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The Context

Movements worldwide in support of a Basic Income Guarantee have come and gone over recent decades.  In the United States they appear to be in retreat; and their reinvigoration faces an immediate barrier:  the increasingly popular notion that welfare should be tied closely to employment and the perception that the 1996 welfare reforms and the Earned Income Tax Credit (EITC) are great successes.  The 1996 reforms in the US welfare systems are frequently labeled “workfare” because of their employment requirements and their time limits, and the Earned Income Tax Credit, which is contingent on employment, actually conveys its benefits as a subsidy to wages over the low income  range.

Whether support for the Basic Income Guarantee should and can be revived in the United States in the near term depends, at least partly, on an assessment of the efficiency and equity of the reformed welfare system and the EITC.  Washington legislators have been increasingly attracted to the EITC over the last decade and, in general, have proclaimed the 1996 reforms a great success.  Shrinking welfare rolls and increasing numbers of employed among the poor (and previously poor) are easy to interpret as evidence of success; and, the period immediately following 1996 provided sizable improvements in each of these measures.

More careful assessments of the EITC, of the 1996 reforms, and of the relative value of alternative approaches, such as the Basic Income Guarantee, are needed.  Scholarly and popular considerations require us to address several questions.

1. What goals do we have for welfare?  Success and failure cannot be assessed without defining what it is that we seek to accomplish with a set of policies.

2. Do the poor, who are the focus of welfare programs, differ among themselves in ways that are relevant to program design?  Specifically, are employment contingent programs appropriate as the primary means of aiding the poor?

3. To what extent have the 1996 welfare reforms and the EITC reduced poverty and changed the composition of income among the poor?

4. How would a Basic Income Guarantee be assessed relative to our goals?

This paper will provide at least partial answers to these questions.

Our Goals

It is not difficult to make a case that the increased employment of the poor helps many of them build skills, earn income, and reduce their dependence on others.  This is especially true for the subset of the poor who are not disabled and who do not have particularly productive uses of time within the home, such providing care for children or elderly parents.  However, employment is not an appropriate, near-term public goal for those of the poor who are genuinely unable to work or for those whose time would be spent more efficiently in caring for their own children (or other dependents) than it would be in the workplace.  Consequently, the employment rate constitutes one of several appropriate but imperfect measures of the extent to which we are accomplishing some public goals for some of the poor, but it is not an appropriate measure of success for helping other segments of the poor, most notably those who are significantly disabled.

The reduction of poverty in ways that achieve vertical and horizontal equity is often cited as another public goal, and it is one that has a long history among social, political, and economic thinkers.  Interestingly, measures of poverty have been overlooked in many public discussions of welfare during the past several years.  Instead, attention has been focused on the size of our welfare rolls, a very imperfect proxy for poverty after the imposition of time limits.  This has led to the erroneous inference that the problem of poverty has been reduced dramatically by the 1996 reforms and by the EITC.  In fact, as documented in this paper, income among the poor (even after transfers) generally has not changed very much in recent years, and post-transfer disposable income has fallen among the very poorest segment of the population.

Employment rates and wage income among the poor have increased, in general, and among some segments of the less severely poor, these changes appear to have been dramatic.  However, over the period being tested, we do not know the extent to which these were due to changes in public policy rather than to a robust economy.  Further, we do not know the extent to which reversals might be produced either by a prolonged recession or by the expiration of time limits for eligibility, which were a prominent feature of the 1996 reforms.  Only now are we are entering a period that will test one or both of these.

Some Characteristics of Poor Families

Those families who are defined as poor compose a more heterogeneous group than is often recognized.  Though all are certainly poor, this paper will suggest that very poor families, with incomes at or near zero, are distinct in many ways from less severely poor families, with incomes, say, above $15,000.  To the extent that impoverished families heads are unable to work, welfare reforms will not reduce their poverty and probably will increase it.  Indeed, the income guarantee for workfare is zero in some cases and is at problematically low levels in other cases.  The EITC transfer for a family with zero earned income is zero.  The TANF for some families with zero earned incomes appears to range from low levels and, of course, is zero if time limits have been exceeded.  Indeed, both programs raise serious questions regarding the accomplishment of vertical equity goals, especially in light of an understanding of the characteristics of the poorest families.

In an attempt to measure some of the pertinent differences among poor families, this research employs the Medical Expenditures Panel Survey.  Specifically, the data from this survey allow us to obtain measures of health and disability across household heads at different family income levels.  The survey is conducted by and data are compiled by the Agency for Healthcare Research and Quality (Department of Health and Human Services) in a large annual project on more than 22,000 individuals in almost 8,000 families.  The data allow national estimates to be generated.

If the popular conception of poor families is that they are headed by a group of able-bodied people who work less and earn less than families with higher incomes simply for lack of motivation, of opportunity, or for lack of training, the data suggest that such a conception is flawed.  Table 1 below presents data about the health status of the heads of households at different levels of family income.  
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	Health Status of Household Head by Annual Family Income Level
	

	   Population under 65 years old - (MEPS data - 1996)
	
	
	

	      (Reference person in survey assumed to be Household Head)
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	 Annual 
	
	% in
	% in
	% in
	
	

	
	 Family 
	
	Fair to Poor
	Good
	Very Good to
	
	

	
	 Income 
	
	Health
	Health
	Excellent Health
	
	

	
	
	
	
	
	
	
	

	
	 < = 0 
	
	37.1%
	22.9%
	40.0%
	
	

	
	 1 - 5,000 
	
	22.0%
	31.2%
	46.8%
	
	

	
	 5,001 - 10,000 
	
	25.4%
	32.0%
	42.5%
	
	

	
	 10,001 - 15,000 
	
	20.0%
	27.2%
	52.9%
	
	

	
	 15,001 - 20,000 
	
	14.1%
	29.4%
	56.5%
	
	

	
	 20,001 - 25,000 
	
	14.3%
	24.1%
	61.5%
	
	

	
	 25,001 - 30,000 
	
	8.7%
	29.6%
	61.6%
	
	

	
	 > = 30,000 
	
	6.9%
	22.7%
	70.4%
	
	

	
	
	
	
	
	
	
	


Source:  author’s calculations using the MEPS data.

Here we see that in families with no income, about 37% of household heads are in poor or fair health (the two lowest health status levels of the five levels used in the survey).  Among very poor families with income that is positive but does not exceed $5,000, 22% of household heads have this low health status. 

While more than one in three household heads have significant health problems among the very poor, only one in twelve household heads have such poor health in families where annual income is in the $25,000 to $30,000 range.  By the time family income has reached the level of $30,000 per year, the comparable ratio is almost one in fifteen.  Health status varies systematically and quite substantially with family income.  And, though these descriptive statistics do not allow us to deduce whether low income produces the poor health or the poor health accounts for the low income, it is clear that at any point in time the ability to work differs by income.

Ability to work, of course, is influenced by more than physical health.  The MEPS survey itself includes an assessment of the “complete inability to work;” and it contains other indicators that can be used to proxy a significant limitation on ability to work.  Specifically, an indicator was constructed to indicate “some ability to work but with significant limitations,” using these data.  Such significant limitations were indicated if the household head had one or more of the following:  poor physical health (lowest of the five levels of health status); poor mental health (lowest of the five levels of mental health status); significant cognitive impairment; or significant impairment to social functioning – and was not assessed as being “completely unable to work.”  Table 2 displays the results.
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	Limitations on Ability to Work of Household Head
	
	
	

	   by Income Category
	
	
	
	
	
	

	     Population Under 65 Years of Age
	
	
	

	           MEPS Data - 1996
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	 Work 
	

	
	
	
	
	
	
	
	
	

	
	
	 < = 0 
	
	25.80%
	20.60%
	
	46.40%
	

	
	
	 1 - 5,000 
	
	7.50%
	22.00%
	
	29.50%
	

	
	
	 5,001 - 10,000 
	
	15.40%
	20.90%
	
	36.30%
	

	
	
	 10,001 - 15,000 
	
	6.90%
	19.40%
	
	26.30%
	

	
	
	 15,001 - 20,000 
	
	5.50%
	13.70%
	
	19.20%
	

	
	
	 20,001 - 25,000 
	
	4.20%
	13.30%
	
	17.50%
	

	
	
	 25,001 - 30,000 
	
	3.70%
	9.30%
	
	13.00%
	

	
	
	 > 30,000 
	
	2.10%
	8.70%
	
	10.80%
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Source:  author's calculations using the MEPS data
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	1
	The flag for "significant limitations" was produced if the household head
	

	
	
	had one or more of the following:  poor physical health; poor mental health;

	
	
	significant cognitive impairment; or significant impairment to social functioning.

	
	
	
	
	
	
	
	
	

	
	2
	Reference person in the household survey was assumed to be the household head.


More than 46% of the poorest families are headed by people who have either a complete inability to work or a significant limitation on that ability.  Looking, however, at families whose incomes are in the $15,000 to $20,000 range, we find that the comparable rate is about 19%; and this rate falls to just under 11% for families with income above $30,000.  

Research using the National Survey of America’s Families (Zedlewski & Alderson, 2001) indicates that, despite TANF’s incentives and requirements, a family’s obstacles to work seem to play a substantial role in whether the adults in the family actually are working.  Obstacles in this study are defined as:  education less than high school; having a child under one year of age; having a child receiving SSI; having a Spanish language interview (implying lack of fluency in English); either health limits or very poor mental health; and lack of employment for at least three years.  Results indicate that, among adult TANF recipients in 1999, 20% had no barriers, 40% had only one barrier; and 40% had two or more barriers.  Of those with no barriers, 56 % were working for pay and 26% were looking for work.  Among those with one barrier, 33% were working for pay and 20% were looking for work. Of those with two or more barriers, only 20% were working for pay and 30% were looking for work (Zedlewski & Alderson, 2001, 20).  In short, 80% of adult recipients faced significant obstacles to work, and 40% faced more than one such barrier.  Further, these barriers manifest themselves in much lower rates of employment.

States are allowed to exempt no more than 20% of their caseloads from time limits and as many as 50% from the work requirements.  More research is needed to see the extent to which states are exercising their options to grant these exceptions to adults and to determine how problematic these constraints are.  It is clear that it is not appropriate to try to put all of the poor to work, especially the very poor; and among those for whom it might be appropriate, it is not likely to be highly successful, even within a lengthy period of time.

Addressing Poverty

The reduction of poverty is among the primary goals of welfare in most countries.  The question then arises:  How have the poor in the US faired in the periods before and after the welfare reforms of the mid-1990s?  Calculations of the poverty gap among families with children, made by Walter Primus, indicate a continuous reduction in the gap (before and after transfers), but they demonstrate a marked slowing in the reduction of the gap since the time of the reform.  Table 3 shows that in the 1993-1995 period the before-transfers poverty gap was reduced by $6.0 billion per year but by $4.3 billion per year in the 1995-1999 period.   In addition, we see that the after-transfers poverty gap was reduced by $3.6 billion per year in 1993-1995 but by a mere $0.6 billion per year in 1995-1999.  Progress in the reduction of poverty continued to be made after the reforms, but the pace of this progress slowed considerably, even during a period of robust economic growth nationally.
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	Poverty Gap for Families with Children
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	                 6.0 
	                4.3 
	
	

	
	
	After:
	
	                 3.6 
	                0.6 
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Source:  tabulations from Current Population Survey data by Walter Primus





Additional calculations made by author.

Recognizing that the set of families below poverty are not all the same, it can be useful to look at the incomes and sources of income among more narrowly defined subsets of the poor.  Of particular interest are single mother families in the two poorest deciles of income nationally.  These are families whose after-transfer incomes range from zero to 75% of the poverty line.  (Primus et al, 1999, 10)  Data published by Primus et al for the 1993-1997 period (Table 4) show that, despite the new emphasis on employment in the period after the reforms, single mother families in these two deciles suffered reductions in disposable income.  More notably, in both deciles these families lost ground in earned income (with reductions by 11.4% in the poorest decile and 10.0% in the second decile – see Table 5).  On average, workfare did not put them to work. 

	
	
	
	       Table 4
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Average Family Income by Source  (1997 dollars)
	
	
	
	
	
	

	       Single Mother Families in the Poorest Decile
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	   Absolute Changes
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	1993
	1995
	1997
	
	1993-1995
	1995-1997
	
	1993-1995
	1995-1997

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Earnings
	          820 
	          973 
	          862 
	
	           153 
	         (111)
	
	18.7%
	-11.4%

	
	
	
	
	
	
	
	
	
	

	EITC
	          123 
	          250 
	          261 
	
	           127 
	             11 
	
	103.3%
	4.4%

	
	
	
	
	
	
	
	
	
	

	Means-tested Income
	       2,778 
	       3,369 
	       2,754 
	
	           591 
	         (615)
	
	21.3%
	-18.3%

	
	
	
	
	
	
	
	
	
	

	     AFDC/TANF
	       1,191 
	       1,209 
	       1,112 
	
	              18 
	            (97)
	
	1.5%
	-8.0%

	
	
	
	
	
	
	
	
	
	

	     Food Stamps
	          977 
	       1,364 
	       1,149 
	
	           387 
	         (215)
	
	39.6%
	-15.8%

	
	
	
	
	
	
	
	
	
	

	Other
	       1,167 
	       1,095 
	          996 
	
	            (72)
	            (99)
	
	-6.2%
	-9.0%

	
	
	
	
	
	
	
	
	
	

	Disposable Income
	       4,888 
	       5,687 
	       4,873 
	
	           799 
	         (814)
	
	16.3%
	-14.3%

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Earnings as % of Disposable Income
	16.8%
	17.1%
	17.7%
	
	
	
	
	
	


Source:  Primus et al

Hardest hit were the single mother families in the poorest decile.  Their disposable incomes had grown by 16.3% in the 1993-1995 period, which included an 18.7% increase in earned income, a 103.3% increase in EITC, and a 21.3% increase in means-tested income.  After reforms, in the 1995-1997 period, their disposable incomes fell by 14.3%, including a decline in earned income of 11.4%, a very modest increase in EITC by 4.4%, and a decline in means-tested income of 18.3% (an 8.0% reduction in AFDC/TANF and a 15.8% reduction in food stamps).  Before reforms, progress against poverty was made on grounds of both earned income and transfers, and it occurred at a rapid pace.  After reforms, the very poorest lost income from both of these sources, and the reduction of poverty was slowed considerably.  The effects in the second poorest decile were similar, if somewhat less bleak (Table 5).

	
	
	
	
	
	
	
	
	
	

	
	
	
	       Table 5
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Average Family Income by Source  (1997 dollars)
	
	
	
	
	
	

	       Single Mother Families in the Second Poorest Decile
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Second Decile
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	  Absolute Changes
	
	       % Changes

	
	
	
	
	
	
	
	
	
	

	
	1993
	1995
	1997
	
	1993-1995
	1995-1997
	
	1993-1995
	1995-1997

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Earnings
	        1,722 
	        2,438 
	       2,193 
	
	             716 
	          (245)
	
	41.6%
	-10.0%

	
	
	
	
	
	
	
	
	
	

	EITC
	            220 
	            549 
	          685 
	
	             329 
	            136 
	
	149.5%
	24.8%

	
	
	
	
	
	
	
	
	
	

	Means-tested Income
	        6,971 
	        6,971 
	       6,679 
	
	                 -   
	          (292)
	
	0.0%
	-4.2%

	
	
	
	
	
	
	
	
	
	

	     AFDC/TANF
	        3,228 
	        3,104 
	       2,562 
	
	            (124)
	          (542)
	
	-3.8%
	-17.5%

	
	
	
	
	
	
	
	
	
	

	     Food Stamps
	        2,360 
	        2,377 
	       2,547 
	
	                17 
	            170 
	
	0.7%
	7.2%

	
	
	
	
	
	
	
	
	
	

	Other
	        1,391 
	        1,626 
	       1,708 
	
	             235 
	              82 
	
	16.9%
	5.0%

	
	
	
	
	
	
	
	
	
	

	Disposable Income
	      10,304 
	      11,584 
	    11,265 
	
	          1,280 
	          (319)
	
	12.4%
	-2.8%

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Earnings as % of Disposable Income
	16.7%
	21.0%
	19.5%
	
	
	
	
	
	


Source:  Primus et al

Single mother families in the second decile lost less ground than did similar families in the poorest decile, with a reduction in overall disposable income of 2.8% in the 1995-1999 period.  This was largely because their 10% reduction in earned income and 17.5% reduction in AFDC/TANF were significantly offset by a 24.8% increase in EITC and a 7.2% increase in the value of food stamps received.  For them, workfare led to a decline in wage income but to a significant increase in the government’s subsidy to wages (EITC).  

It should come as no surprise that workfare is most effective among the least poor of the poor.  More importantly, we should recognize that workfare can worsen the poverty of the poorest, those who are least likely to be able to improve their own lot and who, therefore, may be most deserving of help.  It is difficult to find an equity criterion that would be consistent with this outcome.  Interestingly, in examining transfers, the average absolute levels of AFDC/TANF and Food Stamp transfers going to single mother families in the poorest decile are less than half the absolute levels of those transfers going to such families in the second decile.  It is expected that the EITC payments would be higher among families in the second decile, since EITC is a positive function of earned income at low levels of earning; however, the casual observer might expect AFDC/TANF and Food Stamp transfers to be greater for the poorest families.  That the reverse is true might be explained by different participation rates in these programs between families in the poorest decile and those in the second decile.  

An examination of the income and its sources in the next two deciles (the third and fourth deciles that constitute the second quintile) reveals a different picture.   Table 6 shows that in the period just after the reforms (1995-1997), average family income managed to stay about the same, with an increase of less than one percent; however, the composition of that income was markedly different.  

	
	
	
	       Table 6
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Average Family Income by Source  (1997 dollars)
	
	
	
	
	
	

	       Single Mother Families in the Second Quintile (3rd & 4th deciles)
	
	
	

	
	
	
	
	
	
	
	
	
	

	Second Quintile
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	     Absolute Changes
	
	          % Changes

	
	
	
	
	
	
	
	
	
	

	
	1993
	1995
	1997
	
	1993-1995
	1995-1997
	
	1993-1995
	1995-1997

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Earnings
	      3,314 
	      4,956 
	       5,857 
	
	         1,642 
	            901 
	
	49.5%
	18.2%

	
	
	
	
	
	
	
	
	
	

	EITC
	         454 
	          971 
	       1,369 
	
	            517 
	            398 
	
	113.9%
	41.0%

	
	
	
	
	
	
	
	
	
	

	Means-tested Income
	      7,621 
	      7,587 
	       6,124 
	
	             (34)
	       (1,463)
	
	-0.4%
	-19.3%

	
	
	
	
	
	
	
	
	
	

	     AFDC/TANF
	      3,533 
	      3,248 
	       2,513 
	
	           (285)
	           (735)
	
	-8.1%
	-22.6%

	
	
	
	
	
	
	
	
	
	

	     Food Stamps
	      2,301 
	      2,333 
	       1,803 
	
	               32 
	           (530)
	
	1.4%
	-22.7%

	
	
	
	
	
	
	
	
	
	

	Other
	      2,044 
	      2,233 
	       2,507 
	
	            189 
	            274 
	
	9.2%
	12.3%

	
	
	
	
	
	
	
	
	
	

	Disposable Income
	    13,433 
	    15,747 
	    15,857 
	
	         2,314 
	            110 
	
	17.2%
	0.7%

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Earnings as % of Disposable Income
	24.7%
	31.5%
	36.9%
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Source:  Basic summary data are from Primus et al.  Further
	

	
	       calculations were made by author.
	
	
	
	


Earned income and EITC transfers rose (18.2% and 41%, respectively), while means-tested income sources, AFDC/TANF and Food Stamps, fell (22.6% and 22.7%, respectively).  In short, a significant reduction in the means-tested transfers was largely offset by increases in the EITC transfer and in earnings.  The second quintile, whose after-transfer incomes place them from 75% of the poverty line to a level just above it the line (112% of poverty), were able to do little more than tread water.  On average, their poverty status did not change.

As with the lowest quintile, the families in this second quintile had realized much more progress in the reduction of their poverty before the reforms than after; and the greatest absolute progress in the 1993-1995 period (before reforms) had been in earned income (Table 6).  After reforms, progress from growth in earned income diminished absolutely and proportionally, even in a period of robust national economic growth.  

Descriptive statistics, such as those contained in the forgoing tables, are quite useful in constructing a picture of poverty before and after the 1996 reforms; however, a multivariate statistical analysis is required to draw inferences about the effects of the three major influences that were occurring simultaneously:  the imposition of time limits via the welfare reforms; an expansion of the EITC; and a rapidly growing economy.  One such study (Grogger, 2001) finds that the imposition of time limits on welfare eligibility reduces welfare participation substantially but is associated with lower family earnings and income, as these limits are powerless to address family living arrangements or work reduction by other family members.  Further, Grogger suggests that time limits may hasten job search, leading to a greater frequency of mismatches and result in shorter job duration and lower wages.  His findings also suggest that the EITC has reduced the welfare rolls to a greater extent did the time limits; and he concludes that the general economic growth of the post-1996 period accounted for substantial proportions of the decline in welfare use and growth in employment.

The evidence available suggests that welfare participation and employment, while important, are quite incomplete as measures of the well-being of the poor.  Further, favorable reductions in these measures are attributable to economic growth as well as to the 1996 reforms and to the Earned Income Tax Credit.

The Basic Income Guarantee Alternative – Framing Some Issues

The Basic Income Guarantee can be conceived as an alternative to or adjunct to existing welfare programs.  Conceiving it, for the most part, as an alternative provides the greatest likelihood that the level of the basic income guarantee would be sufficient for a family to subsist.  That is because, relative to extant welfare programs, the BIG would provide the greatest per family transfer for the very poorest families; and financing for a BIG can probably be maximized if it is funded as a substitute for current welfare programs.

Arguments in favor of a Basic Income Guarantee include:

1. In fulfilling the equity goal that seek to ensure a minimum standard of living, a Basic Income Guarantee plan is likely to rank first among the set of policy options.  Insofar as a BIG would be used to replace current programs, it would replace a system that increases benefits as income increases (at least over low levels of income) with one that aids the neediest the most.  In so doing, it would improve the relative benefits and could improve the absolute benefits flowing to those who are unable to work.

2. A BIG would convey its benefits in cash and without the need for eligibility assessment, obviating most of the administrative expense present in existing welfare plans and allowing the recipients to purchase the goods that most meet their needs.  

3. The multiple and frequently very large work disincentive effects of the benefit reduction rate feature in existing welfare plans would be replaced by a single, much smaller benefit reduction rate in a BIG.  [It should be recognized that even after the 1996 welfare reforms, with their work requirements, work decisions can be influenced by benefit reduction rates.  Examples include:  the decision to work full-time rather than part-time, the decision by additional family members to work, and the decision to seek higher paying jobs rather than lower paying ones. The benefit reduction rates in TANF, in other means-tested programs such as Food Stamps, and in the EITC phase-out can be very high.  Cumulatively, they can exceed 100%, implying that an extra dollar of earned income can actually reduce disposable income.]

4. The determination of whether a recipient’s efforts are more productively applied in the home or in the workplace would be left to that person rather than to government.

5. Horizontal inequities present in the current mosaic of welfare programs and preferential tax treatments could be reduced substantially if these programs were replaced by a BIG.

6. The greatly simplified program entailed in a BIG, along with the absence of the stigma attached to current welfare programs, would almost definitely imply a much larger participation rate than we observe in current programs such as Food Stamps and TANF.

The most telling arguments against a BIG include two that are substantive and one that is political.

1. One substantive argument pertains to the volume of transfers that are needed to achieve an acceptable minimum income guarantee relative to the volume of transfers needed to finance more highly targeted programs.  A BIG is almost always conceived as a gross transfer from the entire population to the entire population, with net recipients and net donors.  A program that distributes to each family in the population enough to constitute a minimum income guarantee may (but does not necessarily) imply a greater volume of transfers than programs that target much smaller subsets of the population.  Insofar as a BIG involves a greater volume of transfers, a higher marginal tax rate will have to be implied to the net donor population in order to finance it.  

2. The second substantive argument pertains to the benefit reduction rate that applies to the transfer.  Keeping such a rate low keeps the work disincentive low among recipients; however, a low benefit reduction rate implies a larger net recipient population and a smaller net donor population than would a higher rate.  A smaller net donor population implies a higher marginal tax rate that would have to be applied to achieve the required financing, and this increases the work disincentive effects for net donors.

3. The political argument pertains to the often cited conclusion that it is much easier to legislate a policy which represents a small, incremental change in the status quo than one that would dismantle a very long list of existing programs and replace them with a very large alternative.  The list of perceived losers, in the event of such a transformation, could constitute a serious obstacle to the effort; and it is unclear whether legislators could muster enough political support from the winners to make this cause worth their effort.  

The National Tax Rebate Proposal

The Institute for SocioEconomic Studies has advanced a proposal by Leonard M. Greene for The National Tax Rebate (Greene, 1998).  It is designed to realize the advantages of a BIG and to minimize the inherent problems.  Its major features include:

1. cash payments to individuals (annually about $4,000 to each adult and $2,000 to each child) regardless of income;

2. the treatment of the payments as taxable income but, otherwise, no benefit reduction rates would be used; and

3. budget neutrality – the program to be financed entirely through the elimination of other programs and the elimination of tax expenditures.

These features make for a program that:  is sensitive to the fact that family need varies by family size; keeps work disincentives to a bare minimum; and would claim no new resources for its financing, thereby reducing a major political obstacles to its enactment.  A family composed of two adults and two children would receive $12,000 per year.  Add to that amount the earnings from one full-time job holder, even assuming compensation at as little as minimum wage, and the family would be lifted above the poverty line.  

Simulations of this plan (Garfinkel et al, 1997) forecast improvements in average after-transfer income in each of the bottom three quintiles of the population, all relative to the then current set of transfer programs.  The lower the quintile, the greater was the improvement, denoting greater vertical equity for the same volume of redistribution.  Further, simulations suggested significant redistributions even within each quintile, probably indicating an improvement in horizontal equity.

It is difficult to estimate the effects of this type of program on work effort, assuming it to be a replacement for the existing welfare regime.  Relative to the pre-1996 set of programs, it is very likely that the National Tax Rebate would have led to increased work effort.  That is because it would replace programs having the very large benefit reduction rates.  However, the 1996 reforms brought work requirements and time limits.  Work requirements turned welfare programs into all-or-nothing options for most potential recipients.  Either the poor obtained at least part-time employment or they became ineligible for TANF.  This countered the work disincentive effects for labor force participation, but it left in place at the margins most of the same work disincentives, affecting:  decisions to find full-time work rather than part-time; decisions to work overtime; decisions to find better paying jobs; and decisions for an additional family member to find work (see Coe et al, 1998).  However, as suggested earlier in this paper, increased work effort is not uniformly desirable across the poor population.  Large proportions of the poor are unable to work, and still other poor can use their time more productively in the home caring for children and the elderly.  

Conclusion

The perception that the 1996 welfare reforms have been a success is probably quite unrealistic.  Much of that perception rests on the very faulty assumption that reduced welfare rolls imply reduced poverty and greatly increased gainful employment.  Among the poorest of the poor (lowest quintile single mother families), total disposable income has fallen; and that decline has been in earned income as well as transfer income.  Among the less poor, disposable income has changed little, but there have been notable changes in its composition.  Earned income has increased but has been offset almost entirely by decreases in transfer income.  

The United States’ current welfare programs imply a very low safety net, with the potential for very low minimum incomes for the poorest segments of the populations.  If accurately understood, it is likely that this state of affairs would be perceived as inconsistent with common notions of vertical equity.  Indeed, the reality of the situation may worsen in ways not fully anticipated as we experience more and deeper recessions and as time limits expire.  

The Basic Income Guarantee represents a substantively valuable alternative to even our reformed welfare system.  Depending on structure, it could imply an incidence of income that most people probably would consider far superior to the status quo.  In its simplicity, it would eliminate the wasted administrative resources now devoted to the income transfer process.  It would almost inevitably entail fewer work disincentive effects at the margin.  It would eliminate the stigma of receiving transfers, since all would receive them, thereby reducing many problematic participation effects that appear to exist now.  Finally, it would probably improve horizontal equity, treating equally needy people in similar ways rather than aiding them quite differently as the current mix of programs is often alleged to do.

The political climate, including the inflated perception of the success of the current programs, is among the greatest barriers to a serious consideration of the Basic Income Guarantee.  When and whether that will change are beyond the scope of this paper and understanding of this author.
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