we began the outlining of specific
details for achieving a program dedicated to this principle.

Over a period of almost two years, we developed what we saw as the ele-
ments of an adequate program of income assurance and then, to prepare the
participants in our 1967 Delegate Assembly which would be called upon to
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pass on this program, we instituted a series of regional seminars at which
this proposal was outlined and discussed.

This program for income assurance which was adopted at our 1967 Delegate
Assembly is as follows:

(1) Expansion of the general economy and of public service employment is
required since work will continue to constitute the major source of income for
most American families in the foreseeable future. Adequate minimum wage
legislation should provide a floor for all earnings.

COMMENT

‘We supported in 1967 extension and improvements in the Fair Labor Standards
Act and are now supporting the Clark Emergency and Training Act of 1968
and the O’Hara Guaranteed Employment Act.

(2) Improvement and expansion of the social insurances—old age, survivors’,
disability and health insurance and unemployment and workmen’s compensa-
tion—in order to help make the fullest possible contribution to filling the gap
that now exists between income from work and decent income for all citizens.
Such expansion should include more complete coverage, a substantial increase
in benefits, extension of medical care to all, and, with respect to unemploy-
ment compensation, in addition the application of Federal standards and the
lengthening of the period in which payments are made.

COMMENT

‘We support increasing social security benefits by 50%, to be financed by rais-
ing the wage base substantially and from the general revenues to cover the
cost of prior service credits. Further, we support extension of contributory health
insurance to the total population.

(3) An expanded and improved system for raising to an adequate income level
those persons not in the labor force or those whose work experience is so in-
substantial as not to enable them to qualify for adequate social insurance
benefits. The two most promising approaches to this objective are the following:

(a) A federally administered universal benefit system, possibly using the
income tax mechanism, under which all persons would receive payments designed
to lift the income of all those below the poverty line to an adequate level.

(b) Children’s or family allowances and allowances for the aged to an
adequate level of income and based solely on such criteria as age, family status,
and the like.

COMMENT

There is a substantial difference of opinion in our membership with respect
to the negative income tax or family allowance approach. The Association, how-
ever, reserves its position as to the choice of programs which seem to have
the best chance of being adopted in the reasonably near future, in order to make
contribution toward the objective of a guaranteed minimum income for all.

(4) A reformed and reorganized public assistance program that would pro-
vide a Federal guarantee so that no person’s income would fall below a minimum
standard of adequacy and be based on financial needs as the only criterion for
eligibility. Such criterion would eliminate, among other matters, residence,
relatives’ responsibility, except spouse for spouse and parent for dependent
child, and the categories of assistance. Administered under considerations that
would protect the individual's dignity, privacy, and constitutional rights, this
program would serve as a significant interim measure until other programs
could be developed and also as the ultimate guarantor that no one because
of socioeconomic reasons or the lacks and deficiencies in other income provision
arrangements shall be without a decent level of income.

COMMENT

The 1967 Public Welfare Amendments, particularly the AFDC freeze and the
discriminatory requirement for work and training for mothers, demonstrated
to us again that the means test approach in public assistance “does violence to
basic human values.”

In our judgment, current efforts to separate services from the determination
of income eligibility, substituting declarations for case by case investigation
are forward steps, which we want incorporated in the assistance program of
the future. However, we would see such a program as much diminished in size,
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essentially a residual program, and designed to supplement an income provision
system based upon rights.

As further background for this presentation, we are offerlng for the files of this
Committee reprints of two articles that have been published in our Association’s
magazine Social Work, and a paper prepared for our 1967 Delegate Assembly by
Dr. Alan D. Wade, who is now Dean of the School of Social Work at the Sacra-
mento, California State College, entitled “Lifting the Poor Out of Poverty”.

One of the articles which we are filing “A Way to End the Means Test” by Dr.
Edward E. Schwartz, George Herbert Jones professor at the School of Social Ser-
vice Administration, University of Chicago, develops what Dr. Schwartz calls
a family security program which utilizes the Federal income tax system to pro-
vide a federally guaranteed minimum income which would be set at any one of
three levels, varying from a minimum maintenance of $3,000 a year to a modest,
but adequate level of $5,000 per year.

Another article entitled “Alternatives in Income Maintenance” my Arvin L.
Schorr, Editor of our publication Social Work and HEW Deputy Assistant Secre-
tary for Individual and Family Services, presents six distinctive approaches to
income maintenance identifying their basic assumptions and controlling issues,
and rejects or locates each approach within the system that will take shape over
time.

We have not attempted to determine the cost of this four-part program we are
suggesting, but are certain that during these hearings you have received from
various witnesses, particularly the economists, the cost of instituting some kind
of income assurance program. Such estimates may well have varied from a low
of $11 billion to a possible high of over $30 billion. However, we do want to note
that if significant and affirmative action is taken with respect to job guarantees,
including a minimum wage of no less than $2.00 an hour, if the social insurance
system is extended and improved in its old age, surviviors’ disability and health
phases, and if unemployment compensation is extended and improved, the cost
to be carried by income supplementation devices such as the negative income tax
or children’s allowances and a reorganized public assistance system would be
proportionately reduced.

There is an enormous cost to our society of a permanent poverty-stricken seg-
ment of our population. The cost is not only the degradation and alienation of
millions of citizens and the violence and destruction that inevitably result from
hopelessness amidst affiuence. It also includes the wasted lives, the loss of pro-
ductive and contributing tax payers and consumers, the new, yet unborn genera-
tions of alienated youth and the possible loss of the most fundamental objectives
of our American Society. There are enormous negative social consequences to in-
action on the matter of income maintenance. There are equally positive social
consequences to action now to give to all Americans the income support and/or
opportunity.

We welcome this opportunity to participate in this dialogue on guaranteed an-
nual income and pledge the efforts and resources of our organization in the fur-
ther extension of public discussion on the need for assuring all Americans a
decent level of income.

Representative Grrrrrrms. Thank you. Without objection, we will be
glad to receive them.

(The documents referred to are included in vol. IT as appendix 18.)

Representative Grirrrras. Mr. Tyson?

STATEMENT OF LUTHER TYSON, DIRECTOR, DEPARTMENT OF ECO-
NOMIC LIFE, BOARD OF CHRISTIAN SOCIAL CONCERNS, METH-
0DIST CHURCH, WASHINGTON, D.C.

Mr. Tyson. Madam Chairman, members of the subcommittee, my
name is Luther Tyson, I am the director of the Department of Econo-
mic Life of the Board of Christian Social Concerns of the United
Methodist Church. My area of specialization in graduate studies has
been the fields of the sociology of religion and social ethics. I am testi-
fying on behalf of the National Council of the Churches of Christ in
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the United States as a member of its committee on the church and
economic life.

The National Council of Churches is composed of 33 member Pro-
testant and Orthodox Christian denominations, which in turn have an
aggregate of 42 million members. I mention this merely to indicate
what kind of organization the National Council of Churches is and not
to imply that I am attempting to speak for all these denominations or
their members. I am speaking on behalf of the general board of the Na-
tional Council of Churches, which is its governing body. The general
board is composed of representatives of the member denominations in
proportion to their respective membership, selected by the denomina-
tions according to their own procedures. It numbers 255 members, and
includes men and women, both clergy and laity.

The general board meets three times a year to set policy for the Na-
tional Council of Churches. One way in which it sets policy is by acting
on policy statements proposed after careful study by program units
subsidiary to the general board but composed, like 1t, of denomina-
tional representatives of specialized competence.

It is in one of these, the committee on church and economic life, that
the policy on which this testimony is based originated. For 2 years, a
study committee of economists and other specialists worked on the
stibject of guaranteed income, and their recommendations formed the
basis of the policy adopted by the general board after deliberation,
debate, and amendment by the program board of the division of
Christian life and mission, an intermediate representative body.

I cite this history to indicate that this policy was not arrived at
hastily, impulsively, or inadvisedly. When finally acted upon by the
general board, the vote was 107 for, one against, with two abstentions.

Madam Chairman, I think perhaps I will not read all of this. Itisin
your record. I would like rather to make some comments.

Representative Grrrrras. We shall be glad to have your comments,
and your statement will be printed in the record in full.

Mr. Tyson. I note the question of values has been touched on by
three of your speakers. In terms of specificity, the language of social
ethics raises this question concerning guaranteed annual income: Why
should a rich man’s cat lap cream while a poor man’s son suffers from
malnutrition ? Or why should the least advantaged in society function
to stabilize the rate of inflation? Why should those persons be the
safety valve of the economy?

Now, to raise this kind of a question is not an idle exercise in
axiology. The answer is fraught with social and political consequences.
It lghallenges our inherited values supporting our national economic

olicy.

T would like to limit my remarks to two major points. The first is
that transfer payments must be seen as an investment in personality
development and in household security. Very briefly, I will sketch a
microanalysis of the value system of the ordinary household—that is,
a family unit which produces motivated children who are capable of
enjoying life, of exercising their social privileges, and of meeting
their social obligations.

The fundamental proposition concerning the household is that its
basic goal is a noneconomic function. Too often, we define these func-
tions in terms of economy only, which then skews our analysis in terms
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characteristic of the economy. The primary function of the household
is to transmit cultural values through socialization and to manage
individual tensions within a small face-to-face group.

Now, the basic product of the household is the socialized individual,
and it is the service of this individual which the economy needs in
order to perform its primary function, the production of goods and
services. So there is -t?h‘is economic dimension to the function of the
household. .

It generates within it motivation for economic performance, and it
generates, manages, and disposes of wealth as resources for its primary
output, the socialized individual. This is achieved through exchange
in the occupational market, the consumers market, and the capital
goods market. The goal of the economy of the household then, 1s to
generate motivation appropriate to occupational performance through
the mechanism of the socialization of the child and the management
of tensions of family members. L

Within this broad goal, we find certain kinds of functions within
the household. Each one of these functions rests back upon a basic
value assumption, Within the goal sector of the household economy
would be included the willingness to assume an occupational role, the
willingness to be employed, the capacity to earn, the balancing of
skills, competence, training, and entry into productive work and the
valuation of industry. This has often been called a work ethic, and
this is certainly a needed input into an economic system. .

It is generated primarily not in the economy—I emphasize this—
it is generated primarily outside the economy in the socialization
processes of the child. Now the household also generates motivation
for a wide spectrum of activities other than economic, including
learning, service, worship, and while the household is more than a
resource for the economy, its product is a necessary and a basic need
of the economy.

In pursuing this goal of the motivated person, the socialized indi-
vidual, the economy of the household must adapt itself to the chang-
ing situation of the general social environment. This would include
now primarily technological change.

This is not new. This has been going on, of course, for centuries.
But it is at a new rate. A certain portion of the resources of the house-
hold must be allocated for continuous maintenance of occupational
motivation, and if the household does not have this input whereby it
can generate this continuous motivation, it will be lost and it is lost
to the total system, it is lost to the economy. Then it cost a whole
lot more to recapture it, to regenerate it. It takes years; it takes a
generation.

The roles of the household economy in this adaptive function of
being able to ride with change in society center around spending.
This includes spending for health, being able to enter the job market
and work daily and to have the health to do so. It also includes recrea-
tion, education, training, spending for the basic standard package of
living, which includes personal savings; for the invisible costs of
living—spending for status, which relates the household to other
formal and informal associations in society and defines who the house-
hold is and what it is, and incidentally, the children in it—all of this
based upon an attitude toward consumption and its evaluation.

96-602—68—vol. 1——21
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The household is conditioned through interaction with other collec-
tivities, which includes not only the standards of life, but includes
discretionary styles for enhancing the life of the members of the
household—religon, health, travel, leisure, and the realization of the
basic values of the household structure.

A third function within the household centers in what is termed
the integrative sector. It deals with the organization of the family’s
occupational roles. The roles in this sector of the household center
around the improvement of occupational capacities through reorga-
nization of the role of each family member—going back to school,
for instance; taking job training as an example; consumption pat-
terns and socialization techniques. It includes leadership for creating
new occupational capacity or improving the old; it includes the
valuation of innovation in family economic performance.

And such questions as who allocates household funds—these all
enter into this particular function of how does the household spend
its money in order to be able to meet this kind of change.

Now, within the household economy, the value sector functions to
process motivation in the family. Roles are organized around the
processing of appropriate motivation relative to economic perform-
ance, the developing of techniques in tension management, the inte-
gration of the techniques for the socialization and tension manage-
ment by the division of labor among adults, or supplying supervision,
nurture, and the whole question of valuation of motivation.

The point I wish to make is this, that these primary functions of
the household require a continuous input of resources from the total
social system. One of the most important ones is constant flow of
income. And it is impossible, it seems to me, in the field of ethics to
judge a family as being not motivated, as being unworthy when the
very things we know from the behavioral sciences and from ethical
analysis which motivate the family are not inputs into the family.
And if we are going to really make secure the household in a rapid
era of change, then these millions of families are going to need special
transfer payments in order to be able to develop the very facilities
necessary to process and to socialize persons in family structures.

The output, then, is the motivated person, and this is what we hope
is achieved. Therefore, we do not get people locked into a social system
of deprivation and poverty, but it is an investment in personality and
into the household during periods of rapid social change.

The second point I wish to make centers around an ethical dis-
tinction between work and leisure. Because this constantly comes up
in one form or another, sometimes disguised, when we are beginning
to talk about incentives, let me pose a question. Does a person who is
living from past investments represent a person who is working ? Now,
what is work? Work broadly defined means any human activity
directed toward achieving objectives, whether or not any remuneration
is involved.

Work narrowly defined is activity for the sake of specific economic
gains. It is the exchange of labor for wages. Remember, narrowly de-
fined, it is the exchange of labor for wages.

Now, then, a person who is able to make a claim upon a-total social
system because a father or a grandfather or a great grandfather made
a good investment, is this person working? Then should this person
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Teceive income from the total social system? Is this a legitimate moral
claim against the system ?

Well, our society would say “Yes.” Why? Because of a necessary
function in the total system. One of the primary ingredients for a
functioning economy is that of the supply of capital. This is one of
its sources—out of savings—so therefore, there is a claim in perpetuity
for income to be transferred into this household because of this prior
function ; in other words, the person is working.

But I submit that this person is working in the broadly defined def-
inition and not in the narrowly defined definition, certainly not in a
definition of exchange of labor for wages.

What, then, is leisure? Well, narrowly defined, leisure may be seen
as idleness, and this is what so many people are worried about, what
happens to the idle poor? I was pastor one time in a community where
the median income was over $15,000 a year, and I was somewhat
worried about the idleness of some other kinds of people in society.
Tt is not just the poor who are idle.

This may constitute a major problem for a total social system, and
you do not cut it off at the poverty line.

Narrowly defined, leisure then may be seen as idleness, sort of lolling
around the pool. But leisure broadly defined is the creative use of the
free time. This will most often include the pursuit of social objectives;
for example, serving as a volunteer in hospital service.

Now, I submit that these two definitions begin to fade into each
other, labor and work, if you use the two broad definitions. Broadly,
leisure is the creative use of free time, and this will include the pur-
suit of objectives. Broadly defined, work means any activity directed
toward objectives whether or not remuneration is involved. So we are
involved here in trying to define a policy for determining family in-
come for activities—one of which has historically been defined as
economic work, and the other has simply been defined as a claim against
the total system for being human.

Now, then, I want to use an example I began with to illustrate why
I think there may be an ethical claim which can be made against a total
economic system by those persons who are not narrowly in the work
force. This person who supplies capital and then gets a claim against
the total social system in perpetuity I have sald performs a vital
function in the economic system. What about that person who is laid
off when we raise the tax rate by a 10-percent surcharge and talkes $6
billion out of the Federal Government’s budget ¢ This policy will result
in a 1-percent rise in unemployment, which will be around 800,000
projected, maybe in the next 12 to 14 months, which will also include
several million persons, persons related to this head of the household.
Are these persons performing, in the broadest sense, work? Are they
in the broadest sense achieving an objective of the total social system ?
I submit that they are, because this is the safety valve activated by
societal policy decisions.

Just look at a Phillips Curve. It describes our primary safety valve
for handling creeping inflation.

These unemployed persons “take it.” Are they not then performing
a function in the general social system which generates a claim for
transfer payments? I submit generally that a strong ethical case can
be made for this particular point.
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The last point I would like to make is the summary statement of
the policy of the National Council of Churches. We read the literature
for about 2 years and we discover that no ethical criteria had been
established in the literature for adjudging income maintenance pro-
grams, and so these six were developed by the research committee:

_First, such transfer programs should be available as a matter of
right, with need as the sole criterion of eligibility; (2) it should
be adequate to maintain health and human decency; (8) it should be
administered so as to adjust benefits to changes in cost of living; (4)
it should be developed in a manner which will respect the freedom of
persons to manage their own lives, increase their power to choose their
own careers, and enable them to participate in meeting personal and
.community needs; (5) it should be designed to afford incentive to
productive activity, and should be designed (6) in such a way that
-existing socially desirable programs and values are conserved and
-enhanced.

Thank you very much.

(The prepared statement of Mr. Tyson follows:)

PREPARED STATEMENT OF LUTHER TYSON
GUARANTEED INCOME

The National Council of Churches is grateful for the interest of this com-
mittee in the subject of guaranteed income, and wishes to congratulate the
committee on its forward looking approach to one of the fundamental aspects
of the problem of poverty in our nation—the issue of income maintenance.

‘We note with interest that no less than four presidential commissions dealing
with related subjects during the past two years have presented recommendations
looking in the direction of some form of guaranteed income.

The Commission on Technology, Automation and Economic Progress, reporting
in February, 1966, said :

“We feel strongly, howerver, that a better integrated and more comprehensive
system of social insurance and income maintenance is both necessary and fea-
sible at this stage of our history . . . The Commission recommends also that
Congress go beyond a reform of the present (welfare) system and examine
wholly new approaches to the problem of income maintenance. In particular,
we suggest that Congress give serious study to a ‘minimum income allowance’
or ‘negative income tax’ program. Such a program, if found feasible, should be
designed to approach by stages the goal of eliminating the need for means test
public assistance programs by providing a floor of adequate minimum income.”

In June of 1966, the Advisory Council on Public Welfare stated:

“Tor the nation as a whole, a floor under income constitutes a clear declara-
tion of conscience and of practical intention to eliminate poverty . . . the great-
est potential for strengthening income maintenance for the poor is through
immediate improvement of the social insurance and public assistance program.”

The President’s Commission on Law Enforcement and Administration of Jus-
tice recommended in February, 1967, that:

“Bfforts, both public and private, should be intensified to reduce unemploy-
ment and devise methods of providing minimum family income.”

Most recently, in March, 1968, the National Advisory Commission on Civil
Disorders asserted that:

“Qur longer range strategy . . . is the development of a national system of
income supplementation to provide a basic floor of economic and social security
for all Americans.”

The views of the National Council of Churches on this subject are contained
in a basic policy statement on “Guaranteed Income” adopted by its General
Board on February 22, 1968. That policy statement forms the basis for this
statement. A full text of the policy statement together with a staff paper is
attached.

The key sentence in the policy statement affirms that “the National Council
of Churches endorses the concept and desirability of a guaranteed income.” We
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wish to share with the Commission in summary form the reasoning which under-
lies that conclusion.

‘Our first premise is a theological one, rooted in the Christian understanding
of the plan and purpose of God in creation. We believe that the riches of nature
and the fruits of human ingenuity and productivity are intended, in the provi-
dence of God, to be shared and enjoyed by all his children, not hoarded by some
chosen (or self-chosen) few.

Through the centuries of mankind’s history, because developed resources and
technological skills were scarce, poverty for some was inevitable, although even
during the ages of scarcity, the Church has maintained a consistent protest
against unnecessary and immoral inequities between rich and poor.

Today, as far as our American society is concerned, we have clearly crossed
the great divide from an economy of scarcity to one of abundance. We now
possess the technological and productive capacity to eliminate dire poverty and
want from this nation. Having the capacity to abolish poverty, we have the
moral obligation to do so. As the General Board put it in another policy state-
ment, adopted in 1966 :

“Our burgeoning productivity makes possible, and our Judeo-Christian ethic
of justice makes mandatory, the development of economic policies and struc-
tures under which all people, regardless of employment status, are assured an
adequate livelihood.*

In this connection, we wish to take the occasion explicitly to disavow and re-
pudiate certain pseudo-Christian arguments which are frequently put forward
to condone continuing poverty and injustice. One is the contention that poverty
is ‘““good for the soul,” a basis for self-discipline and hence spiritual growth.
True, there is a place in Christian doctrine for voluntary poverty as a means
of self-discipline and as a witness to humility and servanthood. But this has
nothing to do with the kind of grinding, degrading, humiliating involuntary
poverty which is the lot of over thirty million citizens of the world’s most afflu-
ent nation. Nor does the undenied fact that a good many poor people have “risen
above their poverty” in some sort of triumph of self-fulfillment and spiritual
achievement provide any defense for the perpetuation of great pockets of invol-
untary poverty in a nation which has the resources to guarantee income at levels
permitting minimum health and comfort. No one will deny any man the right
to remain poor if he wishes, either for religious or secular reasons; but no one
in an affluent society has the right to demand that other men remain poor “for
the good of their souls.”

A second false argument sometimes heard in religious circles is that the plight
of the poor is God’s punishment upon them for their sins. The self-righteousness
of this argument on the lips of the affluent is a moral offense, and the falsity
of it is apparent upon the most superficial review of the composition of the
poverty population and the nature of the causes and circumstances surrounding
their poverty. To be sure, the poor are sinners, as all men are sinners; but there
is no causal connection, at least not on any wholesale basis, between the degree
of their sinfulness and the depth of their poverty. Any lingering doubt on this
point can be quickly dispelled by a cross-section review of the morals of the rich.

The most spurious of all the pseudo-religious defenses of poverty is the proof-
texting which quotes the words of Jesus from the Gospels: “For you always have
the poor with you.” Even the most superficial reading of the passages in which
these words are found reveals that Jesus was not uttering a socio-economic
prophecy, but using a very immediate situation to teach a moral truth. And part
of that teaching was that the Christian has a responsibility to do all that he
can in behalf of the poor. In Christ’s time this could legitimately mean charity.
Today, in our view, it means primarily hard work in behalf of the elimination of
poverty.

The second basis for the position of the National Council of Churches on
guaranteed income comes from our appraisal of the present welfare system. In
view of the abundant documentation which will be available to the Commission
from the work of the Advisory Council on Public Welfare and other sources
regarding the woeful inadequacy and the dismal defects of our present welfare
set-up, we will confine ourselves in this statement to a simple quotation from
our basic policy statement :

“As presently designed and administered, however, the public assistance pro-
grams fail to provide the answer and frequently violate the human dignity of

1 “Christian Concern and Responsibility for Economic Life in a Rapidly Changing Tech-
nological Society.” A Policy Statement of the Genertl Board, February 24, 1966.
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the poor. Many of those in need are not covered by any of these programs. In
most states, payments even for those covered are inadequate, often grossly so.
Recipients commonly lose most or all of any supplementary income they may
earn. They are subjected to humiliating tests, which in some cases place a
premium on family disruption.”

The above was written, incidentally, prior to the passage by the Congress in
1967 of further punitive amendments to the social security laws—amendments
which make a bad system even worse.

The ultimate flaw in our present maze of welfare laws and categorical pro-
grams is that none of it is designed to elminiate poverty ; but rather to perpetuate
it. This is not to say that welfare programs have done no good. Doubtless they
have kept a good many poor people from starving or freezing to death. The
tragedy is that at the same time the system has been geared, by design, to such
low levels of benefits that it has perpetuated the clients’ poverty with all the
accompanying frustration, hopelessness and despair.

We believe the time has come for this nation to find a better answer to the
problem of hard-core poverty than the present patchwork of welfare. We believe
some form of guaranteed income can provide such an answer.

A third consideration which underlies our support of guaranteed income has
to do with a very fundamental appraisal of our present socio-economic order
which so largely ties income to work and so highly prizes remunerative employ-
ment as the principal means of establishing human identity and worth.

We recognize the ambiguity of the evidence regarding the probable impact of
automation on the nature and availability of employment. Although it is clear
that in the short run the abundance of human needs and desires is sufficient to
provide work in productive and/or service industries for all who can be trained,
qualified and motivated to work, the longer run picture in this regard is more
uncertain. Whatever the future may hold in respect to the availability of jobs,
it is our opinion that a society of abundance should begin early to search for
ways of making human life meaningful and human dignity assured which are
not so tied as in former scarcity times to jobs and toil and paychecks. We believe
that those who are charged with exploring the possibilities of guaranteed income
should have such considerations in mind as they pursue their assignment.

This is not to say that we regard the guaranteed income as a panacea for all
the socio-economic problems of families or of the nation, or as a substitute for
programs of human resource development and full employment. On the contrary,
our basic policy statement says: “ . . a greatly expanded program for providing
meaningful jobs could bring many of the poor above the poverty line and greatly
enrich our entire society. Such a program is urgent, both because productive
activity enhances human dignity and because there are myriads of tasks that
need to be done.”

The point we are trying to make is that the value system which we have
inherited from the era of scarcity puts an evaluation on the role of work, defined
as compensated employment, which may prove inappropriate for the era of
abundance into which we are now moving. We suggest that a guaranteed income,
properly designed, may contribute significantly to the re-evaluation of the nature
and meaning and significance of work in the transitional days which lie ahead.

In the meantime, we have faced, as every responsible discussion of the guar-
anteed income concept must face, the issue of the effect of such a plan on
incentives to work. We are simply not prepared to buy the notion that minimum
level income guarantees will seriously undercut work incentives. Some of the
hardest working people we know have plenty of money and security. One of the
most inhibiting factors to work incentive, on the other hand, is malnutrition and
the frustrations associated with hard-core poverty. Furthermore, one can hardly
conceive a system better designed to produce dis-incentive to work than those
present welfare programs which tax all earned income at the rate of 100% by
taking away from welfare grants dollar-for-dollar all that the client earns.

Our conclusions on the issue of incentive are summarized in the policy state-
ment as follows:

“The charge is often made that a policy of guaranteeing family income would
destroy the incentive to work. As noted above, for many of the poor, employment
is not a solution. Nevertheless we recognize that motivation must carefully be
taken into account by any plan for assurance of income. Many proposed income
assurance plans are designed to encourage the earning of additional income,
rather than discourage it as some present programs do. Furthermore, motivational
research is revealing various sources for incentives besides the economic, such as
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prestige, power, and social usefulness. Indeed, access to income may strengthen
motivation and liberate creativity.”

Despite its rather intensive studies of the issue of guaranteed income, the
National Council of Churches does not feel that it possesses either the resources
or the competence to undertake to spell out and defend any specific plan for
implementing the concept. This is a task for experts in economics and political
science. The National Council policy statement does set forth some criteria
which it believes should be observed as guidelines in designing any concrete plan
for guaranteed income. These are stated as follows:

“(1) It should be available as a matter of right, with need as the sole criterion
of eligibility.

(2) It should be adequate to maintain health and human decency.

(3) It should be administered so as to adjust benefits to changes in cost of
living. )

(4)) It should be developed in a manner which will respect the freedom of
persons to manage their own lives, increase their power to choose their own
careers, and enable them to participate in meeting personal and community needs.

(5) It should be designated to afford incentive to productive activity.

(6) It should be designed in such a way that existing socially desirable pro-
grams and values are conserved and enhanced.”

In conclusion, the National Council of Churches expresses its intention to press
for development and implementation of a feasible program of guaranteed income
for the American people, its purpose to encourage and facilitate the widest
possible public discussion of the concept of guaranteed income among the con-
stitutency of the churches across the nation, and its eagerness to be of any
reasonable service to the Committee in furtherance of its assignment and to
those who may follow up on its work through implementing legislation.

Representative Grorrrras. Thank you very much, Mr. Tyson.

All of this time, we have been worrying about whether or not, if
you gave people some money, it would lessen the will to work. I would
like now to change the question.

Supposing we did give everybody some money. Now, you can start
off by assuming that 1t is not going to be a really bountiful sum of
money. It is going to be as small as we can manage. But we give it
to them. What would the effect be, in your judgment, upon our cur-
tailing all other programs that would help those people into a mean-
ingful stream of employment? ,

That is, we would say, well, you have some money ; there is no need
for us to do anything for you. Do we not really begin, then, to create
a permanent welfare class, without any real concern about it? Or
would you think that would be true?

Would you like to answer ?

Myr. Taroparp. This is where I have disagreed very strongly with
Professor Friedman. He has seen the guaranteed income-negative in-
come tax as a method of eliminating all kinds of social service. It
seems to me that we should only talk about eliminating all other forms
of financial payment. It seems to me this is a meaningful goal.

‘What happens then? Once the guaranteed income is available as a
matter of right, one fundamentally reforms the relationship between
the social worker and the client. Until the client can react humanly
with the social worker and object to bad treatment without fear of
los%ng his welfare rights, there is not much a social worker can do for
a client.

Representative Grorrrrzs. Well now, for instance, in Detroit, I be-
lieve the auto manufacturers have picked up 17,000 of the hard-core
unemployed and they have really worked with them, trying to give
them jobs. And these are very good jobs.
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If you gave people a guaranteed annual income, would it not lessen
the willingness of private industry to take on this type of operation?

Mr. Tarosarp. We have to either decide that the world is going to
continue to be the same or that it is going to change fundamentally. I
disagree violently with most of the intellectual establishment because
they seem to believe the year 2000 is going to look like the year 1967.
Herman Kahn’s book, “The Year 2000,” is a prime example of this
pattern. I do not think that the world will be the same.

We have to find a way to bring up children in a world in which they
perceive toil—which is doing something that you do not want to do—
as unnecessary; and look at work—-vhich is doing something mean-
ingful for yourself and society—as necessary. If we continue our
efforts to prop up the old system without moving into the new system,
we will never adapt in time.

Any new social system will make the old system work less well. But
we must decide whether we are going to try to create a new system
before the old system collapses.

At the present time, we are putting all our effort into keeping to-
gether a collapsing system, and I think we should be aware of that
fact.

Representative Grrrrrras. Do I not detect that you have a very
old idea in your own statement? Are you not really consigning all
women to their homes to rear children?

Mr. Teroparp. Madam Chairman, I come from a meeting of the
American Association of University Women, where I spoke over
breakfast this morning. I said to them that it is time women join the
revolution of the }ﬁowerless which includes, as I see it, the minority
groups, the poor, the students, and, I would hope, women. I hope that
we are moving both men and women into a future in which it is not
necessary to travel the freeways twice a day to do your work. This is
becoming an obsolete pattern in a communications era. So many of
us could do our work sitting at home using the telephone and the tele-
type and the Telex instead of traveling.

‘What I am saying is that we need a new form of community in
which all will relate to that community, where both men and women
would be free with much more time to do what they want to do.

Representative Grrrrrras. Then it seems to me that if this is your
idea, as large a sum of money will have to be spent on training pro-
grams and other things in the world as you are going to spend on a
guaranteed annual income, or maybe larger.

Mr. Treosarp. I think this is Mr. Thursz’s point that a guaranteed
annual income is only a first step. Abraham Maslow has pointed out
why. He has said that so long as you lack a guaranteed income, you
cannot possibly think ahead.

A welfare worker on a platform I was once on said it is very diffi-
cult to think about the future if you are hungry. I think this is what
we have to understand, that people cannot conceivably think about
their own future or their children’s future until, as Mr. Tyson has
said, there is money coming in as a matter of right. Then they can
start to develop themselves.

The reason people will not accept this view is because they adhere
to a different psychological theory, that of Professor Skinner. He said
we only respond to positive or negative sanctions or, as I prefer, the
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whip and the carrot, and that if we remove either the whip or the
carrot, people will become beer-swilling bums. I do not share this point
of view.

Representative Grirrrras. What do you suppose, Mr. Tyson, would

be the effect of a guaranteed annual income upon marriage?

Mr. Tysox. It might make it more interesting ; I am not sure.

Representative Grirrrras. I think it is possible that you should
reward people for marrying. .

Mr. Tyson. Madam Chairman, I think that with about a third of
the labor force, a little better now, in the labor market being women,
what would happen is that probably we would find an immediate kind
of—it might really actually underwrite a certain kind of instability,
and I do not want you to hold that against the concept.

The immediate effect might be this. Why should a woman be married
to a person who refuses to support her and her children? We make
so much, you know, of marriage, and it is the sort of nice, middle class
tl%in}%' to do. I approve of this; incidentally. I have performed a lot
of them.

But in the long run, I believe that it will strengthen the family, it
will strengthen the household. Now, then, what will this do as far as
other programs are concerned?

T trust two concepts here. One is out of sociological theory, the
emergence. You just never know what is going to be. You can do A,
B, and C, and you get something you camnot predict. We have to be
sort of open ended on it, and if we want guarantees on it, like income,
you are not going to be able to say, T know with a predictive certainty
What this consequence is going to be. But I believe that if we strengthen
the family at the point of this income flow whereby you are able, then,
to socialize personality, then you are dealing with the hard, basic
causes of ingrained poverty, that persons under those circumstances
will become creative working people, they will want to be.

But this cannot happen magically, somehow or other, through dep-
rivation. We have somehow or another invented a belief that the more
is kept from the family or the more it must prove its needs—the shoes
are actually worn out—then, we have created motivation. When the
family has no choice in the marketplace concerning education or train-
ing, then we guarantee to ourselves a system which is going to experi-
ence built-in failure.

I would be hopeful, really, that it will strengthen family life in the
long run.

Representative Grrrrrras. Mr. Hazlitt, what, in your judgment,
would be the inflationary effect of a guaranteed annual income plus all
these additional programs to bring people into the work stream ¢

Mr. Hazrarr, Well, we already have a great deal of inflation, even
without the gnaranteed income or the negative income tax. We have
had a deficit in the budget for 82 out of the last 38 years. We have
had a deficit in the last 8 years, we have a deficit in the present
fiscal year which is the highest in the last 23 years.

And even after the new tax bill has been signed and so on, we still
face a deficit of probably $5 billion or more for fiscal 1969.

Now, these deficits which have been running over a period of 38
years feed inflation. They have fed the inflation that we already have.
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-People today are taking as a matter of course the assumption that the
dollar, having lost 4 percent or so of its purchasing power in the last
12 months, is going to lose at least that much in the next 12 months.
This is one of the reasons, for example, why interest rates are at the
highest levels in our history, because the people who lend money feel
that when they get it back next year, it will have 4 percent less pur-
chasing power and therefore, if they are nominally getting 7 percent,
they are only getting about 8 percent, and so on.

I do not think it is possible to fix what the cost would be of the
guaranteed income tossed on top, as it more or less would be, of every-
thing else. Possibly there would be some reduction in direct relief, but
I have cited a total of $110 billion a year that we are already paying
now for various forms of welfare.

Of course, a lot of that is education, but even if you deduct educa-
tion, veterans’ payments, and so on, you still have a Federal, State, and
local bill in excess of $70 billion a year for welfare payments alone.

The result of the inflation we have already had and the inflation we
still face is that all of us, the aged particularly, are worried about what
is happening to the dollars we have saved. :

Now, Dr. Tyson seems to be worried because some people seem able
to live on income from previous savings. A lot of people feel that the
money that they have been able to put aside in their working years is
not going to be enough to take care of them if we have a runaway in-
flation. I think that the result of this guaranteed-income plan, especi-
ally if the negative income tax is used as an entering wedge, will be to
enormously increase the inflation of the past. If Congress adopts any
of these proposals, it will lead us into the Latin-American type of
inflation which we have seen over the last 20 years, in which the value
of the currency falls 50 percent in a single year, and in which the value,
say, of the three outstanding Latin American currencies—of the
Argentine, Chile, and Brazil, to go no further—is less than one one-
hundredth of what it was 20 years ago.

This is the kind of thing we face if we take up these proposals.

Representative Grrerrras. I would like the rest of the panel to
answer next time. My time is up for the moment.

Senator Proxmire?

Senator Proxuire. Mr. Hazlitt, do you see no escape from the pres-
ent welfare system, with its total disincentive to work? You said that
years ago, you wrote an article for a New York Times publication in
which you tried to provide a way of getting out of it, that you found
You were in a dilemma, that it would cost so much that it would not
work.

So can we do nothing about this?

Mr. Hazurrr. As an inflexible automatic system, it would not work.
I remember some 10 or more years ago talking to some of the Social
Security people here and suggesting this device as a way of dealing
with the mcome of the people between 65 and 72 who were not then
allowed to earn more than a certain small amount. T remember that
the official I spoke with said the device sounded like a good idea. It
has since been put into effect through a small range.

Now, these things can be done on a trial scale within certain limits.
There are a lot of things, for example, that you can play with. You
might try reducing relief payments by $1 for for every $2 earned,
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within certain limits. Or let us say a man, starting with zero income
of his own, gets a relief payment of $60 a week. Then out of the first
$90 he earned, he might be allowed to keep $2 out of every $3; out
of the second $20 he earned, he could keep $1 out of every $2; and
out of the third $20 he earned, he could keep $1 out of every $3.

Senator Proxare. You think this might be a good principle? Cer-
tainly it is right at the heart of your philosophy, as I understand it,
that you should have an incentive to work, and the present welfare
system does not provide it ?

Mr. Hazrrrr. Precisely. We do not need to say “Look, the present
relief system is bad in this or that respect; let us have an entirely
different system. Several of the “substitute” proposals, for example—
the tapering-off subsidy of the negative income tax—could be tried
tentatively in the direct relief system. But if you adopted this in an
infiexible, all-inclusive way, you would get into very serious problems.

Senator Proxmire. May Ijust interrupt at that point to refer to the
presentation of Dr. Tobin of Yale. He has a fine Tittle booklet on the
negative income tax in which he spells out in detail what he is after,
he deseribes it as more of a work incentive system, really. I think if
they changed the name to work incentive system instead of negative
income tax, they would get a lot further with Congress with it.

I cannot see anything wrong, and I think many people would agree
that we should provide a guaranteed income or a supplement income of
some kind to people who cannot work. I think maybe we can make that
much progress.

Would you agree to that extent? They cannot work, they are just
unable to work for physical reasons or mental reasons, or some other
disqualifying reason.

Mr. Hazrrrr. Congress has dealt with that problem, of course, as
you know, Senator, over the last 30 years when it put in categorical
relief for the blind and the disabled.

Senator Proxare. It is not comprehensive, though.

Mr. Hazerer. Well, no, but you could add other categories like
r%eéltg,l reardation or things of that sort. More categories could be
added.

But they should be watched. One of the things I think should be
done, certainly, when we add more categories or types of relief, is to
do it only on an annual basis, so that they bave to be reviewed by Con-
gress, and expire automatically unless reviewed. It is depressingly
easy for more and more types of relief and welfare payments to get
the];nilelves built in, and to become permanent whether they are good
or bad.

T have worked out here a small schedule just to show how a tapered-
off subsidy of the NIT type works out.

If T were asked to propose alternatives to the guaranteed income,
fhe chief one I would think of would be repeal of the minimum wage

aws.

Senator ProxMire. As an alternative for the ——

Mr. Hazorrr. Guaranteed income.

Senator Proxyrre. Tt has been presented to us by other panelists
during these hearings as quite the reverse. They say if you have a
guaranteed income, one thing you might be able to dispose of is the
minimum wage.
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Mr. Hazrrrr. I think it is the other way around. The minimum
wage laws are today the principal cause of existing unemployment.
I do not know how much time I can take here to argue on this, but
I will simply refer to the fact that I am certainly not alone in holding
‘that the minimum wage law creates unemployment. Among eminent
-economists who have made this point are Profs. Yale Brozen, Arthur
Burns, Milton Friedman, and James Tobin. The minimum wage cre-
ates much more serious unemployment among Negroes than among
whites, and has created a terribly serious unemployment among Negro
teenagers—among all teenagers, but especially among Negro teenagers.

Senator Proxare. Well, the guaranteed income would certainly
begin to provide a basis for eliminating that.

Mr. Hazorrr. It would protect them in their unemployment.

Senator Proxare. It would mean that people would have a mini-
mum income. The thrust behind the minimum wage is that a person
simply cannot live on a payment of less than a certain amount. If
you pay a person $1 an hour these days, in view of inflation and so
forth, he cannot possibly support any kind of a family. He probably
has trouble getting along himself. '

11 he has a minimum income that is guaranteed, then that aspect of
the minimum wage, at least, is no longer valid.

Mr. Hazirrr. In that connection, this is just the illustration that
I had in mind. We have at present $1.60 an hour as the minimum wage.
Now, for a 40-hour week, this means $64 a week would be the minimum
wage. So what we are doing is this: We are saying that anybody who
cannot earn $64—that is to say, who is not worth that to a specific
employer and therefore cannot get employed—ive are saying that if he
is only capable of earning $60 a week, he should not be allowed to
earn it.

Senator Proxarre. The minimum wage is not comprehensive at all.
It does not apply to intrastate commerce for small business, does not
apply to many kinds of economic activity.

r. Hazrrrr. The exceptions that are made make it less bad than
if the exceptions were not there. But I am talking about the general
principle that is being applied.

What do we do with such a man? We tell him that he is not allowed
to work for less than $64 a week. So we are under obligation, then,
to pay him at Jeast that because we have denied him the rights to work
for that—or the right to work for $63 a week, anyway.

Suppose, the negative-income-tax principle is n effect as applied to
the direct relief system. Where a man had zero self-earnings per
week, he would get a relief payment of $64, let us say, because the
minimum wage was forbidding him to earn less, Therefore, his total
weekly income after the relief payment would be $64. If he earned
$2 of his own, he would get a relief payment of $63, making his total
income $65. If he earned $30, $15 would be deducted from his relief
payment. He would be down to $49 relief payment, plus $30 earned,
which would mean a $79 total income.

Now, if he got $64 of self earnings, he would then have been on
this system, so he would still be getting $32 of supplementary pay-
ments. So he would now be getting $96. This total income would go up
until he got $128 a week. But then he would be getting twice as much
as if he had been originally earning $64 a week and had never got on
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the relief rolls in the first place. This is the kind of dilemma you get
into on these graduated proposals. )

Senator Proxmire. As I'say, I think you would have to modify the
minimum wage, perhaps. .

Hr. Hazrrrr. There are modifications that can be experimented
with, but I am skeptical about them. )

Senator Proxmire. Let me ask this: As a matter of technical fact
in response to the partial answer you gave to the chairman, why could
not adequate taxation take care of any inflationary problem? I am
not saying it would be politically feasible, necessarily, but you can
make any transfer payments you want and stabilize prices by a tax
system ; 1s that not a simple economic fact ? ]

Mr., Hazrrrr. Well, the implication there is that we are undertaxing
rather than overspending. I think what we are doing is overspending,
and the cure is not raising taxes.

Senator Proxmire. But if you have a program that costs $30, $50,
or $100 billion, in order to provide a minimum payment to people with
low incomes, you can take care of the inflationary impact of this by
simply increasing your taxes to meet it, is that not correct ?

Mr. Hazrrrr. It is only possible up to a certain point.

Senator Proxmire. I am not saying it is necessarily politically fea-
sible, but T am saying that as a technical economic matter, you can do
this?

Mr. Hazurrr. I do not think so, because if the South American
countries today

Senator Proxmrre. But they do not do it; that is their problem
They do not have an adequate tax system.

Mr. Hazurrr. Exactly. So we get to a point where expenditures
get to a certain level and the politicians in power do not dare to levy
an equivalent tax.

Senator Proxyire. You are shifting the answer. I am saying you
have a tough political problem; that is something we have to face. But
from an economic standpoint, you can make whatever payments you
want as transfer payments provided your level of taxation is enough
to raise the revenue to make the payment ?

Mr. Hazrrrr. I do not think you can separate the economic entirely
from the political possibilities on that.

Senator Proxumire, I am sure you cannot, unfortunately.

Mr. Hazrrr. But I mentioned the fact that inflation today is world-
wide; although the dollar is only worth 36 cents today as compared
with the 1989 dollar, the dollar is still among the far more respectable
currencies. The French franc went down the drain so many times that
you cannot count them. And this is what happens invariably when
you get your Government expenditures above a certain level. It is the
E{IX system that breaks down, the collectability of taxes that breaks

OWIL.

Another thing you have to figure is this, that you cannot raise
revenues in proportion to tax rates. As a matter of fact, if you go
back and look at the 1964 debates when we were lowering tax rates, the
argument of the administration then and of the Congressmen who
voted for it was that if you lowered the rates you would get higher
revenues and you would have increased prosperity.
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Senator Proxamre. 1 voted against that, but I was wrong in that
sense. I was right, of course, but I was wrong in the sense that revenues
did increase.

Mr. Hazrrrr. Any way, I do not think this problem is soluble up to
an indefinite level. We are reaching the ceiling of the revenue that we
can raise. We are getting closer to that all the time.

So all I am trying to say is I do not think the Government can
just automatically assume that the more it hands out, the more it can
take from somebody else. It has to figure what the whole effect will be
con the incentives of the taxpayers.

Senator Proxyre. My fime is up, but I shall be back.

Representative GrrrrrTas. Mr. Rumsfeld ?
~ Representative Roussrerp. Is it correct, Mr. Hazlitt, that you have
indicated in response to Senator Proxmire’s questions that you would
be in favor of, on a modest basis, experimenting with the concept of a
negative income tax for people over 65 and people unable to worlk?

Mr. Hazrrrr, Well, that is already in the law within a certain range.

Representative Ruarsrerp. I understand that.

Mr. Hazrrrr, Yes.

Representative Ruasrern. Obviously beyond what is in the present
law.

Mr. Hazrrrr. Yes. That is a small segment to which the proposal
could be possibly adopted on a wider scale than it is now.

Representative RuasreLp. Possibly adding new categories for men-
tal iliness, mental retardation.

Mr. Hazirrr. Possibly, yes.

Representative RumsreLp. Social misfits and people who cannot
work.

Mr. Hazirrr. Covering disability and blindness and so on, yes.

Representative Ruarsrerp. Your comments on the minimum wage
were interesting. I have noticed recently that some proposals have been
introduced because of the fact that individuals have lost jobs because of
recent increases in the minimum wage. These proposals have been
introduced to try to see that they could retain jobs or by having the
difference made up through Government payments. And even though
the minimum wage is not comprehensive, the fact remains that match-
ing people with jobs is difficult and when the minimum wages goes up,
marginal decisions go the other way. I think it would be useful if hear-
ings would be held in the Congress on this question so that we could
understand with more precision exactly what the effect of it is.

Mr. Tyson, you opened with two or three questions. As I recall one
of them—possibly you could read it—was “Why should the least
advantaged function to stabilize inflation ”

Mz. Tyson. Yes.

Representative Ruaisrerp. Would you read that ?

Mr. Tyson. Why should the least advantaged in society function to
stabilize the rate of inflation? Why should these persons be the safety
valve for the economy ?

Representative Ruarsrerp. Right. Why should they have to be?

%\Ir TysoN. What is the moral basis for this? We are talking about
policy.

Representative Rumsrern. Why do they? There is a difference
between why should they and why do they.




331

hMr. Tysown. I do not know anybody who suggests that they should;
they are.

Representative Rumsrerp. They are, and the problem is what is an
alternative to it ?

Mr. Tyson. What is the rationalization for making this the basis of
policy, enacting policy which you know has this result ¢

Representative Rumsrerp. I guess the answer has come out in your
questions and answers, and I must say I thought your comments on
this were excellent. I do not know anyone who agrees that they should.
The question is finding some alternative, which 1s, of course, one of the
reasons for these hearings. Goodness knows that question is one that
Senator Proxmire and others have pursued in these hearings and
previously. It was on the minds of many involved in voting on the tax
conference report. The Council of Economic Advisers gave statistics
on it. It is not a happy prospect.

Mr. Hazlitt, did you note when Mr. Theobald said that income de-
rived from whatever source must be subject to a progressive tax at the
Federal level. Thus current practices, which give favored treatment to
certain kinds of income, would be eliminated. He say that the author of
the book explicitly proposes the elimination of favored treatment for
capital gains and interest on municipal securities, interest payments,
casualty losses income splitting, and so on.

What is your reaction to that?

Mr. Hazrrrr. Well, of course, that covers a lot of territory. I would
like to take up one of those items, and that is the elimination of tax
exemption on bond income. Now, the U.S. Government, the Federal
Government, for I do not know how long—I think it was under Frank-
lin Roosevelt and goes back 85 years—Franklin Roosevelt said that the
U.S. Government would not issue any more tax-exempt bonds. This
was an act of self-denial. Meanwhile, however, the municipalities and
the States have continued to issue tax-exempt bonds.

Now, the Congress has always had the power to ask for a constitu-
Eiondajl amendment that would prohibit the issuance of tax-exempt

onds.

Representative Rumsrerp. I was asking a more basic question.

Mr. Hazrrrr. I am just taking this one case as an example. The other
thing that Mr. Theobald is proposing is that completely justified
deductions should not be allowed. 1f a man pays out $10,000 in interest,
that cils a real outgo; it is not a franduient thing. He does not have it to
spend.

Representative Rumsrerp. I do not think this says there is anything
fraudulent. This is suggesting that these types of tax reforms would
be—correct me if T am wrong, Mr. Theobald—but it is my understand-
ing from reading it, that this statement says that these types of tax
reforms would be a good thing for society. My question is do you see
reasons why they would not be?

Mr. Hazrrrr. T was just taking that as one example.

Suppose a man is not allowed to deduct the interest he pays on the
mortgage on his house. Suppose he pays $1,000 interest on a mortgage
and he 1s not allowed to deduct that. It is a real expense, because when
ilﬁ_ pgays this, the income that is left to him is $1,000 less. Why ignore

is?
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Representative Ruarsrerp. The answer to those who favor tax reform
is that if you altered the exemptions In some ways, there would be the
hope and the likelihood and, in fact, the political necessity for lower
tax rates in the process. So it is not what the net take is going to be.
This country is going to go on and we are going to need certain tax
revenues. The question is where we take it, how we take it, what the tax
rates are and how they affect our changing society.

Mr. Hazrarr. Removing these exemptions will bring about inequi-
ties.

Representative Ruarsrerp. But would this bring about worse in-
equitles than exist?

Mr. Hazorrr, If a man has a $6,000 income and pays out $1,000 in
interest, he is paying out real money, and he has only $5,000 net income.
Should he be taxed higher than another man who also has $5,000 net
income but is not paying out anything? It would be unfair to the man
who is paying the interest. This is what I am saying. It would intro-
duce an inequity that Congress has hitherto tried to keep out.

Representative RuasreLp. I have two quick questions.

Dr. Thursz, you said that there are “lots of other incentives that
prozmpt people to work besides income.” Could you list the “lots” for
me?

Mr. Trursz. I may be stuck on how many you want.

Representative Rumsrerp. Fifteen, twenty.

Mr. Traorsz. Well, surely, status is one. In addition, people work be-
cause there is satisfaction in the accomplishment of whatever that task
is. We have many examples, right in this Congress, of persons who do
not need to work for income. We have in the Kennedy family an out-
standing example of persons who have worked diligently and hard, not
for income.

Tt seems to me that at all levels, there is a psychological gain from
work. We do live, and I would agree with Mr. Tyson, in a society that
looks upon especially the male as a person who is expected to be gain-
fully employed. There are some psychological as well as social conse-
quencies from not being employed. Especially when one is poor. I think
somehow when one is Tich, one can find other activities that might be
considered work but do not bring about income.

I think the real problem that we face is the problem that we have
ckirted around. I do not think there is much disagreement among the
panel as to what ought to be in terms of the person who is aged or
disabled or the person who is mentally retarded or mentally ill. Nor is
there much difference of opinion in this panel as to what ought to be the
goal for the male. I think most of us would agree that an opportunity
ought to be developed and he ought to be given training and help so
that he can take a part in the work market.

Mr. Hazorrr. I think that such “reforms” would be grossly inequi-
table, for the reason that the permissible deductions were made after
long study and debate on the part of Congress, and they have been con-
tinued year after year, after cross examination of witnesses as to what
constitutes income and what is not income, what is a valid deduction
from income and what is an invalid one. To disallow them all in one
sweep is the most unwarranted thing one could do.

Representative Ruarsrerp. 1 think he has not suggested that they
be disallowed in one sweep, but that they be disallowed after long
hearings and thought.
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I must say I do not have the admiration for our tax system that
some do, and I do not have complete admiration for the process which
developed it, either. It seems to me it 1s a patchwork quilt which re-
sulted from special pressures that have developed over the years and
which resulted from the use of closed rules and that it does not serve
the best interest of society. I think it is a terrible thing that his Con-
gress of the United States has not undertaken broad tax reform.

I am not saying that these are what ought to be changed, but I do
think that we can find a better answer rather than simply saying that
these developed from careful thought on the part of Congress.

Mr. Hazrrrr. That was my broad answer because you asked for a
broad answer. Now, I started to discuss a specific exemption betore
broader questions were raised. That had to do with tax-exempt bonds.
Congress could at any time submit a constitutional amendment to for-
bid the States and localities to issue any more tax-exempt bonds. But
what is being proposed here is that the States be permitted to issue
tax-exempt bonds and that Congress and the Federal Government
simply disregard their tax-exempt status—pay no attention to it and
tax them anyway. This would be breaking faith. It would not be due
process of law. This is what I am talking about.

Of course, even if you stopped issuing new tax-exempt bonds, you
would still have the old outstanding tax-exempt bonds on which people
would be getting tax-exempt interest.

Representative Rumsrerp. I see.

Mr. Hazrrrr. But the Government cannot just go back on its pledges.
Tt must respect legal tax exemptions.

Representative Rumsrerp. Well, I do not happen to feel that the
position that was in the recently passed tax conference report on tax-
exempt bonds is a good one; but I do not see anything in this para-
graph relating to tax-exempt bonds.

Mr. Hazrrrr. Well, it referred to all the deductions now allowed. I
think it referred to——

Representative Rumsrerp. Oh, by implication, it did. You are quite
right. It said all exemptions.

Where I think there is a need for clarity is when we come to the
question of the woman, the mother with children. There I think Con-
gress has moved gradually away from a position it took in the 1930’s.
At that point, the entire program of welfare which exists today was a
Erogram designed primarily to keep mother off the labor force, at

ome, and which recognized—at least Congress attempted to recog-
nize that it was an important contribution to society to have a mother
be at home to take care of her children. That was 30 years ago and the
situation of women has changed. But we have now come with the 1967
amendments to the opposite philosophical stance where we say in
effect, all mothers ought to go to work. It seems to me that that is the
area where some very important policy formulations have to be de-
veloped. Because when we talk about all mothers going to work, we
need to examine the consequence in terms of the children, in terms of
the labor market, in terms of what kind of jobs. One could argue that
to put all mothers who are alone at home without husbands, with
children, in the labor force would be destructive to the economy. One
could argue that no matter what plans we work out, it might be de-
structive for children. Surely, there is no major saving of money to the
Congress or to the people of the United States by taking all mothers on
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welfare and forcing them to go to work. To send them to work means
the establishment of day care, of all sorts of arrangements, and the
discovery of jobs that simply do not exist today, jobs that are for
unskilled people who have to be home by 8 :30.

So I have gone further on your question, but it seems to me that
many mothers do want to go to work. Seventy percent of the mothers
on welfare in New York City want to go to work. But the jobs do not
exist.

Representative Rumsrerp. My time is up. I would just like to con-
clude this period of questioning by congratulating Mr. Tyson for, in
his statement, indicating exactly what the vote was in his organization
on this issue. We have heard many people before committees in Con-

ress say they represent 42 million people, as you do, and leave it right
there. I commend you for pointing out that your views represent a
board of 225, of whom less than half voted. I do not mean that criti-
cally, because that happens in the Congress and it happens in political
elections all over this country and it is a fact of life. But I admire the
fact that you put it right on the front of your paper.

Mr. T'ysox. It wasa pretty good vote, wasn’t it.?

Representative Ruasrerp. One hundred and ten out of 225, with 107
for, one against, and two abstentions.

Representative Grrrrrras. Mr. Theobald, would you answer Mr.
Rumsfeld’s question ?

Mr. Taroparp. I would like to make several comments:

First, it seems to me that Mr. Hazlitt is extremely naive, which is
not a pattern I would normally attribute to him. Tax exemptions are
a privilege. Some of them are given for a period of time and cannot
be withdrawn. I would agree there are great problems. I said in my
testimony that new tax patterns will have to be worked out. It is going
to take time and effort, much more than merely hearings. It is going
to take an enormous effort of Congress in conjunction with a great
many technicians; we do not presently have the mechanisms to do the
job. However, Mr. Hazlitt’s apparent argument that once we have
given somebody a tax privilege at some point, the privilege can never
be withdrawn seems remarkably unreasonable, particularly as he ar-
gues that all privileges given to the poor should be limited to 1 year.

In other words, if the poor get a privilege it can be withdrawn at
any point. If the rich get a privilege it should be their forever. That
seems to me intolerable.

Let me deal with the effect of a guaranteed income on women for a
moment. I think one of the things that is happening among young
people is that marriage is becoming a contract which has to be a
permanently meaningful contract to each of them. I think there is less
and less willingness to accept permanent marriage vows simply because
of societal pressures.

I think the guaranteed income will give freedom to women and this
will lead to more meaningful marriages and also more willingness to
break marriages when they are not meaningful. I do not think that this
is a disastrous thing to happen.

The third point is that no one is suggesting the introduction of the
guaranteed income, given our present revenue situation. No one is sug-
gesting that the guaranteed income can be introduced given present
patterns of expenditure. I think we must begin arguing about our
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priorities for the approximately $40 billion of annual increase in wealth
in America.

What are we to do with the $40 billion increase in production? If
we continue to allow the unions and big business to use power to get
all of that dividend, it is obvious that nothing is going to be left for
the poor under these circumstances, if we try to give anything to the
poor, we are going to create inflation.

I would like for the last time—but I am sure it will not be the last
time—to kill a myth. The prime economic myth in this country is that
people are worth what they get. This view is based on an extraordinary
piece of economic analysis which was conceived in the 1870’s. It is
based on the following assumptions, that all firms are small, that there
are no labor unions, that there is no Government activity, and that
information moves perfectly. All of those assumptions are necessary
to prove that each person gets what he is worth. In today’s world, this
is nonsense. People get what they get because they have political power,
because the society has given them political power. What we are talk-
ing about, Madam Chairman, when we talk about the guaranteed
income is an issue of political power.

‘We have so far allowed the national dividend, which has now risen
to $40 billion, to go to those who already have resources. Are we now
willing to look at how we provide resources to those who have not ¢”
The techniques we use are not as important as the overall issue. Do we
believe the poor have rights? I think we must face this problem
urgently because we are being pushed by the poor. We must begin to
design a route which will lead to more resources for the poor, even if
1, as a responsible economist, recognize that all the job cannot be done
tomorrow. But unless we start planning it will never be done; because
next year all the money will still be needed.

Perhaps I can state one final thing. We were told in the early 1960’s
that we could not afford the guaranteed income. Then the Vietnam
war came along and we could afford $30 billion for this purpose. The
money is there for things we decide to do.

The question is, our sense of national priorities. These hearings must
in large part be about our set of national priorities and national values.

Representative Grirrrras. Thank you very much. You are also say-
ing that if we establish such national priorities, we are going to level
out the incomes in this country to a greater extent. It has been said that
the minimum wage is really supported by unions so that they can then
ask for more money for themselves. But if we determine that the pro-
ductivity of the country is repaid in some way to the poor, then we are
bringing their incomes up closer to that of the working middle class.
Would that not be true?

Mr. TuarOBALD. Yes.

Representative Grirrrras. So you can assume that you are going to
have great resistance to it, because those who have the power are going
%)‘ tfly Q-to say if you give the poor this, then we are entitled to more.

1ght ¢

Mr. Tueosarp. Right.

;Re%resentative GrrrrrTes. And there you create the inflationary
spiral?

Mr. Turoarp. But this is what I meant when I said that unless we
face the value issue, unless we educate the American people to the reali-
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ties of this era, unless we recognize that in this era, not everybody can:
work, that there must be an income floor, there is no way to bring in
a guaranteed income. The guaranteed income is not primarily a fiscal
question, it is a question of restructuring power.

Let me, for example, state that I am convinced that we are going to
have to move in the not too distant future to seeing a job as a responsi-
bility once somebody says, “I want to do a job,” he is going to be re-
quired to do it. Strikes, for example, will not be a tolerable form of ac-
t1vity in the sort of world we are moving into. Qur society has become
so complex that strikes no longer do what they are said to do, which is
to affect the relative rights of labor and management; rather they
affect the consumer and the public. This world is too complicated to
tolerate strikes. In a sense, I am convinced that the soclety has to
say to a worker, if he decides to do a job, that he has to do it; if he
decides to leave and not do the job, that is his privilege but he must
do the job if he stays.

The guaranteed income implies long-run social change, as well as a
short-run tidying up of the welfare system. It is a change in the total
soclal system in which we are going to live.

Representative Grirrrras. Thank you. I think that is a very good
statement and I hope I live to see the day when we can not have strikes.

Now, let me say I would like to return to your statement that
you feel that a guaranteed income will make a more meaningful
marriage or that we are moving anyhow toward that. I agree that
I think this is very possibly true. I think one of the greatest criticisms
of the present welfare system is that it has broken up families, and
it certainly has. We are rearing 5 percent of the children in America
today on aid to dependent children, largely without fathers. In the
very briefly foreseeable future, it is going to be 10 percent of the
children.

Now, I would like to turn, Mr. Thursz, to your statement that the
first thing you are going to have to consider in a woman’s going to
work is the welfare of the children. I will agree with you on that. But
why do you want to concern yourself with what it does to the em-
ployment cycle of the world? Why is this a problem ? If you are going
to consider whether or not it pufs other people out of jobs, then are
you not really relegating women here again to a second-class
citizenship ?

Mr. Taursz. You are quite correct, Madam Chairman. I would not.
I am perfectly willing to make a decision on the basis of the family
and the needs of children. I was reacting to the many statements that
are made that these women ought to make a contribution to the econ-
omy. I was raising certain questions as to, first, the viability of such
a plan, whether this really does represent a contribution to the econ-
omy; and secondly, I was expressing my own awareness of the lim-
ited nature and number of jobs available for women who have to
carry on the responsibility of raising families. Again, if I can use
Baltimore as an example, we have jobs available in Baltimore for
women that tend to be beyond the beltway. The transportation in-
volved requires approximately an hour and a half to two hours to
get to these jobs. Most of these women live in the inner city. If we
are really to help these women to work while continuing to assume
what is their responsibility, the responsibility in most cases of being
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the one parent, and if we want these women to be back home at the
point where the schools end.

Representative Grrrriras. Of course, we do not have to do that.
Now you have set up day care centers and there is lots of money there
for it—at least I hope we get it through—so you do not have to get
women back home at 3:00, 8:30, or 4:00 o’clock. You are going to have
the child taken care of. Isn’t it true that one of the problems you face
now in the welfare system is you have no father in the home, the
woman does not work, she does have income. But she does not get up.
‘The children never see a parent who works. They do not know of any-
one who gets up to go to work. As a result, they do not get up to go
to school.

I have been told that this was one of the things that the poverty
program did in Detroit. They sent people around to wake women up
to get them up to feed the children breakfast and get the kids to
school. They felt it was a very worthwhile endeavor.

Mr. Trursz. Madam Chairman, I would agree with you completely
in your statement that the present welfare program is destructive to
marriage and to the lives of the people who have to live under the
system. I would submit that the guaranteed income program would
do a great deal to foster marriage in the sense that it would not require
the husand to desert, it would not require the mother to insist on being
single in order to support her children. T would like for women to
have a choice, to be able to go to work and to be helped.

Representative Grrrrrirms. But the reason that you cannot give
them the choice is because you do not give them the choice. You give
the choice to a social worker and there are too many social workers
who are men who are already convinced that women should stay at
home. They do not have the choice.

Mr. Tuursz. Mrs. Griffiths, T am delighted that the social worker’s
image now is a male image. We have made some good progress.

Representative Grrrrrrus. At least the supervisors are, and unfor-
tunately, they seem to feel that women should stay at home. So that
in reality, you are not giving the woman a choice. You see, we enacted
a law that said that we were going to have equal employment in this
country and what does the EEOC do? In the very first decision they
hand down, they tell the newspapers that they can still advertise “male
wanted” and “female wanted.”

Mr. Taorsz. Madam Chairman, I would like to remove that re-
sponsibility from a social worker. I would like for the decision to be
made by the person involved.

Representative Grirrrras. But it never will be if you give the ad-
ministration the choice. How can you make it be the woman’s choice?

Let me tell you that Mr. Cohen personally called me to tell me how
amazed he was that 70 percent of the women in New York City really
did want to go to work. Well, my answer, Mr. Thursz, is that the other
30 percent did not understand the question. Anybody would want to
go to work.

How are you going to make it so that they have the choice and not
the social worker or not the system ¢

Mr. Taorsz. Madam Chairman, I am suggesting, and I think our
association has suggested that social workers are to be out of the
business of giving money to people. If we accept one or the other plan
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for guaranteed income, it would effectively remove social workers from
a decisionmaking task vis-a-vis the person who is getting a check,
because the check wwould not come through a social work establishment,
it would come directly to them in a dignified manner. Gur goal is to
give self-determination to these people, not social work determination,
so that we are not in disagreement on this question. This is one reason
why we support a guaranteed income scheme. Our hope would be that
then social workers would be able—I think Mr. Theobald put it very
well—to be involved in a relationship with a person not as one who is
holding a stick or a carrot, but a relationship of confidence, where there
would be the ability to come freely to a social worker and say, we do
not want to take your advice. From the very beginning of the social
work profession, we have said we are not in the business of making
decisions for other people. But we have been forced, and perhaps we
are guilty, too, as part of this system that developed in the thirties
which matched income as well as counseling, we have been forced to
take on the role of a parent or an authority which is not the role that
the social workers are to play today vis-a-vis people who need income
support from society and are entitled to it.
epresentative GrrrrrrEs. Thank you.

Mr. Rumsfeld ?

Representative Rumsrewn. I know Mr. Hazlitt can defend himself
much more eloquently than I, and certainly to a great many more
people through his writings, but it is my understanding of his re-
sponse to my question that he did not quite say what Mr. Theobald
suggested he said. It is my impression that Mr. Hazlitt indicated
that certainly he was not opposed to some changes in the present tax
system, but that changes should be made only after careful thought,
attention, and analysis as to what would be the effect on the “power,”
to use your word, Mr. Theobald.

For example, I have supported tax exemptions, and credits, I sup-
ported President Kennedy’s proposal for a tax credit to encourage the
expansion of plant and facility. I have recommended tax credits for
pollution equipment to try to bring the private sector into this problem
area. I have done this knowing all along that I basically disagree with
the concept and do not like this patchwork tax system, but because we
were not getting any basic reform, and therefore you have to try to
recommend changes so that we can meet the needs of the society today.

AsTrecall, you favored the tax credit for plant expansion.

Mr. Hazrrrr. Yes. Well, first of all, Mr. Congressman, I wanted to
thank you for setting the record straight on what I said about the pres-
ent exemptions and deductions. I did not say that they should be there
forever because they were already in there. Congress has the right
to reexamine these each year and should reexamine them each year and
may make some changes. But I suggest these changes should be based
on the merits of each particular exemption.

Now, I favored the tax credit, or at least a more rapid depreciation of
plant and machinery. But I also would like to take this opportunity to
say that I think that a very promising approach is made in Cengress-
man Curtis’ bill, who is a member of your committee, on what he
calls the Human Investment Act, which is the granting of a 10-percent
tax credit to employers who take part in a training program or retrain-
ing program for workers. I think this is—I would not want to endorse




339

it flatly without further study—but I think it is something that looks
on the surface like a very promising approach and ought to be very
seriously examined by the Congress.

Representative Rumsrerp. I cosponsored that with Mr. Curtis and
there must be 150 cosponsors in the House and Senate. There have not
even been any hearings held on it. There are arguments on both sides.
I happen to think it would be a way to get the private sector into the
task of undertaking a greater portion of the training of the marginally
unemployable. It is not going to solve the problem of the very hard-
core unemployed, but it would leave the other Government programs
freer to deal with the hardest of the hard core by taking more of the
marginal, the ones that it is not currently economically feasible for
corporations to train, and making it economically feasible to train
them.

Mzr. Tyson in his statement, Mr. Hazlitt, lists six guidelines.

Mr. HazrrTr. Yes.

Representative Rumsrerp. He calls them six guidelines. If it were
possible to design something that met those guidelines, what would be
your position with respect to it ?

Mr. Hazrrrr, Well, if you just take guideline No. 1: “It should be
available as a matter of right, with need as the sole criterion of eligi-
bility”—this seems to me the essence of the whole guaranteed income
proposal, and I think this whole business of making an income avail-
able as a matter of right, whether somebody is making any effort to
work or not, is something that should not be allowed as a criterion in
the beginning.

Mr. Rumsrerp. Yes. This is what you get to in your last paragraph,
where you say how can Government mitigate the penalties of failure
and misfortune without undermining the incentives to effort and suc-
cess? You are saying you do not wish to underrate the importance of
the first, but you feel that the second half deserves much more earnest
attention than it has?

Mr. Hazrarr. Yes.

Representative Rumsrerp. Mr. Theobald also said in his answer to
Mrs. Griffiths that in this era, not everyone can work. I do not know
what “can” means, but I do not think 1t means able in the sense you
were saying. I got the feeling you were thinking in the broader sense.
We had already dismissed and agreed on the people who are not able,
meaning the ones who are physically handicapped or blind or men-
tally ill, and so forth.

It seems to me you were getting down to this issue that I think is
basic to the question: Do you believe our society is developing in such
a way that automation and technological changes are going to create
a circumstance where a group of people will not be able to find jobs
and that this underlies your feeling that, therefore, this society or any
society should of necessity, to avoid having them just exist without
any means of support, deal with them ?

Now, I do not think Mr. Hazlitt believes that automation or tech-
nological changes are going to lead to a circumstance where we are
going to, of necessity, have a group of people for whom there are just
not jobs. From what I know of his feeling, he believes that automa-
tion and technology will lead to more jobs, and that the problem is not
in fact providing for people for whom there are no jobs, but finding
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ways to match people with jobs that are being made available and with
job training. Is that fair to both of you?

Mr. Hazirrr. Fair to me, yes.

Mr. Turosarp. Can I respond thus? Let me start from an
old economic statement, that employment has moved through primary
level; agriculture and mining; and through the secondary stage;
manufacturing; and now the bulk of employment is in services. I
think we now have to make a sharp distinction between administrative
services, such as banking, which are going to be taken over by the
computer, and human services, which are not. I would suggest that
our problem is that many human services are not suitable for being
carried out as a job. I think T may need to challenge the view of our
chairman by saying that perhaps some people would rather not go
out to work but rather be permitted by the society to see rearing their
children as work. I think if we would justify raising your children
as work, so that people did not feel in a sense that they were bums
simply because the main thing they are doing is working with their
children

Representative Rumsrerp. What do you do for a promotion?

Mr. Turoparp. I think one statistical change would do much to
straighten up economic policy. I suggest that we include in the na-
tional economic statistics the value of a woman’s work in the home.
I share your view that we should provide an opportunity for women
to work. But I am not sure I share your apparent belief that it is better
for them to leave the home.

Representative Grrrrrras. I would like to say to you, Mr. Rums-
feld, I think that tax bills have so many loopholes in ratio to the
number of the words in the bill.

Senator Proxmire?

Senator Prox»mre. I would like to ask Mr. Theobald, in the first
place, on the cost of this proposal you make, I realize it is hard for
anyone to make a computation, but it would be most helpful to us if
you could make some sort of an estimate. Dr. Tobin stated that one of
his proposals, computed on the basis of 1962 prices, and of course, the
prices would now be higher, would be $49.3 billion. Now, this provides
for an income of $800 per person, with a somewhat smaller payment
for children, a total payment, as I recall, of $3800 for a family of
eight, and a 3314-percent tax rate. So that it means, of course, there
could be a real incentive for people to work and to move away from
this.

I assume with present prices and perhaps with a termination of the
Vietnam war and with the fiscal restraint we are exercising, it could
be bigger than $49.8 billion by quite a bit. This is really a tough
problem for us.

Mr. Hazlitt, the points he has raised are genuine political problems
to everybody in Congress. We have to find that money somewhere. We
have to impose heavier taxes on those who are politically very power-
ful. How do you suggest we do move in this area ?

Mr. TrroBarp. L quite frankly do not know the costs. I think this
is a political-technical question. When a decision was made to create
a Common Market in Europe nobody knew exactly how to get to the
Common Market. If we are going to move on economic reform, we
have to have a time schedule. It is not going to be done in 1 year. It is
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going to be a rough job. Indeed, I am not sure our society is capable
of that reform.

It is quite critical that we start immediately to educate Americans
to the reality of the world in which they are. I think we are doing 2
pretty poor job of it. The main thing I am presently interested in do-
mg is to find ways to bring information about the real issues of the
day to the American people and I am working with something called
INFO 1968, which is designed to bring this year to people across the
country information about education, human rights, income, health,
youth and the whole question of urban living.

Senator Proxmire. Now,you know whata very, very massive, tough,
difficult, uphill job this is. For that reason, it would seem to me to
be best to the extent that you can that you take advantage of the
present attitudes rather than try to climb hills that maybe we do not
have to climb. This is why, when you said you find that a third of the
people favor something like a negative income tax or guaranteed an-
nual wage, the same Gallup poll revealed that people overwhelmingly
favored a job, favored the Government as an employer of last resort
or residual employer. This was in every income category. This seems
to me something you can really work on and malke substantial progress
on, especially 1f you provide that those who cannot work, which I
think almost all would agree with, would be provided with some sort
of income. Why not take advantage of this situation to move in the
direction of residual employment, especially since, from an economic
standpoint, it seems to me more satisfactory; that is, those who pro-
duce are certainly less of an inflationary burden than those who simply
consume and produce nothing.

Mr. Turosarp. I suppose my slick answer is that I have mnever
been interested in the possible, I am interested in the impossible. There
is a reason for this.

Senator ProxmIrE. You are afraid you would succeed.

Mr. Trzoparp. Yes, I am indeed afraid I would succeed. I think
the guaranteed job route is a route which leads us back into slavery
and I use that word without apology.

Senator ProxMIRE. Qn, now, come on; really?

Mr. TareosaLp. Yes, really.

Senator Proxmire. Slavery?

Mr. TaeosaLp. “Slavery.” T am using that word quite deliberately.

Senator Proxmire. In what sense?

Mr. TaEoBALD. Because we will be confronted in the guaranteed job
route with the very people who cannot otherwise find jobs. This is
by definition the goal of this program. The Government as an em-
ployer of last resort assumes that if people cannot be fitted into exist-
ing public or private jobs, then there should be a place where people
can go and get a job. What will be the characteristics of these people?

Senator Proxmire. We had an experience with this to a limited
extent in the great depression, where we had the WPA having people
do all kinds of things.

Mr. TeEoBALD. You are not making the critical distinction between
a period in which the problem was a demand problem and a period in
which the problem is a skill problem. In the great depression, it was a
demand problem and there were many people whose energies could be
used to do many jobs. Here we have a skill problem. The guaranteed job
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program says we will pick up all the people at the very bottom of
society. What are they going to do? May I refer you to my pub-
lished statement.

Senator Proxmire. They will work and in your statement, you say
this is the kind of thing at which we should Work not only more in-
tensively, but more intelligently. This is something I think you can
get great support for in the Congress. Place more emphasis on educa~
tion. We know how this pays off in so many ways.

Mr. TrEoBaLD. Let me say why I believe what we must not say to
a person, “You must hold a job and as a consequence of holding that
job, you get an income.” Rather, we must decide as a society that we
have a grofound societal responsibility to provide am income and
to help find an activity which will be meaningful to the individual.
I am not suggesting that we give the person who is now employed an
Income and then provide no human services, Many of these people
can be moved into activities but first they must find notivation. The
Government, as an employer of last resort, will not motivate them.

Senator Proxarmre. You say we have a profound societal respon-
sibility to find them meaningful activity. If we do that who is going
to mop the floors in this building, who is going to wait on tables?

Mr. TraEOBALD. Robots.

Senator Proxare. Who is going to do all the other things that are
not pleasant, not fulfilling for most people ?

Mr. TeeoBALD. T am afraid where we probably do not agree is that
I believe we already live in a science fiction world. The time it will take
for us to get ready for the fact that we do not have to do unpleasant
jobs and to teach our children to live with a science fiction world
means we must begin to change now.

Senator Proxarire. But we do not live in that kind of science fiction
world now. There are unpleasant jobs now, probably will be for the
next 10 years.

Mr. Tarorarp. The guaranteed income helps to abolish unpleasant
jobs because it makes it necessary to pay for jobs that are unpleasant
at rates above the guaranteed income level. As the rate for unpleasant
jobs rises, the market mechanism acts to develop machines to do un-
pleasant jobs. At the moment, our market mechanism is working
against us. .

Senator Proximme. I see your objective. This is something that
maybe eventually is going to work out. But meanwhile, we have this
very hard, tough problem ; we have the people who are overwhelmingly
against your proposal but for a proposal that does lead to a better life,
does lead to a better opportunity. I would feel inclined to push that
faster and harder and expect that maybe the Theobald world will
develop sometime for our grandchildren or great grandchilren,

Mr. Trzrorarp. The time to find out that you have not enough
gas to fly across the Atlantic is when you are less than half Way across.
What T am afraid of in your proposal is that will get us “more than
half way across the Atlantic” because we will not realize the need for
social change.

Representative Grrrrrras. I think that both programs have some-
thing of this built into them; that is, that a guaranteed job might
result, as you say, in slavery, but a guaranteed income might also result
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in a permanent welfare class, that much more emphasis must be put
on the fact that the guaranteed income is not going to replace very
much in the way of expenses, that you are going to have to have much
more money added to this as you bring people into a meaningful
-existence.

Now, I will let you continue.

Senator Proxmrxrr. I take it, Mr. Thursz, that you would agree that
we should not insist on a dollar-for-dollar loss for a person who is on
welfare and gets employment ?

Mr. TeURrsz. Yes, sir. I agree.

Senator Proxmire. On the basis of your very real practical experi-
ence in social work and with, I presume, the city councils and so forth,
what can we do to achieve this? It seems to me it has been developed by
almost every witness who has been here.

Mr. Taursz. I am very concerned that even at the present time, the
program is not funded so it can take place. While the 1967 amendments
make this possible, the funding is such that in very few States today is
there any implementation of the incentive provision. I think that this
is crucial. Tt makes absolutely no sense to tax somebody 100 percent as
they begin to go to work. This has been one of the major failings of
our system. I think the desire to keep mothers at home is partly to
blame. But I do think that this is a good step ahead, one of the few
good things in the 1967 amendment.

Senator Proxyire. You should simply emphasize that on the Fed-
eral level. It would seem if we do not, the States and localities will,
because of the terrific political pressure they are under, insist on the
100-percent tax.

Mr. Taorsz. Yes, they would. Senator, I am intrigued by Secretary
Cohen’s proposal of, at least as a transitional step, establishing the so-
called welfare program on a national basis, operated nationally without
the request that States match funds, et cetera. I think we have come
to the stage where we could really do this and this would be a further
step ahead. Because as long as we depend on certain State actions to
implement what is national policy, largely funded from national
coffers, we find ourselves sabotaged along the way. I think that Secre-
tary Cohen’s proposal for a Federal welfare program, administered by
the Federal Government, in the same way as the Post Office is admin-
istered, hopefully more efficiently, will be an answer.

Senator Proxymmn. I would like to ask Mr. Tyson—first, congratu-
lations on addressing yourself to the problem which I think is so fun-
damental of what we are going to do about the unforunate use we have
made of our poor people, the marginal workers, as our price stabi-
lizers. That is a question that the economic profession has not addressed
itself to, the Congress has not, and we continue to follow our policy
on the basis of votes we have had in the last few days. Can you identify
any present day society in which the poor people are not the price
 stabilizers? Even the English, as advanced as they are, that is the

policy they have established in the recent months. They have adopted
a tough fiscal program that has increased unemployment for the
marginal workers. Where can a free society look, or at least a society
where you do not have a rigid control of manpower such as you have
in the Communist state ?
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Mr. Tysox. I believe there has been some experience with this in
Scandinavian countries, where they have guidelines for bargaining.

Senator Proxarre. Wage-price guidelines?

Mr. Tysox. We have tried to do this in our society, doing it purely
voluntarily, this, of course, being in basic agreement and accord with
our value presuppositions. I understand, for example, that in Sweden,
there is a statistical index for productivity and this is then related to
industries, broken down in particular industries.

Senator Proxmme. Are you familiar with their level of un-
employment ?

Mr. Tyson. At the present time?

Senator Proxamre. In Sweden over the past few years?

Mr. Tyson. It has been fairly stable.

Senator Proxmire. Can you put it on a comparable basis?

Mr., Tyson. Two percent, 2.4 percent.

Senator Proxmire. If they figured it the way we do, it would be
2 or 2.5 percent ?

Mr. Tysow. In Swedish experience, we have had anywhere from
1.1 or 2 on up. The 1958 high was 2.5.

Senator Proxamre. Their statistics are quite different, they are
based primarily on unemployment compensation.

Mr. Tysow. It is hard to make these comparisons, but they do have
an index on productivity which is related to particular industries and
then these guidelines on bargaining within this range. The public
expectation here, and we are coming back to a primary factor as far
as prices, the public expectation is that you bargain within these
ranges.

S%nator Proxyare. Could you say in Sweden, within the basis of
your knowledge and experience, that the poor are not the price stabi-
lizers? Because the unemployed are by and large frictional—after all,
there are some people between jobs. You always have young people
out of school taking the time to find the job they want, and so on.

Mzr. Tysox. Iwould say it isa far more successful system, and trying
to think of the reasons why, I think it is in this guideline area of bar-
gaining. Also, there is a public attitude toward unemployment which
1s different from our own attitude.

Senator Proxuire. Is this true in West Germany, too?

Mr. Tysox. West Germany, France.

Senator Proxarmre. What about the public attitude toward unem-
ployment that makes it possible for them to keep it lower ?

Mzr. Tysox. It is an expectation, I think, on the part of the citizenry
that public policies will be such as to maintain low levels of unem-
ployment, that politically, it is not tolerable. I think in France; it is
something that may be happening in France.

Senator Proxmire. They have had more inflation, too, have they not,
than we have?

Mr. Tyson. Right, but this becomes politically intolerable and it
is a social control over public policy.

Senator Proxmire. They try fo cope with their inflation by the
relationship between productivity and wage increases in a more dis-
ciplined way than we have?

Mr. Tyson. Yes.
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Senator Proxare. So they would not have the kind of cost push.

Mr. Tyson. Their wages have been under greater control there than
they have been here. L

Senator Proxmire. On page 4, you have a very, very incisive -
dictment of our present welfare system. At the same time, it seems to
me that Dr. Thursz’ suggestion that we should try to reform it and
build on it rather than throw it out and replace it seems very practical
to me. Do you think it is hopeful? Do you think we just have to be
pretty radical about this?

Mr. Tyson. There are certain aspects of it. If you mean, are we
going to get rid of some sort of supportive social service institution,
my response to that is no.

Senator Proxsme. Should we even want to? Does not the social
worker perform a tremendously useful service?

Mr. Tyson. Right.

Senator Proxmire. Should we not have more and better trained
social workers?

Mr. Tysown. Correct.

Senator Proxumre. If we follow a strictly guaranteed income pay-
ment or income maintenance payment, are we not likely to lose the
value of social workers?

Mr. Tyson. I do not think this will affect the value of the social
worker. It will simply give him a new job definition that perhaps
he has been seeking instead of budget making.

Senator Proxmire. How do you keep him from just being a busy-
body ? If people get their income, why should somebody stick his nose
in telling them what to do with it?

Mr. Tyson. These are supportive mechanisms of counseling which
we always need. They may turn into outpatient clinics for mental
health. I can see psychiatric social workers doing this particular kind
of function, instead of being primarily policemen in a system to be
sure only people are on it who need to be on it.

Senator Proxmire. If you are a mayor in a city today or on the
city council, you have a tough problem of trying to raise enough
money to meet, your budget and it gets to be one of the toughest prob-
lems in the world. If you have an income maintenance system, it seems
to me one of the first areas you think of cutting would be your wel-
fare worker. After all, the welfare worker now is necessary in part
to justify in part at least holding welfare costs down.

Mr. Tysox. I think you have indicated some pressures that would
develop in the welfare system if this occurred, but I think the welfare
workers themselves are redefining roles and job definition to take this
into account. Certainly we would no longer see the kind of detective
work that has been associated with this man in the house business.
But you would redefine your functions. They would be supportive
functions for supporting the kind of internal organization of family
where it on longer would be within the income maintenance brackets.
It would be vertically mobile; this would be one of the strong societal
inputs into the system, so people would not be locked into a minimum
income bracket but move vertically through it. We might see it as
one of the primary resources for vertical mobility.
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Senator Proxmire. My time is up. I want to say I think this is an
extraordinarily stimulating panel. I think it is a great thing to have
people with such divergent views here expressing them to us. It has.
been a fascinating and most useful morning.

Representative Grrrrrras. Thank you very much.

Thank you, Senator Proxmire.

I want to thank each of you for being here. It has indeed been
fascinating.

The committee will adjourn until tomorrow morning at 10 o’clock
in room S-—407 of the Capitol.

(Whereupon, at 12:30 p.m., the committee recessed to reconvene
at 10 a.m. Wednesday, June 26, 1968.)




INCOME MAINTENANCE PROGRAMS

WEDNESDAY, JUNE 26, 1968
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Washington, D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in room S—407,
the Capitol, Hon. Martha W. Griffiths (chairman of the subcommittee)
presiding.

Present: Representatives Griffiths and Rumsfeld, and Senators
Proxmire and Percy.

Also present : John R. Stark, executive director ; James W. Knowles,
director of research, and Nelson D. McClung, economic consultant.

Representative Grirrrras. In view of the fact that the House con-
venes this morning at 11, and I understand Dr. Burns, that you are
obliged to leave early, may I ask you to begin with your statement?

STATEMENT OF EVELINE BURNS, PROFESSOR EMERITUS, SCHOOL
OF SOCIAL WORK, COLUMBIA UNIVERSITY

Mrs. Borns. Thank you Mrs. Griffiths. Perhaps I should begin by
identifying myself for the record.

My name is Eveline Burns, I am professor emeritus at the School
of Social Work at Columbia University, but I am appearing today in
behalf of the Citizens’ Committee For Children of New York, of which
T am a member and which I think you know, Madam Chairman, is very
much concerned about the welfare of children.

I must also apologize for the fact I do not have a written statement,
because the appearances were arranged rather too late.

The citizens’ committee, as you might know, is interested in children.
We started off by being interested in all kinds of services for children,
and the further we went in our efforts, the more devastating to child-
hood did we realize that poverty can be. Therefore we have been in-
creasingly concerned about childhood poverty.

‘We note, for example, that in 1965, one-sixth of all the Nation’s
children under 18 fell below the current accepted poverty level. This
means a total of 12.5 million children in all. And you will recall this
poverty level is one which roughly can be described as saying it allows
for an expenditure of about 75 cents a day per head for food.

Another 6.6 million children are barely above that line. We noted,
as we looked at the different programs and their impact on children,
that children are at a disadvantage in our income maintenance pro-
grams. They are at a disadvantage in a number of social insurance
programs; more particularly, for example, the child in even a moderate
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sized family under old age and survivor’s insurance, where the family
benefit is cut off by the maximum limit, and this means that the larger
the family, the less adequate can the payment be.

But more than that, we notice that in regard to one of the major
threats to childhood economic security, namely, family breakdown,
with which I think your committee has already been concerned, this
is not protected by the more favorable social insurance programs, but
is provided for only by the very unsatisfactory aid to families with
dependent children program, unsatisfactory both in its conditions and
in the levels of income which are provided for the family.

More than that, however, we have observed that a major threat to
the security of children is the risk of being a member of a fairly large
family or a member of a family where the father, even though he is
employed, is employed at earnings which are too low to permit the
maintenance of the entire family above the poverty line. ‘

We were very much impressed with the fact that when one looks
at this total of 12.5 million poor children, about half of them come
from families where there are five or more children in the family, and
furthermore, about 5.5 million of them are in families where the
father or the mother worked throughout the entire preceding year. In
other words, this suggests that there is a special kind of problem of
childhood poverty at the present time which none of our programs
are providing for, this risk of being a member of a family which is
too large to be supported by the father’s earnings.

This led us to look at the children’s allowance program as a possible
instrument for dealing with all types of childhood poverty. We had
a conference last fall ; which I believe you have just received a copy of
the proceedings.

Representative Grrrrrras. Yes, thank you. An excellent report.”

Mrs. Borns. We tried there to explore its implications and went
into it as open minded as we could. We came to the conclusion that
this was an instrument which should indeed be seriously considered in
among our programs. I gather that other witnesses before you have
described the c%jldren’s allowance system, and I shall not take the
time, therefore, to go into detail except to say that this is a program
which provides cash payments to the parents or parent in a family.
Tt is paid in some proportion to the numbers of children, and with no
reference to whether or not the family is in need as demonstrated by
any kind of means test condition.

We liked it because it gets money into the families in proportion to
the number of mouths to be fed, which is not the case in even some of
our social insurance programs. It is administratively simple because
there is no means test; because it is universal families are not deterred
from asking for the payments to which they are entitled. There are no
complicated tax forms for the family to fill in, as is the case with the
negative income tax, and it is not divisive. Too many of our programs
today tend to divide the community into two groups, the people who
pay and the people who get. In this case, it is a universal payment;
all parents would get it In some proportion to the numbers of their
children.

««Children’s Allowances and the Economic Welfare of Children,” the report of a con-
ference, Citizens’ Committee for Children, of New York, June 1968. Copy in committee files.
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I would like, however, to spend the rest of my time dealing with

some of the objections to this program. One objection that I see very
frequently made is that it will not deal with the whole poverty prob-
lem. Obviously, it will not. It certainly will not do anything for
childless adults. But as one looks at the currently popular negative
income tax proposals, one observes that even those are not going to do
very much across the board for all adults and all children. So far as
I know, practically none of the proposals, except possibly Professor
Tobin’s, fill as much as 50 percent of the poverty gap, and he does not
propose to fill 100 percent of the poverty gap. gonsequently, in one
sense, it seems to us the problem you face is one of priorities. If you
have a limited amount of funds to devote to the purpose of raising
incomes, are you going to try to do a little bit for everybody across the
board, or are you going to concentrate and do much more for one
group?
" WV}JJ at the Citizens’ Committee for Children, with our great concern
for children, feel that it is children who should have the priority. We
would rather see more done for children than a small amount done for
everyone. We have chosen children.

We also, however, frankly admit, of course, as I think everyone
would, that no one measure alone is going to deal with the whole pov-
erty program. Children’s allowances are not a panacea, any more than
the negative income tax or any other one program is a panacea. And
T am sure other witnesses before you have drawn your attention to the
variety of other special kinds of measures that have to be taken—
training, job opportunities, and so on, making birth control available
to families, and a whole series of related positive programs.

Another objection is that the children’s allowance is said to be an
inefficient method of dealing with poverty. This is one of the favorite
cries of our economists at the present time. It is indeed true that the
children’s allowance will make some payments to people who are above
the poverty line. But I would draw your attention to the fact that even
the negative income tax, once it has incentive features built into it, in-
evitably involves payments to people above the poverty line if 1t is
going to be in any way minimally adequate in terms of the size of the
negative income tax. So even the negative income tax is not, in the
economists’ terms, wholly efficient.

Furthermore, we have observed that there are various ways of deal-
ing with these alleged inefficiencies. For example, the benefit to the
higher paid family, the family with higher earnings, can be very sub-
stantially reduced, first of all by removing the present exemption for
dependents and the minimum standard deduction, something which
in any case would be desirable, because if ever there was an inefficient
method of providing help to families, it is doing it through the excep-
tions and deductions under the income tax system, which gives abso-
lutely no help to the people who need it most and the most help to the
people who need it least, because the exemption and, the deduction
come off the top marginal bracket, of course.

So first of all, we say this alleged waste or inefficiency whereby some
of the funds, a sizable portion of them, would go to higher income
people in the first instance; can be reduced by abolishing the exemp-
tions and standard deductions.

96-602—68—vol. 1——23
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Second, you can make the allowance taxable, and third, there are
various additional tax choices, some of which were proposed by Dr.
Brazer, who has a paper in this report of ours but who, I gather, was
not able to appear before you.

Representative Grrrrrrms. Yes.

Mrs. Bur~Ns. He has been thinking of some rather ingenious ways
of trying to recoup by additional charges on the income of higher
income people, and has estimated that you can very substantially cut
down the extent to which the rich benefit.

The third objection is that it is going to encourage population
growth. All I can say about that is that all the evidence we have indi-
cates that there is no evidence one way or the other. We asked Dr.
Whitney, in the report that you have, I think, received, this chil-
dren’s allowance report—Dr. Whitney is a very well-known demog-
rapher—to survey the evidence for us as to what was known in other
countries, since we do not have this system, about the effect of chil-
dren’s allowances. He came to the conclusion, and I would concur in is
because I made some preliminary studies some years ago, that there
isﬂ3 no evidence that this does indeed have the population stimulating
effect.

Another objection is that parents will not spend the money on their
children. Again, I would say that all the evidence, and this was con-
curred in by the four foreign representatives who were reporting to
our conference on the experience in their own countries, all evidence
indicates that a very large majority of parents are deeply interested
in their children and do not squander allowances and money they get
in riotous living of one kind or another rather than spending it on
their children.

The other big problem, of course, that you have to face is the prob-
lem of costs. Now, on the question of costs, I take it that any of us who
are seriously thinking about doing something about poverty have
got to accept the fact that costs are going to be extremely large. Every-
thing has to be paid for and we are not going to make any real dent
by the income maintenance programs on poverty of every kind, on
the problems of poverty, unless we are indeed prepared to contem-
plate very sizable expenditures, whether that is negative income tax,
whether 1t is any kind of social dividend or demogrant, whether it is
something like the children’s allowance—it is going to be costly. You
will find in this volume we prepared a series of estimates of the differ-
ent costs of the different programs, but I do not want to take time
at the moment from the other members who are testifying. If later,
you wish to have some of this information, I can give it to you. A1l I
have to say is that one has to remember, it is very fashionable today
to talk about cost-benefit analysis. We can only grasp the real signif-
icance of cost by looking at it 1 terms of the benefit. And you have to
make up your mind, how many people do you want to benefit? How
many children do you want to bring out of poverty? All the chil-
dren are going to cost a great deal. A smaller number of children
is not going to cost as much. And we have a range of costs depend-
ing on the variety of children’s allowance plan one selects,

But the real point is we are not going to get anywhere in this busi-
ness, it is almost, in my way of thinking, social hypocrisy if we say
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we want to do something about poverty, but we are not prepared to
spend any money on it.

I would like, 1f I may, Madam Chairman, to rest the general analy-
sis this way, and you probably will want to ask me something about
bits of it 1ater on.

Representative Grirrrras. Thank you very much, Mrs. Burns. Mr.
Dumpson ?

STATEMENT OF JAMES R. DUMPSON, DEAN, SCHOOL OF SOCIAL
SERVICE, FORDHAM UNIVERSITY

Mr. Dumeson. Madam Chairman and members of the subcommittee,
I am James R. Dumpson, dean of the School of Social Service of
Fordham University and former commissioner of welfare of the city
of New York. While I intend to be brief, let me thank you and the
committee for this opportunity to share with you our views on this
one aspect of economic security. In my judgment, there is no issue of
domestic social policy more urgent at this time than the reform of in-
come transfer programs. Dr. Burns and I appear before you jointly
on behalf of the Citizens’ Committee for Children of New York and
my statement should be read together with hers. Representing a group
of active and interested citizens, lay and professional, who are dedi-
cated to the welfare of all children, we have seriously considered the
question of strategies for income maintenance.

We are convinced that programs in health, education, housing, and
social services generally cannot succeed unless we attend to the prob-
lem of family and child poverty that grips millions of Americans. We
also feel very strongly that children’s allowances are a much under-
valued option for dealing with this problem and not sufficiently con-
sidered in the United States. We are determined that people under-
stand this alternative. We are convinced that given such understanding
children’s allowances will rank high among the programs to be en-
acted once we are prepared as a nation to implement our oft-stated
national commitment to the importance of the physical, social, and
emotional well-being of all of our children.

You have heard earlier in these hearings from former Assistant
Secretary Lisle Carter who has spelled out a rationale for children’s
allowances. Professor Morgan of the University of Michigan has told
you of Dr. Brazer’s approach to a recoupment scheme which Dr. Burns
jgs% lreferred. to which could make children’s allowances economically
viable.

I should like to speak from my special vantage point of a former
commissioner of welfare for the city of New York. For 7 years, as
head of the largest welfare department in the country, I carried re-
sponsibility for the welfare of thousands of children living in tempo-
rary care arrangements, or in permanent arrangements which were
never meant to be permaneunt, as well as for thousands of other chil-
dren living with one or two parents on inadequate incomes, I have de-
veloped considerable conviction about what must be done and I should
like to share my views with you very briefly.

Very simply, something must be done to break the cycle of depend-
ency, deprivation and poverty. We will never achieve this aim with
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demeaning, inadequate financial grants. We will never achieve this
aim if help which is given is seen as a matter of charity. We will
never achieve this aim if the manner of giving and the nature of
what is given separates one group of children from another.

I am convinced that the stigma attached to our present public as-
sistance program, a stigma that is inherent in its old English poor law
tradition and its conflict with dominant American values makes it
impossible to reform that program to meet the needs of those who are
and those who will be financially dependent. It is a system that in-
curs and perpetuates contempt for those who are poor. It is a system
that confuses cause and effect ; that demands a different code of moral-
ity for its beneficiaries than is demanded of those who are not its direct
beneficiaries. It reflects a public policy which denigrates the child
and his parents, an approach to aid which makes a child feel that he
:and those around him are less adequate. Somehow, no matter how we
feel about the sins of the fathers—or should I say the mothers—in
national self-interest we must find the way to rear a new generation
-of children who do not perpetuate the dependency, and therefore the
suffering of their parents and I would ask us to remember that illegit-
imacy is not created by relief. HEW surveys have shown that four-
fifths of all out-of-wedlock children are not receiving public assist-
ance. But let there be no question or mistake about it. Dependency in
our Nation is a second-class status. It erodes and corrodes the spirit and
body of those who are dependent. Our present public assistance pro-
gram-—and that happens to be the major income transfer program for
millions of children and their parents—perpetuates the suffering, the
human erosion and human corrosion of those who are dependent.
I tell you this from my intimate knowledge of the poor and the recip-
ients of public assistance. This is not a happy or attractive status
for millions of Americans. Equally important, it is not a state of af-
fairs that America dare continue to support or perpetuate.

A children’s allowance program with an adequate benefit level in
this sense is a takeoff program. It promises a floor of income which
can be counted upon as a right. It assures the nutrition upon which
adequate intellectual and physical growth depend. It offers the cloth-
ing, the shelter, the school supplies without which a child cannot do
what a child must do at school, in play and with his family. In short,
a children’s allowance is a device for assuring a floor, an underpin-
ning for all children. It offers an opportunity for a child’s parents to
achieve adequacy as parents, to achieve a measure of self-direction—
control over the decisions that every parent has a right to make about
his or her own family. It is a major step in removing the stigma of
financial dependency, in reenforcing a positive constructive self-image
of poor children and their families. It can remove financial depend-
ency as one of the causes of repeated out-of-wedlock births and thus
permit us to identify and focus on measures to deal with the many
other causes of out-of-wedlock births in this country. By introducing
a gnarantee of adequate, equitably provided income for those who are
in financial need, we may even relieve the nondependent of any con-
tempt they hold for the poor and any guilt that accompanies that
contempt. This, in essence, is what I, as a former welfare commis-
sioner in the Nation’s largest city and a former director of child wel-
fare in that same city, see in the program proposed.
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Obviously, fiscal considerations, differences in regional standards,
and a variety of program complexities may not make such a program
enotgh. However, a guaranteed children’s allowance would make
enough of a difference so as to remove from the poverty status large
numbers of those who are now well below the line and will have high
payoft as a program of income maintenance. The details will not be
repeated here by me because you have heard them from others. But, I
must comment that the experience of 62 countries cannot be ignored.

There is another aspect of children’s allowances, also mentioned by
Secretary Carter, which we at Citizens’ Committee see as particularly
important. I call attention at this time to the universal character of the
program. This is a moment when people are talking much about the
poor and programs for the poor. o

T must contess some concern with divisiveness in this country, with
a view that government is only for the unfortunate and the suffering
and even with a view that only those who are technically poor in terms
of the categories of the Office of Economic Opportunity or the Council
of Economic Advisers are our concern. The trath is that there is inade-
quacy in many groups and at many levels and that the basic under-
pinning has value at many levels. And the notion of something shared
by all children, available to all of them because they are children both
roflects our national commitment and responsibility and is a move
against the divisiveness which is of some concern to all of us.

I need hardly tell you that we give high priority to jobs, 2 guarantee
of job with adequate salary for every adult available for and able to
work; to reform of the social insurance system; to an adequate supply
of housing that people can afford, and to high quality integrated edu-
cation. Our committee has worked intensively in these areasand I need
hardly tell you of the high priority we give to the elimination of all
forms of racial discrimination in every area of our national life and
of all expressions of racism which contribute to financial dependency
of large groups of Americans. We urge major reform of public wel-
fare in the direction of mandated affidavits, nationally mandated mini-
mum standards, separation of the issue of need from the issue of gen-
eral social services. These reforms have been spelled out by others and,
indeed, are in the general direction of the recommendations of the
Department of Health, Education, and Welfare. However, we believe
that the reforms would be incomplete and that a major gap would
exist unless at an early date this country were also to enact a children’s
allowance program, and a significant one at that. The exact figure must,
of course, be worked out in further research and in balance of a variety
of considerations. Tentatively, we are talking of something like $50
a month per child, not as a firm recommendation, but a sum we men-
tion today as a way of signifying that we believe that a significant
allowance is what is necessary rather than a mere token one.

For those who do not need the money, a combination of taxation and
a recoupment scheme of some sort is necessary and others more techni-
cally prepared than I have discussed this before you. But for all chil-
dren there must be this grant, a check to arrive once a month, to unify
our child population, to signify our national responsibility for them,
and to provide that floor under development out of which a responsible,
participating, and unified citizenry may emerge.

Thank you.
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I shall be glad, of course, Madam Chairman, to answer when you
zare prepared to ask them.

Representative Grrrrrras. Thank you very much, Mr. Dumpson.

Congressman Ryan ?

STATEMENT OF HON. WILLIAM F. RYAN, A U.S. REPRESENTATIVE
FROM THE 20TH DISTRICT OF THE STATE OF NEW YORK

Representative Ryax. Thank you, Madam Chairman. I am priv-
ileged to appear before yvour Subcommittee of the Joint Economic
Committee this morning, and particularly to join at this table two such
distinguished experts, and I might also add, distinguished New
Yorkers.

I am pleased that our former New York City welfare commissioner,
now the dean of the School of Social Work at Fordham, is here, and
Dr. Eveline Burns, who has made a major contribution to the delibera-
tions of your committee.

I should like to commend you, Madam Chairman, for your foresight
in calling these hearings and giving us an opportunity to discuss the
question of income maintenance. I can really think of no idea in recent
times which has moved from the vwilderness of theoretical speculation
into the arena of serious policy discussion with the rapidity of the
guaranteed income concept. These hearings constitute an important
forum for discussion.

It has been widely recognized that income supplementation, which
is presently carried out largely through public assistance, is a national
problem, and, as such, should be dealt with nationally. Standards
should be national, and the burden of costs should be distributed
nationally.

The present total national expenditure for public assistance is $5.1
billion annually.

The average AFDC benefit ranges from about $8 per month per per-
son in Mississippi to about $51 per month per person in New York,
Wisconsin, and Minnesota. Surely, this disparity is not reflective of
the differences in the relative cost of living in these States. The result
is that one State is being forced to pay for the social outcasts of other
States, who are, of course, indicative of a national social problem.

New York City’s welfare load in fiscal year 1969 will cost $1.346 bil-
lion, of which $516 million is paid by the Federal Government. The
remainder is the burden of the city and State governments—city, $399
million ; State, $431 million.

In preference to the present welfare system, therefore, there should
be national welfare standards, with a much larger share paid by the
Federal Government. This was the conclusion of the report of the
National Advisory Council on Public Welfare issued in June 1966,
now 2 years old.

However, I believe that ideally there must be a shift entirely from
conventitonal welfare programs to a Federal income maintenance or
“ouaranteed income” approach. There are several basic reasons for
this approach. In the first place, under an income maintenance system
the only criterion for assistance would be need. There would be no
artificial requirements. Secondly, the income supplement function
would be divorced from social services. Thirdly, income maintenance
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would provide income supplements to the working poor, families below
the poverty line who are now excluded from welfare benefits. Fourth,
the application process would be greatly simplified and dignified, and
administration would be improved. Fifth, there would be a much
greater incentive to work.

Some of these advantages might accrue from a greatly modified na-
tional welfare system. However, the achievement of all of them could
only be obtained under a guaranteed income plan. ‘

Recent guaranteed income proposals derive from two rather differ-
ent philosophical underpinnings.

The first, represented by Robert Theobald, who testified yesterday,
suggests that the “work ethic” is an anachronism in a society as
wealthy as ours and that persons should be guaranteed the necessities
of life, so that they can dedicate themselves to higher pursuits. Then
work will be done only because it is personally satisfying.

The second approach believes guaranteed income is less destructive
of the work ethic. It contains financial incentives for the recipient to
work which the present welfare system lacks. It is further appealing
because it can operate more efficiently and economically than welfare,
and because it greatly reduces violations of personal liberties, which
are now all too characteristic of the present welfare system. My own
sympathies are with the latter position.

As the sponsor of the first, and thus far the only, bill to have been
introduced in Congress to provide a system of income maintenance,
HL.R. 173331, I have a great interest in seeing this discussion move for-
ward. Let me summarize FL.R. 17331 briefly for the purposes of the
discussion this morning :

H.R. 17331 establishes a maximum annual payment based on ap-
proximately two-thirds of the personal exemption plus minimum
standard deduction for each member of the family. Translated into
dollars and cents per month, this equals $50 for the head of the family
plus $39 for each dependent. A family of four with no other income
whatever could expect $2,004 per year. Additional payments will not
be made beyond the sixth dependent, so the maximum payment for a
family of seven or larger is $3,408.

My bill proposes a 50 percent “tax” on work earnings. Benefits are
reduced by 50 cents for each dollar of work earnings. A higher “tax”
as now exists under most public assistance programs, destroys the
financial incentive to work. A lower “tax”—for example the 38 per-
cent which has been proposed in some gauranteed income plans, would
either necessitate lower base benefits, or would permit persons well
above the poverty line to receive benefits and greatly increase the cost
of the program.

The system would be administered through a Bureau of Income
Maintenance located in the Treasury Department. Persons wishing to
apply for benefits would make application by submitting quarterly
income statements. They would receive monthly maintenance pay-
ments based on the deficiency of their earnings. Since there would be
a reasonable time lag for administration, the May check might be
based on income during the January-February-March quarter.

The administrative procedure for checking the accuracy and hon-
esty of applications would be similar to the Internal Revenue System
now in force for checking positive tax returns. All applications would
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be scrutinized for internal inconsistencies, errors, and suspicious
claims. But only a small fraction—perhaps one in 15 or 20—
would be subject to full investigations on a random sample basis. This
spot check system would prevent most willful cheating and would
replace the present demeaning practice of routiie intrusions into the
private lives of all welfare recipients. ,

_ The level of benefits proposed in my bill—a guaranteed minimum
income of approximately $2,000 for a family of four—is still below
the poverty line. However, they are above the AFDC average benefits
in all but 12 States.

At this level of benefits the gross cost would be $8.1 billion to the
Federal Government. However, since this program would replace
about 80 percent of the existing $5.1 billion welfare costs, there would
be a saving of approximately $4 billion in total Federal and State
welfare costs. Since the Federal Government pays some 60 percent of
the welfare costs, the Federal saving will be about $2.4 billion, and the
States will save $1.6. On balance, therefore, the program will cost the
Federal Government some $5.7 billion—$8.1 billion minus $2.4 bil-
lion—and save the States $1.6 billion in existing welfare costs. Thus,
the net cost will be $4.1 billion.

At this level the income position of nearly 80 percent of present
welfare recipients will be improved. More significantly, nearly all of
the 22 million Americans, who now live in poverty but do not receive
public assistance, will get some income supplementation.

Ideally, the poverty gap should be closed entirely. However, to close
it solely by means of a guaranteed income system would cost in the
neighborhood of $25 billion yearly. The principal reason for the geo-
metrically increasing cost in the problem of “leakage” to the nonpoor.
If the maximum benefit for a family of four is $2,000, as my bill pro-
poses, and work earnings are “taxed” at the 50-percent rate, then all
benefits will cease when total income reaches $4,000 per year.

However, if the maximum benefit for a family of four is placed at
$3,000, then every family of four with income of less than $6,000 will
be eligible for some benefits; and there will be a great deal of “leak-
age.” Even to increase the maximum benefit from $2,000 to $2,400 for
a family of four will double the cost of the program.

As 1 pointed out, one difficulty with a base benefit of $2,000 is that
12 States now have higher average AFDC benefits. The assumption of
my bill is that in these States the Federal income maintenance benefit
would pay the first $2,000, and the welfare program would make up
the difference hetween that and whatever level it is now paying. So
that if a welfare standard for a family of four in a given State is
$2,400 a year, the Federal income maintenance program would pay
the basic $2,000, and the welfare program would pay the last $400. The
recipient in those few States would be no worse off. And, of course, in
the majority of States, where welfare benefits are below the standards
of H.R. 17331, the recipients would be considerably better off. Where
the Federal income maintenance benefit is supplemented through wel-
fare, section 1604 of my bill provides that, as earnings increase, welfare
benefits are to be reduced by two-thirds of earnings, until welfare
benefits are eliminated. Further earnings reduce income maintenance
benefits by two-thirds of earnings, until the position of the recipient
is identical to that of a recipient who was never receiving welfare, at
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which point income maintenance benefits are reduced by 50 percent of
further earnings. This formula is necessary to harmonize the income
maintenance system with supplementary welfare in those States where
it will continue.

Let me mention several significant advantages of the income main-
tenance system envisioned in H.R. 17331, as compared with the exist-
ing welfare system.

Perhaps the most important is the establishment of a national
standard of assistance based on the sole criterion of need. This would
eliminate the confusion of diverse State criteria and levels of benefits.
It would save those parts of the country which now have the heaviest
welfare burdens the most money.

In New York City, with nearly one person in nine on welfare, a sub-
stantial portion of this welfare cost would be saved to the city and
State, making it available for other needs.

A national income maintenance system would reduce the migration
to the cities by rural residents ill-equipped for available city jobs.

It would remove the indignities and intrusions into personal matters
which now characterize the welfare system.

It would provide an incentive to work for people receiving benefits.

It would free secial workers to perform needed and wanted services
and eliminate the welfare bureaucracy’s police functions.

I think that it has been nearly universally agreed that the present
public assistance system is not working. However, it should be clear
that an income maintenance system or a guaranteed income—although
it can improve upon the income supplementing functions of welfare—
is not, and cannot be in and of itself a solution to the poverty problem.

Let me take a few moments to deseribe what I believe income main-
tenance ¢s, and what it és not :

It is, clearly, a system of income supplements for two groups—
individuals and families with no income, and also the working poor.
A family of four with no work income, under my bill, would receive
$2,000 annually. A family of four with $2,000 work income would
receive $1,000 in benefits for a total income of $3,000. Thus, work
incentives are built into the system. It is important to keep in mind
that this is a program for persons capable of working. Otherwise, it
malkes no sense to build in work incentives. For the aged, it makes
much more sense to establish a higher basic benefit under a federal-
ized old age assistance program. The disabled would be offered an
option to continue on aid to the totally and permanently disabled,
or to shift to income maintenance. . .

I might point out that this program is not a substitute for jobs; in-
deed, it cannot work unless expanded manpower programs are avail-
able so that those who want to work can find training and employment.
Nor is it a substitute for unemployment compensation. A subsistence
benefit is of marginal use to a regular wage earner who is suddenly
thrown out of work for a temporary period. Increased unemployment
benefits are necessary to take care of him. .

Income maintenance is rather a residual program for the chronic
low-income family, the underemployed, the mother with dependent
children, and other categories of persons only able to work part-time
or sporadically. )

Let me make it clear that this is not a program to pay people not
to work. That label is much more applicable to the existing welfare
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system, which in most cases taxes work earnings at 100 percent. An
Income maintenance system, on the other hand, would have built-in
financial incentives for a recipient to better his total income position
by working. That is why a parallel job program is such an important
complement to a workable income maintenance system.

There is in section 1605 of my bill a provision designed to permit
low-income seasonal workers to benefit from the income maintenance
system without taking unfair advantage of it by deliberately not work-
ing part of the year. %ection 1605 provides that, if total annual income
exceeds 150 percent of exemptions plus minimum standard deduction,
any benefits which were collected during any part of the year must be
repaid at a 50 percent rate. In the case of a family of four, this is
$4,500 yearly. Thus, if a migrant agricultural worker with three de-
pendents earned $3,000 during the summer months, but was idle dur-
1ng the rest of the year, he could keep the $500 income maintenance
benefit. However, if a skilled worker with three dependents earned
$5,000 during an 8-month period and collected benefits during the
other 4 months, he would be required to pay back $250.

Since I introduced H.R. 17331 on May 16, I have received the benefit
of wide comment and analysis from interested parties. I’d like to share
with the committee some suggestions which I am seriously considering
incorporating into the next draft of the bill when I reintroduce it.

First, it has been suggested that the husband and wife should be
entitled to $50 monthly each, instead of $50 for the head of the family
and $39 for each dependent. I agree that this would be more equitable.

Secondly, there should be a limit on assets. For example, benefits
might be reduced by 10 percent of assets over $10,000.

Third, full-time students should not be eligible for benefits.

Fourth, there should be deductions from stated income for medical
care and exemptions of earnings by children under 16 and gifts up to
$100 yearly. .

Fifth, there should be a statutory escalator provision adjusting the
level of benefits upward according to a new low-income consumer price
index which would be established in the Department of Labor.

Finally, let me raise for discussion one possibility of which I am not
fully convineed but which might cast an income maintenance program
in a different light. That is the question of a mandatory work program
which would provide that any adult in a recipient family, which has
received at least 75 percent of the maximum benefit for a period of 9
months or more, may be required at the discretion of the Federal
Government to accept employment in a public employment program,
retraining program, or basic education program where such programs
are available in the immediate geographic area. Otherwise, benefits
would be reduced by 10 percent per month till they are exhausted. The
work program would have to pay at least the minimum wage. Par-
ticipants in the basic education program would continue to receive
income maintenance benefit payments. Persons over 60 years of age,
mothers with small children, and the disabled would be excluded.

In certain areas such as small towns with only a handful of bene-
ficiaries, the administrator might decide that it simply would not be
worth the expense to establish a training program.

This kind of work training program puts the burden of establishing
an acceptable job program or basic education program on the Federal
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Government before beneficiaries can be disqualified. Needless to say,
regulations would have to be drawn very narrowly to prevent adminis-
trative abuse. .

In summary, a Federal income maintenance program is sound
proposal which can be enacted in the near future. Few proposals have
been received with such intense interest and discussion as this one. I
believe that income maintenance is a key part of a multiple strategy
for breaking the cycle of poverty. That strategy needs to include job
creation and training: it needs to include higher benefits under social
security for the elderly and the disabled ; and it also requires expanded
programs in areas such as intensive education and health an social
services. .

A system of income maintenance to replace the present inefficient and
inadequate welfare system must, in my judgment, be a central part of
that strategy.

Representative Grirrrrms. Thank you, Congressman Ryan. Mr.
Hicks, may I ask, in view of the limited time, that you confine your
remarks to about 8 minutes?

STATEMENT OF W. B. HICKS, JR., EXECUTIVE SECRETARY,
LIBERTY LOBBY, WASHINGTON, D.C.

Mr. Hicks. Yes, ma’am.

First, I would like to apologize for not being here on time, but T did
not understand the nature of the appearance. I thought that I would
be the fourth witness to be heard individually.

Representative GrirrITHS. I see.

Mr., Hroxs. In the interest of time, I shall simply summarize the
nature of our objections to guaranteed annual income proposals.

Our first objection is that we feel it is unfair to the working taxpayer
of the Nation to expect him to carry an additional burden of welfare
costs. We do believe that this is a welfare system, no matter how it
may be described.

Our second objection is in the economic area. We feel that there is no
question but that the establishment of a minimum income for all
citizens, regardless of their productivity, will only have much the same
effect that minimum wages have; that is, it will force other wage levels
up correspondingly. A person will not put out the extra effort to earn
extra money so long as he realizes that he could earn the same by not
working. So what we feel it would do is add to the wage-price spiral of
inflation and that this, in turn, will reduce the effectiveness of the
guaranteed annual income to the point where it will be necessary to
raise that level by law in order to make it effective, and this in turn will
lead to & new boost in the wage-price spiral of inflation; that the
ultimate end of this can only be an inflationary expansion to the point
where the economy just bursts at the top.

‘We have another objection, of course, which is on its effectiveness.
Insofar as helping people to make themselves productive, we feel that
it fails to meet the needs of those persons who need specialized pro-

vams of training, of health care—that is, if we are to assume that
it will replace existing welfare programs—and that it will not en-
courage work by those who are able to support themselves.
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In sum, we fee] that it is bad from the viewpoint of the taxpayer
‘who has to pay for it; we feel it is bad from the viewpoint of the
Tecipients; and we feel that it is bad from the viewpoint of both in
the arena of the national economy and the inflationary spiral as it
exists today.

Thank you.

(The prepared statement of Mr. Hicks follows:)

PREPARED STATEMENT OF W. B. HICKS, JR.

Mr. Chairman and Members of the Committee :

I am W. B. Hicks, Jr.,, executive secretary of Liberty Lobby. I am here
to present the views of our 15,000 member Board of Policy, on behalf of nearly
200,000 subscribers to our monthly legislative report, Liberty Letter. The Board
of Policy, consisting of patriotic Americans in every state, has specifically
voted to oppose the institution of any kind of “guaranteed annual income”
scheme.

Liberty Lobby opposes the basic concept of government income maintenance
programs, and we would strongly oppose any attempt to enact legislation putting
the idea into effect, whether in the form of cash payment, negative income
tax, or other socialistic program.

The several proposed plans, while differing in detail, have the same basic
approach and goal. The philosophy behind them is that every citizen, no matter
how indolent, has an inherent right ¢o be supported in a comfortable manner
by the taxpayers. The goal is a massive redistribution of wealth, of a degree
as yet unheard of in the United States. “Poverty” will be ended by the simple
expedient of allowing unproductive people to live as well as if they were
working, and contributing to the American economy. BEvery citizen would be
promised that, no matter what the reason for his failure to support himself and
his family, he will continue to receive from the government payments keyed
to a predetermined schedule.

We feel that these hearings will serve a useful purpose if they bring the
dangers inherent in the “guaranteed annual wage” to the attention of the Amer-
ican people. For, in spite of fact that the possibility of this travesty on the
American tradition of hard work and individual initiative actually becoming law
seems remote to most of our people, many highly influential Americans have
indicated that that this will be the area in which the next major push toward a
socialist America will take place.

Reliable columnist Paul Scott reports that the President himself was directly
responsible for the inclusion of a guaranteed annual income recommendation in
the report of his National Advisory Commission on Civil Disorders. Significantly,
the President has appointed a Commission on Income Maintenance, the announced
purpose of which is to develop a plan guaranteeing each American family an
income of at least $3,000 per year, and then promoting public support for the
plan. Ben W. Heineman, the Commission’s Chairman, has stated that: “One of
the commission’s main objective will be to sell the idea of a guaranteed annual
income as one of the best ways to fight poverty and head off further racial
troubles in the large cities. This won't be done overnight.”

The idea of the guaranteed annual income is actively supported by at least
two of this vear’s major Presidential contenders. It has become one of the main
demands of the so-called “civil rights movement,” which seems to get most of
what it wants.

Our first major objection to the guaranteed annual income, and this applies
equally to all of the various schemes under consideration, is that it is simply
unfair to the productive people of the United States. It amounts to a massive
confiscation of the earnings of hard working taxpayers to support people who,
in many ecase, are able-bodied and capable of working, but who prefer to live as
parasites on the backs of productive Americans.

This committee would find it instructive to carefully consider the words of Dr.
Robert Theobold, one of the principal formulators of the guaranteed annual
income scheme. Dr. Theobold has made it perfectly clear that he feels that
any guarantee plan enacted by Congress would be only the first step. He has
stated (“The Guaranteed Income, P. 233) :

“We will need to adopt the concept of an absolute constitutional right to an
income. This would guaranteed to every citizen of the United States, and to
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every person who has resided within the United States for a period of five con-
secutive years, the right to an income from the federal government sufficient fto
enable him to live with dignity. No government agency, judicial body, or other
organization whatsoever should have the power to suspend or limit any payments
assured by these guarantees.”

This kind of 'thinking, while it might be repudiated by more politically minded
proponents of the guaranteed income, is a logical extension of every one of the
income maintenance plans under consideration. And the Committee should
keep in mind the fact that it will be the low and lower-middle income taxpayers
who will suffer most from the adoption of this massive socialism as the public
policy of the United States.

Our second objection centers around the question of cost. This Congress need
not be reminded that the United States is currently running the largest deficit in
peacetime history. The institution of a guaranteed annual income scheme
bound to lead to an inflationary spiral, as the minimum income pushes the entire
wage structure upward. Workers will demand more to work and, poverty being
relative, the break-off point for government income supplements will correspond-
ingly rise. There will be no stopping this spiral until it bursts our entire economic
structure.

No exact statement of the cost of the proposed income maintenance programs
can be drawn up, but some of the estimates are highly revealing. For example,
James Tobin, a former member of the Council of Economic Advisers, has proposed
a version of the negative income tax scheme, under which the “break-even” point
at which all federal supplements would stop could go as high as 3$7,500. He
estimaltes the cost of this plan at $14 billion per year. And, significantly, this
would not eliminate the need for existing public welfare expenditures, Tobin has
stated that an “adequate program’ of income maintenance, sufficient to eliminate
most present public assistance expenditures, would cost as much as $25 billion per
year. These figures, it should be emphasized, come from an economist who
supports the guaranteed annual income, and not from an opponent seeking to
defeat the scheme by overestimating its costs to the taxpayers.

Thirdly, we feel that it is apparent that the establishment of any one of these
income maintenance plans will do violence to the principle that individual
initiative should be encouraged. We believe that, in the limited cases where
welfare is justified, the idea should be to help the recipient back onto his feet,
encouraging him to become a productive, taxpaying member of society.

A “pay without work” plan would have a diametrically opposite effect. It
would encourage its recipients to remain on welfare-—and, make no mistake about
it, the income maintenance plans under consideration today are nothing more
than welfare programs with impressive sounding names. The recipients of a
guaranteed cash payment or of a negative income tax would thus lose any incen-
tive they may have had to improve their positions in life. The poor, supposedly
the beneficiaries of this socialist breakthrough, are thus seen as being as much
victimized by the socialist theorists as are the taxpayers themselves.

We recognize that the force of this argument applies with slightly less force
to the negative income tax variation, which would give its recipients only a
percentage of the difference between their earnings and what is set up as an
“acceptable” break-even figure, Under Milton Friedman’s scheme, a family would
lose only $1 of its government benefits for every $2 it earned. However, it is
clear from our experience with conventional relief programs that this will not
be adequate to prevent recipients from refusing to work at all. Experience has
shown that many, if not most, welfare families will settle for $3000, for example,
even if allowed to keep half of an additional $1000 earned by working.

Finally, we totally reject the argument advanced by some advocates of an
income maintenance plan that the adoption of such a plan would eliminate the
need for additional welfare expenditures. Such a contention is based on the false
assumption that poor people are poor simply because they have too little money,
and that poverty could therefore be eliminated by giving them as much money
as is felt necessary.

In fact, there are basically two distinct classes of poor people, the problems
of neither of which will be solved by a guaranteed income. First, there are those
poor people who are in need of public assistance through no fault of their own.
These, the untrained, the blind and the mentally ill, for example, have need of
specialized programs, which can best be provided on the state and local level.
Any income maintenance program would be meaningless in solving their problems.

Then there are those poor people whose poverty is directly related to their own
unwillingness to work and take advantage of the opportunities open to them
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under the American free enterprise system. These loafers will, judging by local
welfare experience, happily accept their government payments under an income
maintenance program, and spend them on unnecessary items such as liquor and
automobiles. When the “guaranteed income” is gone, they will be back for more
conventional welfare assistance.

At this point, Professor Friedman might be prepared to tell them that they
are out of luck. But as a fact of political life, we know that the additional assist-
ance will be provided. The taxpayers will therefore be burdened with not only
the huge cost of the new income maintenance program, but with most of the
existing expenses of maintaining costly welfare programs.

For these reasons, we believe that the socialistic idea of guaranteed annual
ineome should be squelched before it reaches the point where legislation on the
subject is given serious Congressional consideration. The American taxpayer is
tired of seeing his earnings confiscated and given to people who refuse to work,
and he will not tolerate the expansion of this principle to the extent contemplated
by the income maintenance schemes under consideration here.

Thank you.

Representative Grirrrras. Thank you very much, Mr. Hicks.

I would like to thank all of you. I think your statements have heen
gxcellent.

Dr. Burns, in Canada, I understand that there is approximately as
‘much illegitimacy as there is in the United States, but that in addition
%o this, there are many women living alone with their children, where
the father or hushand has left the family. Do you think that this is
because of the child allowances, or do you think that this is endemic
to our whole social system today? Do you think there is something
else that explains this?

Mrs. Burys. I am not quite sure I get the full purport of your
question. I would not be able to answer yes or no on the question of
whether there is as much illegitimacy in Canada.

Representative Grrrrrras. I live next to the border of Canada.
Some of our very enterprising reporters have gone over and done a
long series of articles on illegitimacy in Canada. They discovered that
Detroit alone did not have the problem, and that ADC did not raise
any more problems of illegitimacy than child allowances in Canada,
of ‘women living alone with children.

Mrs. Burxs. There is a suggestion that the fact that women living
alone with children—is your suggestion that this is being fostered by
the child allowances? ) o

Representative Grrrrrras. I want to know. Do you think this 1s
what is causing it, or do you think something else is happening in the
social structure?

Mrs. Burws. I think something else is happening in the social
structure. .

Representative Grrrrrras. What, for instance? )

Mrs. Burxs. I think there are two things, slightly different. One is
that it is true that the figures for out-of-wedlock birth. for example,
are going up in the population as a whole. The second thing I would
suggzest 1s that we have really never before known how many broken
families there are. We are all very much concerned, I am sure you
are as well, about this tremendous rise in the aid to families with
dependent children program, which is indeed a shocking social fact.
But I think part of that is that we do not realize, we did not realize
until in 1935, the Social Security Act formally committed the Nation
to accept responsibility for families with these particular character-
istics. Until then, we never knew how many there were. One of the
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troubles is that now we have defined the kind of families for whom we
accept responsibility and we begin to discover to our horror that the
broken family is indeed a major cause of poverty which we have
hitherto rather neglected.

The children’s allowance is indeed one way of helping to meet this
problem. It does not entirely resolve it, because after all, the children’s
allowance does not give a payment to the mother; it gives a payment
to the child, in respect of the children.

So I think this disturbing state of affairs—we will put it this way—
the apparent growth of this type of family is something that goes
way beyond whether or not you have children’s allowances or whether
or not you have aid to families with dependent children, except for
the fact that once you have these programs, for the first time, society
realizes how many cases of this kind there are.

Representative Grrrrrrms. I would like to ask both you and Mr.
Dumpson to respond to the question. In one of the columns this
morning, there were suggestions that the best way to handle this
problem of welfare would be to send the money back to the States
and let them handle the projects. Would you agree that this is the way
to do it or not?

Mr. Dumeson. Certainly, Madam Chairman, I would not. I would
be violently opposed to that. I think, as Congressman Ryan has
pointed out, dependency in this country is a national problem. The
States are not equipped to think in terms of national problems. Rather,
they think in terms, understanding, of needs, conditions, and prior-
ities for the State. One need only look at the great variance in public
assistance benefits in the States that are not attributed to variations in
cost of living. I could identify for you certain rather disturbing in-
cidents that have happened in individual States based on State po%icies
that do not recognize the mobility of the American population, which
is a requirement of our economy, or national goals and priorities inso-
far as human need and human resources are concerned. If we think
in terms of national interests and the rights that accrue from national
citizenship we had better not leave to the States the definition of
welfare standards or the monitoring of those standards. :

Representative GrirrrTas. As a matter of fact, we are holding these
hearings because, for all practical purposes, the States have broken
down. They are the administrators of welfare, and they have done
a very poor job.

Mr. Dunesox. I could not agree with you more, Madam Chairman.
That is why I am interested, as far as children are concerned, in look-
ing at a national prorgam that centers responsibility at the Federal
Government level and that looks at children as children of the Amer-
ican society rather than children of the individual 50 States.

Representative Grirrrras. We have had one complaint that the poor
are never told what they are entitled to, and since you ran the wel-
fare department in New York City, why do you not tell them. I
think they are entitled to know.

Mr. Dumepson. I think they are entitled to know, Madam Chair-
man, and T think if there is anything that the Welfare Rights Groups
have contributed to the administration of public welfare, I think
they have taught us as public welfare administrators, that we have not
done our job properly, that we have not informed them of their
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entitlements under the law; unfortunately, they have had to force
administrators to meet that responsibility.

We did not do it for a variety of reasons. One reason is that many
administrators and their staffs have felt that the poor, those who were
recipients of service really did not have anything to contribute to the
administration of welfare; that they knew what was best for them
and that we would give them what we thought the law said they
should have. We have since been forced to change that mentality, hap-
pily, and entitlements, I think, are going to be published in the
50 States, or certainly will be if the welfare recipients have anything
to do with it.

Representative Grrrrrras. Frankly, I think if Congress has any-
thing to do with it it will; I do not think that these people should not
know what they are entitled to.

Do you think that if there were an income maintenance program,
there would be any percentage of the recipients who would require no
other services?

Mr. Duaresox. Madam Chairman, my conviction is that a large
number of pecple who are dependent on public funds for support,
given adequate income maintenance, will be as self-directing as those
of us who are not dependent. There will still be a number of people,
however, who will need services, I think that number of people is
not confined to the financially independent group. I think there are a
lot of us who are financially more afituent than the financially depend-
ent, who will need social services at one time or another in our experi-
ence. So by separating income maintenance of whatever form from
social services or social support, we may even reduce the number of
people whom we now think need social services of a variety of types.
We will identify them, whether they are in the dependent or non-
dependent groups. We will also, therefore, provide self-directing op-
portunities to those who are now financially dependent through an
Income maintenance scheme.

Representative Grrrrrras. T am hunting for a way to save money,
and you are the first person to suggest that there might be a chance
to save some.

Mr. Ryan makes the point that a national system of income mainte-
nance would stop the move to the cities. Do you agree, Mrs. Burns?

Mrs. Burns. Well, I think it would help, but it is not that I believe
so much that people move in order to get higher welfare benefits; we
have very little hard evidence one way or the other about that fact.
The general impression seems to be that this is not why people move.
They have moved in order to get better opportunities somewhere, more
jobs. Then they get to the cities or to the metropolitan communities
and they find that in a number of cases, the jobs are not there; then
they have to seek welfare.

However, I think an adequate universal guarantee would mean that
more people would be able to stay in their own communities. They
would not be, so to speak, compelled to move out for whatever reason,
whether for jobs, or, as some people believe, allegedly for higher relief
payments. But I do not think the second is the real reason why peo-
ple come. ) .

If people were assured of a minimum guarantee in their own com-
munities, they might be more inclined to stay there, and, therefore,
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not intensify this terrible problem we are having in the cities at the
present time of being the place to which people come, because the idea
is somehow or other that this is the place where more jobs are
available. .

Representative GrrrriTHs. I would think that if this would be one
reason for voting for a national income maintenance program, 2 very
good reason. But since I have had experience with this, I have learned
that the moment you say that it would stop the immigration to cities,
T feel sure that it will actually lose votes for the whole program.

Mrs. Burxs. I would not say it stops it, you see. I say it may hold it
down to more manageable proportions.

Representative GrrrriTHs. Because the real truth is that a lot of
communities are now solving their problems by making it impossible
for people to live in their areas so that they go into the cities and get
more money. This unhappily is not looked upon by this Congress as a
national problem. So I think we are back about where we were 125
years ago, and we are building up to the same sort of explosion.

Mrs. Burxs. Do you not think, Madam Chairman, it is also partly
a question of one’s belief about incentives? Some programs will re-
duce—T stress the word reduce—the flow to the city, not cut it off
entirely. I think this is tied up with a question of incentive. I would
very much disagree with Mr. Hicks, or at least I would not share his
fears so much. I think I have more faith in the American society and
its social system than he has. T am inclined to feel that at any level we
are talking about in regard to a minimum guarantee, it is low enough
to leave a very sizable margin, thanks to our level of productivity, be-
tween what you can get on a guarantee and what you can get from
participating in production. In other words, we can realistically say
to people, if you can participate n production, you can indeed enjoy
a higher standard of living.

Second, Mr. Hicks, I have the greatest faith in the American ad-
vertising industry, which from this point of view is our major safe-
guard. It exists to keep people absolutely dissatisfied with what they
have and always wanting more. I think we have not reformulated our
concerns about incentive and our thinking of it in regard to contem-
porary American society. I suspect there will be, indeed, a relatively
small number of people who will be happy to live on $2,000 or $3,000.
T am quite sure that number is going to Ee very small because of these
features that I refer to about our economy.

Now, if this is so, then to the extent that the cities can indeed get
over the idea that these are places where, if you go there, you can get
jobs better yourself, some people are indeed going to move.

Representative Grirrrris. My time is up.

Mr. Rumsfeld ¢

Representative Rumsrerp. Mr. Ryan, I would be curious to know if
you have discussed or if you would discuss for us, the problem of the
Qifferences in cost of living in various parts of the country. You know
well the difficulties we have in the postal system today. The Federal
Government pays postal workers the same across the country. They
are standing in line for these jobs in areas with a low cost of living,
and in areas of high cost of living, the turnover is tremendous and
there is a great waste in training. So it is a real problem. Does your
program account for that?
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Representative Ryaw. I think that in refining this proposal, it
might be appropriate to consider some kind of geographic differential.
However, it should not be such as to encourage migration. When we
are talking about a minimum income, $2,000 does not go very far
in any part of the country. It is just a minimum amount wherever
one lives.

Furthermore, it seems to me that, if this program were admin-
istered as a national program, it would improve the economy of all
regions of the country. . .

I also said in my statement that when I reintroduce the bill, I
might include some kind of escalator clause adjusting the level of
benefits to the cost of living. o

Representative Runsrerp. Do you recommend that a cost-of-living
escalator be with respect to national standards?

Representative Ryan. In respect to the income maintenance
benefits.

Representative Ruarsrerp. Now, you also state, as I recall, that
you feel national standards should govern public assistance eligibility.

Representative Ryan. Yes; I am talking in terms of the national
assumption of the welfare obligation of this country. But I am also
suggesting that we should move from the conventional welfare sys-
tem, whether administered by the Federal Government or the States,
to a program of income maintenance. On the criterion of need, benefits
would be made available according to a formula, and I have sug-
gested one formula which I have projected at a cost of $4.1 billion net.

Representative Rustsrern. That is based on what level of unem.
ployment? What is your standard base? How do you figure that?

Representative Ryax. We figured that out calculating the number
of people who would be beneficiaries times the benefits. It is a compli-
cated formula.

Representative Runrsrerp. Is that not going to change, for example,
just with the recent tax increase ?

Representative Ryaw. I do not think it is going to change with
the tax increase. It is going to fluctuate in terms of the economy.

Representative Ruarsrerp, That is what T am talking about.

Representative Ryan. Whether or not we really try to promote a
full employment economy—the more we do to create jobs, the less we
are going to pay out under this system
. Representative Ruarsrern. But the trouble with that is that the tax
Increase, coupled with budget cuts, is going to create greater
unemployment.

Representative Ryaw. That is a matter of dispute among econ-
omists. I happen to agree with you. It is one of the points I raised
1n connection with the debate on the surcharge package. There will
be fluctuations; nevertheless, if we are really going to face up to the
question of eliminating poverty in this country, not only should we
think in terms of an income maintenance system, but we will have to
think in terms of a full employment economy, which is going to
create jobs. We must answer the question: How are you goinz to
create jobs for people willing and able to work and how are you
going to train them ?

Representative RUMSFELD._ I would like to congratulate you, Mr.
Dumpson, on your candor with respect to how we could improve our
Government programs. It was a very refreshing statement.
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Mr. Dumeson. Thank you.

Representative Runsrerp. Mr. Hicks, Mr. Ryan has come up with a
price tag. I notice one of your objections is cost. What if his proposal,
instead of ending up with a net additional cost of $4.1 billion, was an
absolute washout with present welfare costs, so that there would not
be any increase in cost? Would that make it more acceptable from
your standpoint?

Mr. Hicxs. From the viewpoint of the objection that we feel exists
in terms of cost; yes, sir. If the hypothetical situation worked out as
suggested. However, we cannot see how this can logically happen.
Let us face it, poverty is a matter of relativity. The advertising in-
dustry, much lauded here previously, has in fact created a lot of
poverty in this country from the viewpoint that people do feel them-
selves worse off when, in fact, they are relatively better off than poor
people have even been in any society in any civilization that has ever
existed. I think that any person who works in welfare can tell you that
the possession of a television and plenty of transistor radios and a
princess telephone and an automobile are considered basic needs by
the average poor person in America today, items which would not
have been considered a basic need of poor people in the 1930%s.

Representative Rustsrerp. Let me ask you this: You draw a distine-
tion between those who have legitimate needs—you mention the blind
and the mentally ill, for example—and loafers, anyone who is able
to work and is not working. What if you included along with the
blind, the physically disabled, the mentally ill, and the mentally re-
tarded, the other category that some of the experts have dealt with;
namely, the person who just socially cannot adapt, the person who is a
imisfit o matter what his economic status, people who need help and
are going to get it one way or another, and it is clear that we are not
going to have full employment in this country; we know that. When
We have a tax increase, alfer Federal spending, when there are changes
in the economy because of inflationary factors, we are directly affect-
ing and using the very bottom of the economic spectrum to adjust
our economic situation. We know that.

I do not think you would feel, and I certainly do not feel myself,
that there is any particular reason why that group of people should
in fact be used to moderate the cycles in our system without any
compensatlon.

Now, would you feel that is a valid group to add to the other
groups—the blind, ete.—you included ?

Mr. Hicxs. I think there are more acceptable solutions, sir. For one
thing, you overlooked one Government program that has had more
impact on making this type of person unemployable than the tax in-
crease or any of the other Government programs that have ever been
put into practice. This is the minimum wage. Why are so many people
unemployable? Because there are so many jobs, so maiy tasks to be
done 1n our society that cannot be done at a wage that fits within our
minimum wage laws.

Representative Rumsfeld. I quite agree. We have discussed in other
hearings the fact that there is no question but that if you unrealis-
tically lift the minimum wage, you are going to drive people out of
jobs which, under the new minimum wage, are not economically fea-
sible. There is no question of that.
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Mr. Hicxs. In the House barbershop, for example, I went the other
day and asked about getting a shoeshine and was told that they had
not had a shoeshine man there for a period of 3 weeks; since the riots,
in fact.

There was nothing wrong with shining shoes. T cannot get my shoes
shined except in one place on Capitol Hill—one barbershop. All the
other barbershops do not have any shoeshine men. Why ? Because there
isno reason for a person to shine shoes for a living.

I have shined shoes myself in the past. I do not see what is wrong
with it, if it is the only thing you can do and it is a service which people
need. But somehow, our governmental schemes for solving these prob-
lems always end up costing the taxpayers more and producing nothing.

Representative Ruarsrerp. Mr. Dumpson, in your statement, you say
that something has to be done to break the cycle of dependency and
poverty. I think most can agree that that is important. I think we can
also agree that the present system is not working very well.

Then you say we cannot achieve this aim with demeaning and inade-
quate financial grants.

You say that we will never achieve it if the manner of giving, and
the nature of what is given, separates one group of children from
another.

You also say we will never achieve this aim if the help which is
given is seen as a matter of charity. That is a statement which keeps
popping up in these hearings. Could you expend on it a bit? You are
pretty positive about it, obviously. You use the word “never.” T would
like to be convinced. T would like to hear what you have to demonstrate
that that is an accurate statement.

Mzr. Dusresox. You see, as Commissioner of Welfare, with a staff a
large number of whom perceived their function as dispensing charity,
I was aware that staff frequently made decisions to give or withhold on
the basis of individual personal judgments. Charity became a personal
experience; it denied the concept of right; it was demeaning to the
recipient. Let me give you an illustration of what I mean.

In New York City, we had no limit on rents, no limit as to what
a family would pay for rent. It was a rent allowance as required by
the market. We had a number of families who were evicted because of
nonpayment of rent, because the rent allowance was inadequate in the
grant. When I would go to the staff and remind them that we had
no policy that required imposition of a ceiling as long as it was de-
termined to be reasonable by a trained housing consultant the staff
member would say to me, Commissioner, T only pay $85 a month rent
and I refuse to authorize a request for $120 or $150 a month rent to
a “relief family.”

That is the personal judgment, the intrusion of an individual’s
personal value, that comes as part of the “charity concept” of giving
to people. If it is a matter of right with an objective criterion, in which
personal judgment, personal prejudices, if you will, about what the
poor should or should not receive at a given moment, are removed, as in
a guaranteed income program, and as in children’s allowance scheme
where no one can say, “this kind of child, born out of wedlock is
somebody that I object to”: or “my personal values are against illegiti-
macy and I will withhold”—“T do not care what the law says or what
the policy says”—it is the personal criterion that I believe is implicit in
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the concept of charity that I would like to eliminate. If by charity
one means social justice or love of neighbor then this is another con-
cept of charity, and certainly I would support that one. But, I am
rejecting personal judgment as ¢he criterion for giving or withholding
of financial assistance to those in need.

I am talking about charity where we are back in the 18th century
with what we In social work refer to as the “Lady Bountiful attitude”
who goes and gives what she wishes to give in terms of her value system,
in terms of her priorities as to eligibility, as to the kinds of people,
the norms of behavior that she approves. It is this that I refer to, and
we will never achieve the elimination of poverty in my judgment,
and none of income maintenance programs will ever be successful or
effective as long as that personal judgment element is part of the
giving.
= Regresentative Grirritas. Senator Proxmire ?

Senator Proxmire. Mrs. Burns wanted to comment, I believe.

Mrs. Burns. I just wanted to suggest that Dean Dumpson is prob-
ably saying that the real problem is that this kind of charitable attitude
reflects itself upon the recipient, that these people begin inevitably to
feel themselves as less worthy, less deserving, rather as outcasts. I
think one of our big problems with the continuing relief population,
and more particularly with the aid to families with dependent children,
is this feeling of the women themselves that they are somehow out-
casts, that in the end, it saps all their initiative and all their feelings
of self-respect, because they feel they are so thoroughly disapproved of.

I think both Mr. Dumpson and I would feel that one of the really
important things is to deal with this feeling of hopelessness, of inabil-
ity, of unworthiness on the part of the people that we support at the
moment through the public assistance system. That is what is wrong
with the charitable approach.

Representative Grirrras. Thank you.

Senator Proxmire?

Senator Proxarire. Mr. Ryan, I want to join our chairman in com-
mending you on an excellent statement. This is the most persuasive
program we have heard in our hearings. I think it is so good because it
is so practical. Your emphasis on the cost of the program, spelling
out in detail what you think the cost is and giving us a chance to con-
sider whether that is accurate or not, your very emphatic concern
with providing work incentives and improving the incentives over the
present situation. Many of us agree that there is now a very strong
negative incentive against working. Then your recognition that this
would not solve all of the problems. Income maintenance is a part of
it, a beginning part of it, an important part of it, but only part of it.

I would like to ask you first, in connection with this, why do you
argue that, as a second reason for the program, the income-supplement
function would be divorced from social services? Is there not a danger
that if you divorce the income-supplement service from social services,
that you do lose a very positive and useful function in our society, and
that you do not have a way of getting the social services to operate
effectively where they should ?

Representative Ryan. I do not think they have really operated
effectively under our present welfare system.
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Senator Proxyire. I do not think they have, either, but I wonder if
you want to divorce them ?

Representative Rrax. I think Commissioner Dumpson’s statement
sort of hit at that. I would say the income maintenance benefits ought
to be provided on a criterion of need as a matter of right. Clearly, in
our society, we can going to provide more and more social services,
and we should, whether they are health services such as we are de-
veloping on a community basis, or whether they are social services that
are provided through housing programs. But once a social worker
becomes involved in the question of mcome, what allowances are going
to be paid, for instance, under the present system, whether or not
there are going to be allowances for clothing for school or Easter
outfits, or whatever the issue may be, then that is an invasion of the
personal privacy of the individual and reflects on his dignity. So I
would think it is an advantage te keep them separate.

Senator Proxmire. But I wonder if you want a divorce or a mar-
riage counselor. What I am saying is here perhaps you want to find
some way in which vou can harmonize what the social workers can do
in a constructive and positive way to offer advice and help to people
who may or may not want to take it.

Representative Ryax. I think you can.

Senator ProxmIre. At least it will be available to them. If you had
been elected mayor of New York when you ran in the Iast election:

Representative Ryan. Perhaps I am fortunate.

Senator Proxnmre. Perhaps so. You are a good Democrat and they
elected a good Republican, so it is unfortunate. But supposing at that
time, or shortly after you had been elected, we had enacted something
of this sort on a more substantial basis. And supposing under these cir-
stances, you, being faced with a problem of holding down your budget,
were challenged by your city council, who would tell you, well, your
social workers, how important are they now? We have an income
supplement system, these people have an income; we have to keep our
budget down as stringently as possible, we will just have to economize
here if we are going to keep our taxes within reason. Would you not
feel a vulnerable position if you are going to preserve the constructive
operation by social workers?

Representative Ryan. I do not really think so. I think in the first
place, under this program, the city of New York would save half a
billion dollars which would be available for other needed services.

Secondly, T would advocate a real extension of neighborhood social
services in terms of health services, mental health clinics, and services
and counseling available through our public housing, urban renewal,
and neighborhood conservation programs.

Senator Proxyrrre. I am sure you would advocate that. I just wonder
how powerful that would be, how strong it would be to continue that
program.

Representative Ryax. I have no doubt that this could be put into
effect and continued. One of the problems with the current welfare
program is that so much of the time of the trained social worker is
not really spent at all in counseling or in helping the families, but is
spent in the redtape of administering the program.

Commissioner Dumpson can go into that from a great deal more ex-
perience than T can. But my experience with so many social workers in
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the department of welfare is that they spend an inordinate amount of
time on paperwork and never put in sufficient time and talent, which
they have, in counseling the families, working with them. So I think
it is an advantage to take that area out of the concern of the social
worker.

The social worker can and should help in terms of counseling people
in consumer economies. These programs are being financed under OEO
and should be expanded in order to help people get the maximum value
for the dollar which they obtain through the income maintenance
system.

Senator Proxmire. Let me ask you another part of the proposal you
have. You would cover all the poor, including, as you say, the working
poor. Presumably, this would cover the dairy farmers in Wisconsin,
whose income is now 50 cents an hour. It would cover a lot of small
businessmen whose incomes are very, very low. But this would be a
nightmare to administer, it seems to me, because there are many, many
arguments that if you could devote sufficient auditing talent, some of
the farmers would be paying higher income taxes than they pay. You
would have to devote a lot of auditing talent, presumably, to literally
millions of farmers and millions of small businessmen all over the
Nation if you are going to provide an income supplement to many of
them who show on their income taxes an income far below $2,000 a
year. Can you work this out practically ?

Representative Ryax. I think you can. I think this is just a matter
of administration.

Senator Proxmrre. Tt is a matter of administration, but——

Representative Ryan. We have a very complicated nternal revenue
system in this country. Through a spot check system, I think this can
be accomplished without getting into the details of the dairy indus-
try, with which I do not profess any particular familiarity.

Senator Proxmire. It is rather easy for a person who is not seli-
employed, who does not have a farm or small business or something
of that kind. Certainly with the wage system we have and the require-
ment for reporting for big business and big employers, that would not
be so difficult. But it seems to me that you might have quite a tough
problem for many, many persons who are sel%—employed.

Representative Ryaw. Is it really any different from the problem the
Interx;al Revenue Service faces in checking and auditing returns in any
event?

Senator Proxyre. Yes; because it is much bigger. A very substan-
tial majority of our farmers pay no income taxes because their in-
comes are so low. All of them would have to be brought under it. A
very large number—I do not know if it is half or not, but I would
not be surprised if it were—of the small businessmen in this country,
of the more than 4 million small businessmen, pay no taxes. Now, maybe
some of them should. T am just wondering how big an administrative
problem you have here.

Do you have a comment?

Representative Ryan. We are constantly improving the efficiency
of our administrative setup. T should think with the use of a
spoi{) 1check system and a computerized system, we could reach this
problem.

Senator Proxmire. Mrs. Burns, do you want to comment ?
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Mrs. Burxs. Yes, T would like to comment on that, because this
aspect of it, Senator, of the negative income tax, has always seemed
to me to be one of the real difficulties and one of the reasons why I per-
sonally would prefer, if we want to do anything about guaranteed
income, to use what we call the demogrant. That is to say like a
children’s allowance, where you pay a certain sum of money to people
under any circumstances merely because they are people. As you know,
many other countries do it for children and Canada and a few other
countries do it for the aged. The stated sum is paid automatically.
Hence, you do not have all this trouble at the beginning of determining
how much you shall pay to each individual family, because what you
do at the end is you have your grand reckoning up, as one might say,
between the citizen and his government. You can count the allowances
you have received like any other income. Then you determine where
you want to draw the line: How many people are to pay tax, how many
are not, and what the rate of progression would be.

You then have, it is true, the same old problems the income tax sys-
tem still has in collecting money, but I think it is a much easier job
to do this cnce a year, rather than periodically determining how
much money, how much income these people are going to have,
particularly in cases where declared anticipated income differs from
the realized income; particularly when it falls short of anticipated
income.

Senator Proxarire. That is a very intelligent observatien.

Congressman Ryan, is the 50-percent tax rate low enough ? It seems
to me it is so important in this program because of the bias of the
peonle in this country and the bias of the people in Congress for a
work program. Dr. Tobin, of Yale, suggested 8314 percent. In fact,
he has a carefully worked out plan which would provide for 3314-
percent tax.

T know it is very difficult and increases the cost when you do reduce
the tax rate, but if we can get it down below 50 percent, or perhaps
graduate it so that people with the very low incomes would have more
of an incentive to work and taper it off as their income hecame
higher, so you would have more than 50 percent for those in higher
incomes. Something of that kind, it seems to me, would be more ac-
ceptable to Congress, would enable you to change the name of this,
which I think is very important, to a work incentive program
rather than a negative income tax. I think you would have a lot
better chance of selling it to the Congress and to the people as a work
incentive program.

Representative Ryax. I appreciate the point vou are making, Sen-
ator. I touched on that in my statement. What I tried to do with the
50-percent tax was to strike a balance. I said a lower tax. for exam-
ple, the 33 percent that has been proposed would necessitate lower
base benefits, or would permit persons well above the poverty line
to benefit and therefore increase the cost of the program. I suggested
50 percent in an effort to arrive at what seemed to me not an unrea-
sonable cost for a program which we are trying to sell at this time
to the Congress of the United States. I think we can sell a program
to the Congress which is a 85 billion program—not this year.

Senator Proxymre. I think you did a good job of selling this
morning.
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Representative Ryan. Not this year, but it is coming.

Representative Grirrrras. I would like to ask a couple more ques-
tions, and then the Members of the House, I am afraid, will have to
go and we will leave this to the Senate. o

I would like to say that I think many people feel that this is a
program, if such a program were set up, to help black people. As a
matter of fact, how many white people would gain income from this
as opposed to blacks?

Mrs. Burxs. They are certainly in the majority among the poor,
far in the majority. .

Senator ProxmIre. You say white people are in the majority ¢

Mrs. Burns. Yes.

Representative Grrrrrrms. Would it be something like 20 million
whites, as opposed to 10 million blacks?
blMI? Duareson. Over half of the poor in the United States are non-

ack.

Representative Grirrrras. Of course, the largest number of the poor
are white. Would you mind saying, what do you think is the reason
that white people simply accept the situation and raise little or no
objection ?

Mr. Duareson. Madam Chairman, I really do not know, except that
I suppose it is impossible for a person who 1s white to really know the
experience of being nonwhite in America, like what it means and
feels like to be considered as less entitled, less an individual.

Representative Grirrrras. Of course, is not one of the answers that
they have accepted the theory that it must be that they are personally
wrong ?

Mr. Dumeson. Yes.

Representative Grirrrras. Whereas black people realize that there
hasbeen discrimination against them.

Mr. Dunreson. Yes; and I think this is what the Kerner report was
getting at when it used the term, “racism,” which too many people
associated with the more bizarre aspects of racism that we used to
think of in the 1930’s. Racism to me now means a mentality that says
that the black man is an inferior being and moves from that orienta-
tion in all relations with him and all perceptions about him. This is, I
think, the definition of “racism” that the Kerner report advanced.

T think this is part of what you are getting at when you ask why. It
is almost an unconscious, subtle kind of self-image of self as white that
says other than white is inferior, second class, and then all these other
things pertain therefore to that status.

Representative Grrrrrras. But black people have not really totally
bought that, whereas poor white people apparently have bought the
i@.&a t%lat if you are poor, it must be something you yourself are respon-
sible for.

Mr. Dumeson. That is right, and that is why I would like to come
back to something the Senator said about separation of services from
income maintenance.

One of the dangers of associating, of interlocking services with in-

o, ®

come maintenance, whether it is children’s allowances or whatnot, is
that it carries with it the idea that if you are in need of money from
a source other than your own, the reasons for your need are your own

personal inadequacy. Frequently, as T know as a former commissioner
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of welfare, a great many, the overwhelming majority of people who are
dependent on public assistance are dependent because of factors out-
side of themselves. It may be discrimination in employment; it may
be discriminatory union practices. It may be the absence of adequate
low-income housing, it may be poor schooling, inadequate education,
unavailable health services or poor health services; or the attitude that
says if you are dependent you are less a person. It may be a variety of
factors outside. The minute you put income maintenance and social
services in the same structure, you are saying you need this money
because we have to help you personally become adequate. That is one
important reason for separating them.

The other is that I happen to believe in universal availability of so-
cial services. I am not dependent upon public assistance, but tomorrow
morning, I may need a family counselor, T may need a child guidance
clinie. T may need a variety of social services that have nothing to do
with the absence or presence of income.

Then finally, we have found from bitter experience that developing
and administering social and health services for a particular economic
class, particularly if that class is the economically needy, means that
those services are poor services; to wit, look at the municipal hospital
services of New York City?

Senator Proxarre. Poor in the sense of inefficient ?

Mr. Duaresox. Inefficiency and standards. Once you focus a service
system to an economic class, you can bet vour bottom dollar that that
service system is going to be inefficient, poor quality and low standards,
because 1t is associated with a low status group.

Representative Grirrrras. Poor white rural and smalltown Amer-
ica is also discriminated against, and hears also the challenge of the
weather. This may be the thing that makes some poor, or the price of
crops. But second, they are dependent also upon the power structure in
small towns, the fact that those in power refuse to lend money to
people with good ideas that could bring industry or could create job
activities in those towns. So that discrimination comes in a Jot of
formsin a lot of areas.

Permit me to thank all of you for being here. Mr. Ryan, I am sure,
and I have to go because we need to vote, but Senator Proxmire and
Senator Percy will be here. We need to cast a few votes for HEW and
try to stop a few cuts.

Senator Proxare (presiding). Mr. Dumpson, along the line that
I was questioning Congressman Ryan, how would vou feel about put-
ting more emphasis on this as a work incentive program, calling it
that, orienting it in that directon, and take advantage of the public
attitude expressed last Sunday by the Gallup poll report that two-
thirds of the people, people in every single category, $10.000
and above, $7,500 to $10,000, the poor—everybody favored this and by
a big margin—rwhite, black. all people. Members of Congress, I think,
favor this kind of thing. Why not recognize, as I think so much of
the emphasis by Dr. Tobin the other day and by Congressman Ryan
this morning was, that this is to a considerable extent a work incentive
program, intended to get away from the deadening welfare effect that
people will not take jobs because they will lose their welfare check. Can
we do that?




375

Mr. Duneson. If we are doing that as a strategy for interpreting
to the American people why this 1s necessary, 1 will buy it.

Senator Proxaire. I think that is an honest way to do it, because
I think that is what this is.

Mr. Dumrsox. I do not use “strategy” there as an invidious thing,
But I would like to point out two things: You said you felt that the
overemphasis on the employment route as a way of eliminating poverty
has not been effective. The opportunity for full employment in the
real sense of those terms, I think, is a pipedream. .

Second, there are large groups of people, to wit, children, millions
of children, for whom a work incentive program as a basis for sup-
port is absolutely meaningless. I think the time has come for the
Aimerican public to face up to its responsibility to children. )

Senator ProxMIRE. There is no question in my mind, no question
1 am sure in the mind of most Members of Congress, that those who
cannot work, whether they are children or have some handicap—

Mr. Dumeson. They are the overwhelming majority, sir.

Senator ProxMIRE. In that case, you can make a very strong case.
T do not know of any responsible group that would oppose a program
of assistance for people we know cannot work. I think a children’s
allowance, a program for children, is irresistibly appealing. I wonder
if we could use this to slow down the other approach?

Mr. Duaeson. My own knowledge of the development of programs
or categorical programs in the country has been that we have almost
‘gone the demogrant route. We have aided populations of the Nation
by aid to physical disability, or what have you. T think I am really
saying, or what Dr. Burns is saying, is let us start with that top
priority group in our population, namely, children. If you can achieve
a universal guaranteed income—maybe I part ways with Dr. Burns
here this morning—if we can achieve that tomorrow morning, let us
do it. I think we cannot. But until we can, let us go the way that
recognizes the rights of children to decency.

Senator Proxarre. Mrs. Burns, before you go, did you have some-
thing you wanted to say ?

Mrs. Burns. Unfortunately, I have to leave at 11:30. I do not think
it would put an obstacle in the way of achieving a more adequate
guarantee. For one thing, if you look at what is happening to our
social security system, which has now been in force over 30 years,
you have to agree that in 1935, it would have been quite impossible
for a hearing like this to have taken place in Congress. That responsi-
ble people would have been sitting around talking about guaranteeing
income to everybody or guaranteeing income to children—it was just
incomprehensible and inconceivable. What has happened is that as the
social security system has been in force all this time, as we have
come to realize more about the magnitude, the nature or the causes of
loss of income and the inadequacy of present approaches, more and
more we are moving toward some kind of a guaranteed income. It is
because we have seen that whereas before 1935, we felt the American
enterprise system was going to be destroyed if we gave rights to
benefits through the social insurance system, we have lived with it
since then. We have discovered it is all right. It works. People get
used to the idea and see it is all right.
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I think if you had a children’s allowance system which departs
radically from the other programs in that you do not have to be in-
sured to get it, you do not have to prove need to get it, you get it be-
cause you are a child—we should begin to accustom the American
people to the idea that it is indeed an efficient and economical way of
getting money payments into families, and that we can use the tax
system to recoup as much as we want from the people whom we do not,
so to say, want to help. I think this would accustom people to the idea
because, as I said to you earlier, my own feeling is for the long run—if
you ask me what is my longrun objective, it is not all this fussing
around with negative income taxes and declarations before and
throughout the year, and so on. I think the better way would be to say
how much we think people should have and pay it to them regardless
of income; maybe we want to begin modestly; but give people a right,
a payment, and then have an end-of-year reckoning through the in-
come tax.,

As T said earlier, Canada and other countries do this for their aged.
I would like to see us begin with children, because they are the neglected
group.

So I do not think this would put off more adequate alternative Sys-
tems of a universal guarantee in the end for everyone.

Senator Proxnire. You and Mr. Dumpson have made a very elo-
quent appeal for children’s allowance, but I think what we need is some
specifics on it. I understand the 62 countries that Mr. Dumpson
referred to in his statement that have it, in most countries, it is grossly
inadequate, pitifully inadequate.

Mrs. Burns. Except in France.

Senator Proxarre. Except in France. If we had an adequate, com-
prehensive children’s allowance, how much would that cost?

Mrs. Burxs. I had some figures here just now.

Senator Proxarire. You might indicate how much per child it would
provide.

Mrs. Burns. You see, Senator, there are all kinds of children’s al-
lowance systems. They differ according to the level. Supposing vou
said you wanted to pay $25 a month to each child.

Senator Proxnire. You are experts on this. You tell us what you
think would be adequate. Is $25 per month per child adequate ? It does
not sound like it.

Mrs. Burns. No, Jet us take the figure we were talking about, $30
per month per child. This is a rough estimate, because you probably
would want to pay less as the number of children in a family increases.

Senator Proxyire. That sounds like the income tax exemption,
which is $50 a month, $600 a year.

Senator Proxarre. What would be an adequate amount ?

Mrs. Burns. We took for the purpose of argument, say, $50 per
month per child. That would cost, by the time you have removed the
exemption, which we think you should do at the same time, and
by the time you have taxed the allowance, you could reduce the cost
to about $28 billion.

Senator Proxarre. You say you remove the exemption. In other
words, if you had an adequate income and you had children, you
would get no exemption on your income tax for your children ?
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Mrs. Burws. That is right. You see, all families under this system
would get the children’s allowance. So all families would then lose the
right, according to what we would suggest, would lose the exemption
and the standard deduction. The allowance would be taxable. And
furthermore, some of these proposals which are included in that
report which I think has been sent to you of our conference on chil-
dren’s allowance have provided for additional recoupment features
so that the cost, if you use one of the proposals Dr. Brazer suggested,
would drop to about $12 billion.

Senator Proxmire. If you did what again ?

Mrs. Burns. If in addition to the two things, dropping the exemp-
tion and taxing the allowance, and you put in further refinements in
the income tax which Dr. Brazer has a series of suggestions on, you
could, by one of his proposals, reduce the cost to about $12 billion.

Senator Proxare. The further refinements would not mean a funda-
mental change in something that has nothing to do with children’s
exemptions, would it ?

Mrs. Burxs. No.

Senator Proxmire. If you reformed the income tax to provide
for a reduction of the oil depletion allowance, for instance.

Mrs. Borxns. No, we leave all those other horrible things to some-
body else to figure out. This is just a refinement which would relate
specifically to an additional tax you would have to pay, related to
your children’s allowance—a certain percentage, in other words, that
you would be adding to your tax once your income exceeded a certain
level.

Senator Proxiire. I notice on welfare payments for children, they
vary by age in some jurisdictions. A smaller child might be somewhat
less expensive than an older child. They eat less for one thing. Would
you allow for that ?

Mrs. Bourwns. Senator, at the present time, there is a very large
number of alternative proposals available. For example, you could say
that you do not pay it for the first child—DBritain, for example, does
not pay it for the first child. You can say that you pay more for the
older child than the younger child, which is what Canada does. You
can say conversely that you pay less for the older child than for the
younger child, because there are more children in the family. At the
moment, the Citizens Committee is investigating a number of these
alternative possibilities.

Mr. Brazer, for example, has a grant at the present time to explore
the variety of alternatives, but in each case, what you have to remember
is each alternative will change the numbers of children you will bring
out of poverty. So what you have to do is a balancing up job. You have
to say if we did it this way, this would happen. Another way would
be to say we just reduce them all down the line with the numbers of
children regardless of ages. There are all kinds of possibilities.

Tn each case what we are trying to do, and we shall hope to send
the material to you when we get it done, is to work out how many
children would you move out of poverty if you had this kind of system
and what would it cost? How many children would you move out of
poverty if you had another kind of system. We feel that the idea is
sufficiently 1mportant at the present time so that the next stage, to get
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it into effective consideration, we must be able to present people with
a series of alternative plans. It is up to you, our Representatives and
Senators, to decide how many children you want to bring out of
poverty. You can do it with this plan or this plan, and it 1s going
to cost this amount or this amount.

Senator Prox»re. Senator Percy?

Senator Prrcy. Thank you very much, Senator Proxmire.

Mr. Chairman, I would like to commend our chairman, Mrs. Grif-
fiths, for having these hearings. I am deeply distressed that I have not
been able to be here more frequently. But I think we will all benefit
tremendously by reading the hearings. I am particularly pleased to be
here for Mr. Dumpson, Mr. Hicks, and Mrs. Burns.

I understand you have to leave, Mrs. Burns.

Mrs. Borns. I am very sorry, sir.

Senator Percy. I am very sorry, too. Thank you for being here.

I would like to see if I can draw out from the two of you in your
differing points of view a common set of facts. In the testimony Mr.
Hicks has given, he has divided the poor into two distinet categories—
those who are unable to work, such as the blind, the crippled, the
maimed, and the like—and those