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ABSTRACT -

The Reagan administration's program of fiscal fetrenchnent has
resulted in budget cuts that disproportionately affect social welfare

programs. Although administration policy claims to ensure the well- .
- | being of the "truly neédy," a review of the evidence on the trend in
' poverty suggests that the rdministration's program ‘both exaggerates //'M
- the extent to which poverty has been reduced and nnderstates the contri-
- butions of social welfare programs to the well-being of the poor.

This paper suggests that the Reagan program.will result in an' ) l t
increase in poverty mcidence“, especially among households with children.
Despite the past growth in social welfare expenditures and a general
decline in poverty, among families with children poverty has declined

7 7 1ligtle aince 1965. In households headed by women with children, poverty

remaing at very high levels. After a revqiew of how budget cuts will

affect households with children, the paper discusses altetnative policiea

*
-

4 to -reduce povetty. - °
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INTRODUCTION

The Reagan administration has undertaken a "drastic f iscal retrench-
ment” to reduce government preaen;:e m-the economy. Despite claims of
evenhandedness, the new priorities reflect dismatisfaction with the growth
of social welfare expenditures over the past fifteen years. As a result,
the cuts disproportionately affect social welfare programs. The policy

claims to maintain the "safety net" so as to ensure the well-being of the

?

"truly needy." Yet a review of the evidence on the trend in poverty suggests

that the Reagan program both exaggerates the extent to which pov:e cty has
been.reduced, particularly the incidence of poverty for households with
chﬂdren, and understates the .centributicns of social welfare programs tbd
the well-being of those witlh low incomes.

This paper sugéests that the Reagan program will lead t: Increases
in the incidence of poverty, especially among households with children
under the a’ge of 18, The evidence reveals that desgite the. 3rowth in

social welfare expenditures and the decline in povezty in the population

" at large, poverty among households with children has declined only slightly

since 1965. In addition, povefty remains at very high levels for children
living in households headed by women, and recently this has been the

most rapidly growing ‘type of household, After a brief review of how the

- .

. Reagan cuts will affect households with children, the paper discusses

alternative polici+s th.at‘: offer promise for reducing poverty.

3
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FROM THE WAR ON POVERTY TO THE REAGAN BUDCET CUTS

i

With the passage into law of the Economic Opportunity Act of 196%, J

’ the nation deélari? its intent to wage war on the low levels of living
endured by its pooreat citizens. One goal of the Hur on Povctt; was to A
provide opportunities for the children of thl poor. Access to education
and training and to mintma levels of food, shelter, and medical care
Qure to remove the barriers keeping these children from etoqmic and
social progresc. In his 1964 State oﬁﬁFhe Uniaﬁ Message ;¢F1aring war ST
on poverty, Pte;idant Johnson stated:

Our-ehief weapons . . . w:l.il be better schools, and better -

‘health, and better homes, and better training, and better =

job opportunities to help more Americans, especially young

:::f:f‘n. esche fro- squalor and ‘isery and unemployment
Sweralana‘nghs later, vher he submitted the Econqmié Opportunity Act to
Congress, ﬁe teaenphasiiéé that the plight of the young was a prinary

concern: : : .

3 . .
. . .The young man or woman who grows up without a decent educa- .
tion, in a broken home, in a hostile and squalid environment,
in 111 health or in the face'of racial injustice--that young
+ man or woman is often trapped in a life of poverty. .

. . . q . .
;As a result of the War on Poverty and the effort to build the Great

I3

Soclety, many programs which later grew to spend billions ot dollars for

the benefit of the young were eracted into law. These included Head

¢

Start, the Elementary and Secondary Education Act, Basic Educational

Opportunity‘crants, and the Job Corps, to name a few. In subsequent

years, benefit levels were increased and eligibility requireménts were .

[1
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~‘room in the budget for increased military spending. Social welfare *

' - -
+

.1iberalized in exi‘sting programs--e.g., Fcod Stamps, Aid to Families wiih

. .
Dependent Children (AFDC).” The comprehensiveness of the strategies '

represented a reorientation of all domestic policies toward a concern
with poverty. Of course, much of the grewth in aoc{ai welfare expendi-

turés in the last 15 years, especially in social security benefits, was

"

motivated by social goals ‘other tl.mn the enhancqént of oppbrtunities BN

for the youné and the poor. Taken togethef, social welfare prograns, ‘ .

new and expanded, were 11.7 p_erc-ent Af _GRP‘ in 1965 and 19..{ percent in

1978 (Laspman, 1980). . ' -
President Reagan's budget cuts are designed to reduce governaent .

predence in the civilian economy. Both the ’magni.tude of the cuts ;na

their allocation among programs represent a sharp break with the pas..

Their major goal is to curtail the growth of entitlements and to make

éxpenditures have been singled ouc for specisl attention because

our sociéty's commitment to an adequate social safety net
contains powerful, inherently expansionary tendencies: If
left unchecked, these forces threaten eventual fiscal ruin
. and serious challenges to basic social values of independence
" and self-support. The Federal Covernment has created so many
entitléments for unnecessary benefits that it is essential
to begin paring them back (Reagan, 1981), T

Whereas the War on Poverty reflected the view that pubilc expenditures
had to be increased to stimula.e opportuqitie.s for the poor, 'thetReagan
apprc;ach appéars to be that public expenditures on behalf of the poor ’ .
have to be decreased so that tax cuts to stimulate opportunities for

the nonpoor can be afforded. Benefits to the nonpoor are then presumed

e
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to trickle down to the fiq remaining poor. The administration's program
is based in part on the writings of Martin Anderson, now chief domestic
s p;alicy advisor, w arguas:

The "war on poverty” that began in 1964 has been won. The growth

of jobs and income in the private economy, combined with an explo-

sive increase in government spending for welfare and income transfer .
= programs,-has virtually eliminated poverty in the United States _ -9
= + o (Andersom, 1978, p. 37).

] . . - -
The déts presented below show that Andeérson exaggerates the extent of

the :du'et;um n pcvet;ty, and that some of the Rnp; initiatives are

ill-timed, a'z: best.

. INCOME MAINTENANCR, PROGRAMS AND THE TREND IN POVERTY

&

P

T o

*
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Table 1 shows the importance of cash income maintenance transfers

M‘

it

as a component of household 1ncoue.1 ~In 1978, 41.8 percent of all house-

i wh

i

hdlds received, a cash :r;gsfer from one of the'najor income maintenance o

;{, §;og(ams (all 1listed in ndée to the table). These transfers totalled

3 . over $200 billion and constituted 10 percent of total household income.
While houscholds with children accounted for about 40 percent of ail
households,-they received onlf about 23 percent of all transfer?. "This

. reflects the "pro-aged tilt" of the income maintenance system, since o

soclal security benefits account for about 60 percéﬂk of all cash transfers

(Danziger and Plotnick, 1981). Thus, the aged, who constituted about 20

~

percent of households, received over héif,nf'thé total transfers. While

é . - ~_a household headed bygé_gpngigd trancfer reciplent reeeived, on the average,
a transfer of $3,275 in 1978, the ty ical aged recipient, l.ving in a

smaller household, received $4,739,

- s )




Cash Income Main

1]

- Y

tenance Transfers as a Component of chgehola/fnco-g. 1978.

e

-~

Characteristics of ~ Number of Petcentage Percentage of .‘i"ercentsge Percentage
Household Households of All . Income from Receiving of Total
Head (millions) _ Households Cagh Transfers Transfe.pg Transfers
No Children . ) - :,
. “naged Male 25.35 30. 8% 5.4%. 28,42 19.5% 5
. aged Fenmale _ 9.48 1.3 - 8.1 28.0 -5.4
Aged . ' 15.59 18.9 46,2 96.0 52.2
- . - T G ;
Children ¥
" “Nonaged Male [ 25.67 - ' 31,2 3.1 23.3 13.0 '
Nonaged Female 5.76 7.0 21.5 55.6 8.0
Aged ; 0.53 0.6 31.4 92.0 1.8 .
All Households 82.38 100.0, 10.0 41.8 100,0

Source: Comwputations by author from March 1979 Cui'rén'i"P&ﬁ“&l‘a“ffdh“ﬁrﬁ?\}éyf"“

Note: Cash income transfers reported in the CPS include Social Security, Railroad Retirement, Aid to Families with
Dependent .Children, Supplemental Security Income, General Assistance, Unemployment Compensation, Workers'
Compensation, Government Employee Pemsjons, and Veterans' Pensions and Compensation. Census income indludes,
in addition to cash transfers, money wages and salaries, net income from self-employment, property income,

¢ and other forms of cash income such as private pensions aud alimony. Nonaged are persons less’ than 65 years

of age; aged are 65 years or older.

e e e
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.'Table 1 also :howo that the der \grlphic 8z-oup with the lovut mean -/ ¢

t

_ census mco-c is nonaged fculo-huded houuholdc with- chﬂdren. Their: <

S total cuh income, $8,792, is a‘bout one-half the average for all houoeholdc,
despite the faet that 55.6 peroem: of :ﬁen houuhold- receive trmfers. 2
".which account for 21.5 percent ‘of their cash income, Thin sug’mt that .

o:i:ting programs do reach the needy, but that average bemf:lt levels
2 .

_are. low. . »

\ ' B

,Flgures 1 and 2, for 2965 and 1978, preunt the distribution of
{

chﬂdrm across houcehold types, clasaif :I.ed by mmber of parents, number

of chﬂ.dr&!. “and -ploylent stqtuo of the uother. Bouseholds without

chﬂdten a:e not imluded. The top.number in each box is :he percentage

3

of 511 r.hildren who h‘.ve “in that houaehold _type; the bot tom nupber 1:

the off 1eitny mepsured mudeaee ef—poverf.y for -these househoids.z Between -
’ . k] -
1965 and 1978 poverty in households with children declined fum 14.3

',\.,ﬁo 13.2 percent. This® oecline represents a change ‘n ircis:wc. of 7.7

. percent.?' Over this period the incidence for a.l households declined

from 17.2 to 13,0 percent a decline of 2& 4 percent

The data shown fail to teflect two :lmportant poiats, ° -ei, there

-

‘are large variations in poverty across racial and ethnic gr--os. Ip 1978,
. - 9 percdnt of white, 33 percent of black, .and 20 percent of Hispanic .
households: with children were poor. - Se_cood, Smeeding (1982) suggests

that if in-kind transfers for food, housing, and medical care were counted

~ as income, the incidence of povert‘y would ‘be about one-half that shown by

~

.« the official measure. However, the large differences in poverty by house-

hold typg woyld remain. ’ : o

L]




wtion of Children Across Housshold Types and the Ingidence of Poverty, 1965

. =

All Mousshelds
e with Children

~ Pemale-ih:aded T T
Households; : s\&ltm
!a—Spaas& Ptesen: Houselwlds;

. Thrae or -
One or Two Mors -
&uéﬂn Qxﬂéu& Children s’hl;é'nL
- 33.9] %.5 | . 3.4 5.1
. 17.0 3.3

Mother Vother Doea  \lMother S&Eh? Een * Mother Mother Does

-f%——mﬁﬁ 7 “Werks - Kot Work Works Mot Work

{0 .35.8] 2.4 + | 1.1
Lma | 17.3 25.6 60.4

“—e

l

H

é&i‘éts cmwgiann by ‘author from 1966 htuy of Economic ﬁnpartunitv.

Sattn, The gag nvmber in each box is the puclatggi of all ghiﬁun who live in the housshold type;’ the
~--  bottom numbar, the im:iéin of poverty for m'ehgléc in that category.




" Figure 2: The Distribution of Children Across llouselold Types and the Incidence of Poverty, 1978

° ‘ - . v, -
© é A4

-All Hougeholds
with Children

’ 100.0
13.2 e
. . Female-Headed E ‘-““‘”‘--:h¢¢d
» . Households; Male ed
. No Spouse Present Households;
. Two~Pareat Households No Spouse Present
— . - . -1 17.6 -
B 80.5 . ‘ 42.8 ’ 1.9
6.3 ) - 22.4
Three or Three or
One or Two More One or Two . More
Children . Children Children Children
44.4 3é6.1 —~] 9.4 8.2
4.8 | 10.9 35.8 63.8
Mother  Mothér Does _ Mother ‘Mother Does Mother Méehef Does Mother Mother Docs -
Works Not Work ~ Works Not VWork Works Not Work Works Not Work
121 17.3 19.4 | - | 16.8 6.5 “2.,9 4.4 3.7
$2.9 7.9 7.0 15.4 21.3 70.2 s8.2] |83.s

Source: Computations by author from March 1979 Current Population Survey.

g

Note: The top number in each box 1s the percentage ¢{ all children who live in the household type; the '1
bottom number, the incidence of poverty for households in that category.




While the incidence of poverty for households with children fell
less than the incidence for all households, there were large differences
between i:w?-pnret{t and one-parent households with children. . The incidence
for two-parent households is below the aggregai:e incidence in each year,
and the 42 percent decline from 10.8 to 6.3 percent was more rapid ttfan
the aggregate. However, the percentage of children living in this type
of household declined from about éO to about 80 percent. Those living
in one-parent, feaale-ﬁeadedchouselnlds doubled, from 8.5 to 17.6 percent,

| and those in one-parent, male-headed families rose, from 1.l to 1.9 percent.
(Because the;e male-headed households contain so small a proportion ;:f

~all children, detailed data relating to them are not shown, and the rest

Lo

of the discussion will not address thea.) e
The fact that' a g%eater percentage of children are livmg in female-

headed households, a group for whom the official incidence of poverty

T ‘iinis";f;;; 40 percent, forms the core of thé current poverty problea.
‘Their number now, and the recent ul:ward trend in the size of thié grouf,
fefutes the view that poverty has been "virtually eliminated."” Indeed,
the poverty problem is even more severe for black and H"ispanic-c‘hﬂdren.'

\ A breakdosmlof the data in Figure 2 for female-headed households rev.eals
—that tﬁe percentages of child;en living in this type of huusehold were
12, 65, and 20 percent respeci::lvely for whites, blacks, and Hispanics,
and that the incidences of poverty were 31, 58, and 61 percent. Given

these high incidences of poverty, despite increased social welfare expendi-

tures, for such a large percentage ¢f children, it seems inappropriate

even to employ the term "safety net."
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The figures reveal two p;tterné that are similar in each yéar for
both one- and two-parent households. First, households with three or
four children are ab;ﬁfiéwice ##Vlikely to be poor as those with one or
two children, and households where the mother does not work in the paid
labox force are about twice as likely to be poor as those where the moth;r
worfs. Thus, the increases in the percentage of children whose mothers
work and the decreases in the‘percengagp living #n households with three

or more children contributed to the observed decline in povérty.

Table 2 shows for 1978 the predicted incidence of poverty before

i

and after government transfers, and Ehe antipoverty effectiveness of i \
transfers, for families who have ;Aildren ;nd are headed by a parent \
capable of working. The poverty incidences are derived grom*a set of
logistic regressions that provide comparisons across de;:graphic groups
for households with the same personal chara;teristics. . A separate
regression was estimated for eachqof Ehe six types of household heads
shown and for pfetransfer and official p&verty. The coefficients w;re
then used to predict thé incidence of poverty for a household head who

1s between the ages of 35 and 54, has completed 8 to 11 years of school,

‘laves in a métropolitan area in the Northeast region, is not disabled,

and heads a family of three or four. The female head is divorced or

separated; the male head is marr;ed.s

The results compiement the datu sﬁ;wn in Table 1 concerning the °

PO

& CTrgy

contribution of transfers to meén incomes. Transfers substantially
reduce poverty for female heads of household with children and for non-

white and Hispanic male heads. In addition, Plotnick (1979) has shown
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Table 2

. .' - The Predicted Incidence of Poverty and the Antipoverty

1 -

_ Effectiveness of Transfers, 1978 — e e

=

- Official .

a N Pret:ransger Measure Percentage Change
Household Head Poverty of Parv'ert:yb - Due to Transfers®
"~ Married Male ‘
’ White . o 6.85% 6.68t  .2.5%

Nonwhite 12.72 9.75 -23.3

Hispanic . 9.23 5.59 -39.4
) Divorced or Separated Female
2 White 52,22 39.38 -24.6

Nonwhite 65.40 54.96 - =15.4

Hispanic 73,29 61.09 -16.6

3

3gurce: Derived from regressions estimated by autnor from riarch 1979 Current
) Population Survey.

34ead 1s 35-54 years of age, has completed 8}:6 11 years of school, lives in
a metropolitan area in the Norcheast region, is not disabled, heads a family of
~ three or four persons.

. me;ra\sfer poverty is computed by subtracting income derived from govern-

i ment cash transfers from census money income. The official measure of poverty is
based on census money incomé and includes government cash transfers.

cDefined as (Official - Pretransfe‘r/Pretransfer) x 100.

]
B
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that wgf three-quarters of welfare transfers and one-half of social

fnsurance transfers are received by the poor. These results clallenge

“the Reagan a 3 tion's asser _that rograms are not

well-targeted on the truly needy.

nguigg 3 and & for 1965 and 1978 further classify fesale-headed
households with children by marital ﬂtl;ul. welfare recipiency, and
-plojl.ant ltatu;. Poverty daclined from 45.6 to 42.8 percent for all
of these househol;ls. but in 1978 1t re'ubaiz‘la a‘bover 80 percent for several - 7

of the categories. Among female-headed households, those in which the

- \___‘__nother was never married, receiyed velfare, “an:f did not work last year

~

gmérfny\nge the highest incidences of pc;s}ezty in both years. For’
example, 94.9 pé;E'éTtt\gj those who never married, re‘ceived velfare, but
did not work in 1978 were poor. -Between 1965 and 1978, the number of

divorced, separated, or widowed female h@é‘vithgbildren increased

—

—

by 9% percent, while the number of never-marrieds mcreased\l?y“:ﬂs\;\'
_ .. percent; welfare recipiency increased from 26 percent of all femgle A
heads to ‘38 percent; and- the percentage o female heads who'worked
remained constant at about 65 perceﬂ?. Thus, despite increased welfare

I3
7

recipiency and the maintenance of work eifort, pnverty among households

headed by women declined only slightly.6
Clearly, poverty remains a problem despite the growth in social

welfare benefits, The next section reviews the Reagan cuts and speculates

on their effects on the poor.




Figure 3: Incidence of Poverty and Distribut{on of Childr

-

Rouseholds Headed by Women, 1955 .
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Fig:ste 4: Ineid'u}ce'oi Pov:irty and Distribution of Chi' .~:u among
' Households Headed by Women, 1978 :
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| A2+

- (5,703)

Divorced, Separated or Widowed

14.61
7.4 ‘ ’
B | 4,638 ' ~ o
. \ - : ] [
N Recelve, s Not - Racei,ve/ Does Not
Halfare - Receiva lclfare - WelZare . Receive Wolfare
- ) - i - e
- B E
6.C% 8.56 : 1.97 - ©0.99
7—1:5 X . , ‘,‘ A 20'7‘ = 80.2 ™ 45-8
(1,528) ' (3,11) |. (626) =(439) -

Worxed last Did Not Work Worked Laut Did Not Work Worked. Last mt Work Worked Last Did "Not Work
Tear Last Year Year . Last Year Year Las: Year Year - . Last Year

2.4 1 3.59 [ | .96 1.‘80 0.77 | .20 | | 017 |- 0.22
5;-1 83.3 15;5 A . ’ 64.7 60.9 9609 - 320& "? - |9
(637) (891) (2,557) (553) (271) (359) | (337) o Qe

_ Source: Computations by author from March 1979 CPS.

Note: The top number” in each box is the percentage of all children who live in the household typé; the second number, 2

5 the incidence of moverty for households of that type; the number in-parentheses is the number of households
a2 22 (in thousands),
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THE REAGAN BUDGET CUTS " T

President Reagan initially proposed budget cu;:s for fiscal year - °
1982 that were about Sékobillinon. or 5.7 'per.cem;. less than the Carter
administration's proposals for that year. Over half of the total cuts

- were in the budget categoriss in which most benefits are targeted to the

. poor and/or children: income eecurity, educatic;n. éréining. employment,

and social services. Thus, even though the president claims to be
protecting the "truly needy," they will be ad;.versely affected. For
example, the Congressional Budget Office (198la) estimates that the

reductions in expenditures for Title I of the fle:néntary and Secondary
* . '

Education Act would correspond to less than a 1 percent reduction in a

typical school district, but to a 6 to 7 percent reduction in a poor /
-distr'ict.'} The cutbacks in the Food Stamp, School Lunch, Legal Services,
Basic Educational Opportunity Grants, and Cl{'l‘A Public Service Employment

programs will all have the effect of reducing the transfers received

*by ‘the poor as well as their opportunities to earn their way out of

/

. /
poverty and unemployment through schooling, training, or work. /

H

’ T o™ ’ {
Women heading families with children have low mean incomes’ '7'nd

. 7
high poverty ra.es. despite their heavy reéliance on social welfare benefits.

The budg;t cuts will disproportionftely affect them. Many relied on

CETA jobs. Others working in the z;’)ti\va_te sector ;1111 either lose eligi:-
bility for Aid to Families with Dependent Children or l';av; their -benef its.
svignif icantly reduced b’y the new rules on work expenses and allov;able

assets. For example, the Univ;zrs:lt”y of Chicago's Center for t‘B Study -

24
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\ of Welfere Policy (1981) shows that the typical AFDC mother ‘who: works A ™

\ L will axpuimi:e a 20 to 30 perc‘ent.declin,c in her monthly income. .
\\ ‘ Irzonically, for many women the new AFDC rules provide less in":’ﬂ'l}.:::[/?‘g -

., to work than do turrent ones. For example, thé Chicago Center's study |
\ shmu that in New . o!’ork ‘the typical working welfare mother \ritb two

i\ children earns $396 per month. Because these earnings reduce her Food i
T le

" Stamp and AFDC benefits, har lonthly disposable income 1is currently $16/.

\higher than that of a nonworking wother with two children, Thus,\ Her
*ef’f«.cive benefit reduction rate is 59 percent ($396-162/3§6 -0, 59). vis
ilnder the Reagan proposals, after four months of welfare reéiptai¢:y,

¥

hér earnings would reduce her velfare benefits even further, and her o

b’ ,,disposgble income would be only $15 per montﬁ‘js;ﬁher t:han that of thé .

-n—*;; " B33

nomplsrking woman. In this case, the effective benefit reduction rate

£

Yo
woula be. 96 percent, and one might expect the woman to quit working.
Some Food Stamp and APDC recipimts will find that adhitional earnings-

)
will bring jthem to a "notch"--a point at‘wh:lch their eligibility will b_e -

terminated nnd their benefits will fall by more than the amount of the

addit fonal earnings. Loss of Medicaid will be widespread, making the

notch probll‘em more serioug. Some of those whose eligibility is terpinated ° .

may also reduce their work effort so as to regain _eliggibility.‘ .
Thus, at the same time that the,proposed income tax reductions will

be Cutting tax rates for the rest of the population, mény lower~income

families who re~eive wealfare benefits and already face high benefit

reduction rates (which are equivalent to tax rates) will experience




even higher rates and work dhinemfive;.7 If the lowersd income tax
. rates 'lﬂ the nonpoor to_ work more, and the hi;hn' rates leéd welfare
recipients to work less, the gap between the income el‘;uu will increase. -

. .
x . £

SOME ALTERNATIVES FOR POOR HOUSEHOLDS WITH CHILDREN

Incoma maintenance paliey must confront the financial plight of )
. children, upnnny those 1;\:;&; in fquieim hauuholds. Over 40
7 parcent of thess bouseholds remain poor even though over half receive .
income tmtfm (about 40 percent reuivc nlfl:‘) and about two-thirds
a£ the women work at lsast part tise. m budget chtﬁtll thn: have
tkiléy been hplﬁat;é will further g;fmtc thc p:eblng And 1f
%k %ﬁ::ﬁt systam of eMﬁ utcbig ;:;nts for AFDC is replaced
h; fixed bléck:gfﬁétl of equal size (as propossd by the Rnggm administration),
. tm bﬁcﬁtl will decline evem further (Chernick, .1982) . -
i . A 'nihn :ifetl :hat would have allcva:d poverty to some extent
. Emong z-l;:-hudﬁ households was prepesd by President Carter in 1977,
“'It was not enact’ prh;rﬂy because it would have added to the costs of
current programs cmus}: amna. and Smolensky, 1977; Dan:igcr and
. Motaick, 197 9) Sut thers seems tr be no velfare reform that can reduce

o

povarty among women huéigg houswnlds w:th yaung ehﬂéﬂn that does not

s L

1;1: increase transfer expenditures.

.

7 '

; - One solution (Jones. Gordon and Sawhil., 1976; Cassetty, 1979

u.m

&rﬁam 1979) wonld h a'gew social c*:1d support program, ‘which
7 ‘t/ would rug%m AFDC and the current role played by the ccurts., All adults

P

Q
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.att living with a spouse who care for children would be eligible for a

iy,

public payment that would be finsnced by a tax on the absent parent.
1f the payment fell belov & minimum level, it would be supplemented up
2 . to that level by m‘f':ﬂ. The program could rnéuec pevcrty
sven {if total government expeuditures were nmnisd at currant funding
levals bacsuse of the -m:m revenue raised f:en adsent parqaes. e
A setond policy to aid mm with ehu&lg involves axpsnsion
= of the Earned Incoms Tax Credit (E1TC), which currently subsidizes the
satnings of workers m have children and whose incomes are below $10,000
“a year. By increasing the uh:ﬁyrmgﬁ work incentives for the lovest-
incoae vorkers would b enhanced. Some workera mow above the eligibility
cutoff would receive a ia&aﬁy, but mld also t:sitimt an incréase
- in their marginal tax rate. .On hlﬁea. expanding the EITC uauld offset
Ehl toll which isfllt:lm has taken and mld reduce the tax burdéns of
the working poor.” Due to increases in ehi standard deduction and personal
sxemptions, and to the introduction of the EITC, federal income and payroll )
taxes for a Wvltt:y-lii;e family of four declined from 7.6 percent of
‘ - mily ince-e in 1969 to lcss than 2 percent in 1979, However, because -
the poverty lme is mdexed but the EITC {is. 'not, and because the poverty- ©

- line faaily getl almost no relief from the Reagan tax cuts, its 1981

. rage tax rate will be as-high as it was in 1969.. An expansion of the

E.IC would give so-e"rel{ef‘ to working poor and near-poor families who

lome benefits from:the prn‘iaond spending cuts,

Finally, t egri.i.via:y- to cut the budge thout disproportiouately

hurting households with children, even if the adninistratien refuses to




@

roll back d;niﬂm:iy its large increases in military expenditures.
_Some proposals of this type are presented in a recent report I;y the
céqi-u.m.; Budget Office (1981b). The CBO estimates, for example, -
_that repeal of the consumer interest deduction from the personal income
" . = tax could raise sn additional $6 billion in 1982. This deduction prométes
' consumption by subsidizing personal debt rather than saving, and is of
benefit only to mpayex‘-s who itemize, Va'group that has above-averge
The cutbacks in social welfare programs have deflected attention
awy from the plight of those who remain poor. If the administration
. continues to attribute most -pf the prébl;..ns of the economy to
the 111 effects of social pro;rm nﬁd accordingly reduces cxpmditur;a
even further, poverty may rise to the level prevailing at the cutset of
& the War on Poverty, and the ptogruc made during - ‘the last 15 years will
be lost. '
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| NOTES
“The computer tapes from the March 1979 Current Population Survey
and [the 1966 Survey of Fconomic Opportunity are the sources for the data
;tumtd‘ in this fnper. The lu;"veya report number of households as
of March of the survey year, but ;cna'u: money income for the previous
year, Census -oney income 1is defined as money income received auémg
the calendar year as wages and s'ah\riu. net income from s‘clf-np;gcy-mt,
proparty income-<for e;.nple. interest, dividends, and net rental incomes—
government cash transfers from the programs listed in the note to Table
1, and cther forms of cash income, such as private pensions snd auaony
m cu\m income com:qat does not :l.uclude government or private bcnef :ltl
‘ in-kind such as Madicnre, Food Stamps, housing assiutance, or employer-
provided health insurance. The omission of in-kind transfors biases
downward e:thate- of the nu-ber of transfer recipients und biases upwu-d
utmtu of the incidence of poverty. Plotnick and Smeeding (1979) sMw
“that: in 1976 an additional 2 to 3 percent of the population received in- '
kind transfers fcr food, housing and/or n.dical care, but did not receive
" cash transfers. This suggests that the percenta;e' receiving either-a
cash or in-kind transfer was proba!.ly in excess of 45 percent by 1978,
'rhe federal govermen ' 8 officlal measure of poverty provides a
set of income cm:offg adjusted for family size, age and sex of £anﬂy
hecg!, number of children under age 18, and fa:n-nonfam residence. The
cutoffs provide an absolute measure of poverty fwlm:h specifies in dollar
terms mininmally decent levels of consumptipn for households of different

:ypu The cutoffs ate adjusted each year by the change in the cost

e




of living. For 1978, the poverty lines range from $2,650 for a single,
aged fessle living on s farm to $11,038 for a two-parent faiiy of seven
or more persons not living on a farm. The average threshold f‘or a family
of four for 1978 is $6,628, Poverty incidence as mcasured in tkis paper
uses the household &s the unit of analysis. )

Houssholds in which the head fs reported as married, but the spouse
is absent, are counted as two-parent households. For an analys of the
trend in poverty among persons, ue Danziger and,Plotnick (1980).

3rhe decline in the incidence 1s computed by subtracting'the 1978
iricidence from ébe 1965 incidence, dividing by the 1965 incidence, and
msultiplying by 100. For gﬂple; (14.3 - 13.2/14.3) x 100 = 737 percent.
klu mentioned above, %tha data presented her'e, do not include in-kind
transfers. Nowever, Smeeding (1962) finds that about 20 percent of female-
:hgadeﬁ hogseholds are poor” even if in-kind ttan.sfers (including Hedicai;i)
are valued as equivalent to cash income.

s‘rhe pa.ttétn of results is the same’ when region, or education, or

age of the head of household is varied. More detailed results are available
from the author. Tne predicted incidences show less variation ac;-;ss the
races than the_actual data because they contrcl for personal characteristics.,
‘Fer é&ple,. the differences i)y races in Table 2 are 'f’gghquseholds witl;

the same education, while the actual education of white household heads.

is higher than that of the other groups. Thus, the actual differences

in poverty can be decomposed into a component due to differential probabilities,

holding characteristics constant, and a component due to differing charac-

teristics, -




2

61-‘01- example, the aggregate decline in the incidence, 6.1 purcent,
shown in figures 3 and 4 (from 45.6 to 42.8 percent), was smaller than
the decline for either divorced, separated, or widowed heads (13.6 percent,
from 43 3 to 37.4 percant) or never-married heads (6.3 percent, from 70.4
to 66.0 percent) because of the more rapid growth of never-married heads,

7‘1‘he work lost bucause of the increased disi;zcentivec for those who

continue to receive welfare may be partly offset by increased work froa

" . those vhose eligib:llity is terminated.. These former recipients no longer

face any benefit reduction rates, and they will probably be el:lg:lble for

‘the Earned Income '!'u Creddt. diacusud in the next section, which partiauy

offsets payroll and pex‘sona‘ ancome taxes. The Reagan program also seeks

to offset the increased work disincentives for wvelfare recipients by

4

enforc ing work requirementa. -
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