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POOR : , .
SUPPORT 1989: Ellwood’s Poor Supportis

a response to Murray’s 1986

Losing Ground: candidate Bill Clinton
reads it on a plane: promises to
“end welfare as we know it...”

« 1980s: High unemployment, a falling minimum wages and
declining welfare benefits raise poverty from 11% to 15%, Murray
blames AFDC and family values (more single mothers).

« Ellwood says Murray wrong: welfare (AFDC) is not a big cause of
poverty problem, but it is not the solution either— states with low
benefits have more SPFs and even during “tough love” period 1987-96
children living in SPFs grew — though share on welfare did not—
“working poor families” represented big increase in poverty.

« Ellwood: Still, welfare reform needed... welfare is not the problem,
but not a good solution either... and everyone hates welfare...
recipients, tax payers, social workers—

« Tough Love phase starts in 1979: steady decline in benefits for
welfare families — right though 1993.



Sharp rise in share of births to
unmarried women.

Indicator Fam2.B: Percentage of all births to unmarried women by age of mother, 1980 and 2009
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Sharp rise in share of births to
unmarried women.

Figure 7: Share of all births to Unmarried Women
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Source: U.S. HHS ChildStats, accessed April 2012
http://www.childstats.gov/americaschildren/famsoc2.asp



Ellwood’s Poor Support: American values
consistent with OPM (pre transfer poverty)

Individual Autonomy: “Americans believe that... people can provide for
themselves if they are willing to make the necessary sacrifices. The rags-to-riches
American dream pervades our culture. Rugged individualists win respect even if
their behavior borders on the eccentric or even the criminal.”

The Virtue of Work. “The work ethic is fundamental... People ought to work
hard not only to provide for their families, but because laziness and idleness are
seen as indications of weak moral character. The idle rich command as much
disdain as jealousy; the idle poor are scorned.”

Primacy of the Family. “The nuclear (2 parent) family is still the primary social
and economic unit, and, certainly, its foremost responsibility is to raise children.
Families... socialize children, guard their safety, provide for their education, impose
discipline and direction, and ensure their material well-being while they are young.

The husband and wife are also expected to support each other.”

Desire for and Sense of Community. “The autonomy of the individual
and primacy of the family tend to push people in individualistic and often
isolating directions. But the desire for community remains strong in
everything from religion to neighborhood.”

Compassion and sympathy for others “can be seen as flowing from a
sense of connection with and empathy for others.” see David

Ellwood, 1986 page 16 Chapter 2



http://www.gdsnet.org/EllwoodChapter1pp3-27.pdf

Welfare reform helps mitigate
Ellwood’s helping conundrums

Work- security: provide a safety net but not reduce
the incentive/rewards to work (“make work pay”).

Assistance-family structure: help 2-parent families,
mothers & families (but EITC taxes marriage)

Targeting-Isolation: reduce stigma, integrate don’t
isolation (EITC is private only IRS knows).

Geographic, social & skill mobility: migration,
education and promotion facilitated (bus tickets,
student loans, affirmative action).



Ellwood’s 1989 plan to help two-parent
families: (Ellwood p.105)

Universal Medical Insurance (similar to auto
insurance— public insurance last resort)
Make Work pay — raise minimum wage & plus
EITC (a personal wage subsidy)

Replace cash welfare payments (AFDC) and
food stamps with transitional assistance
program (done, TANF, 1996).

Last resort low wage jobs for those who lose
their transitional assistance (walmart, Shop-rite?).
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How to help single-parent families
(Ellwood, 1986, Poor Support, pp. 155 & 175)

Child support assurance— as opposed to
welfare payments per child.

Universal Medical Insurance (public option:
last resort)

Make Work pay — raise min wage & EITC
Replace welfare and food stamps with
transitional assistance + Job Training e.g.,
California’s GAIN program

Jobs of last resort for those who lose their
transitional assistance.



Single-parent families now largest poverty demographic

(Katz and Stern, 2001, Poverty in the 20t" century)
http://www.sp2.upenn.edu/america2000/wp7all.pdf

Figure 8—Distribution of poor people by household structure
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http://www.sp2.upenn.edu/america2000/wp7all.pdf

Under AFDC: single parents work taxed at high
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Evolution of the EITC 1984 to 2006

Schedule for Family with 1 Child
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Figure 2: Real EITC Schedule for Single Mothers by Real Earnings (2006 dollars)

Source: Hilary HoynesThe Earned Income Tax Credit, Welfare Reform, and the
Employment of Low-Skilled Single Mothers, University of California, Davis



Evolution of the EITC 1984 to 2006

Schedule for Family with 2+ Children
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Employment of Low-Skilled Single Mothers, University of California, Davis



EITC & Min wage make work pay...
Three Phases of the EITC circa 1999
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EITC circa 2012

Value of Federal Earned Income Tax Credit, 2012
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Source: Center on Budget and Policy Priorities... accessed April 2012,
http://www.cbpp.org/cms/index.cfm?fa=view&id=2505



http://www.cbpp.org/cms/index.cfm?fa=view&id=2505
http://www.cbpp.org/cms/index.cfm?fa=view&id=2505
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http://www.cbpp.org/cms/index.cfm?fa=view&id=2505

Higher minimum wage vs. EITC..
Who pays, and who gains the most?

Federal U.S. Minimum Wage

e Actual Min wage == |nflation Adjusted (real)
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http://en.wikipedia.org/wiki/List_of_U.S._minimum_wages




Make work pay: iaise the minimum
wage?
Many states including NYC propose raising the
minimum wage to $10-$15 per hour, this makes work
pay
1. Efficiency wage: reduces turnover, reduces job
openings for least skilled workers

2. May eliminate jobs, Paris subway, Euro for a
shopping cart; automated tellers, scanners, RF
tags...

3. Discriminates against least educated workers
(immigrants? See lvan Light.)

4. Raises prices for some services where
w /zg%tomation/mechanization is difficult
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Make work pay: extend the EITC?

Republicans, Brookings, economists and President
Obama recommend expanding the EITC

1. Wage subsidy, workers paid a bonus for working

2. But many see as subsidy to corporations who pay low
wages, employ mainly immigrants, etc (a conspiracy of
the poor to avoid minimum wage laws).

3. Increases mobility, lowers first rung on ladder, makes it
easier to get first or quick job (Angelique Melton)

4. Lowers prices for some services where
automation/mechanization is difficult

4/1/2015
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How to help the working poor: EITC vs.
a higher minimum wage (HMW)

* Benefits of a higher minimum wage not targeted to
families with children, EITC targets families with dependents,
higher minimum wages also benefit young and very old
workers with other sources of income... who may not be poor.

* A higher minimum wage raises costs in S-R? (EWH?) for
low wage employers: Walmart, grocery stores, some of these
costs are passed on in the form higher prices and reduced
services... example: shopping carts and trains in Europe.

 The EITC and other benefits are a wage subsidy for large
corporate employers of low wage workers, encourages hiring
and increases turnover (low wage does this)

But The EITC creates a marriage penalty for low wages workers with
families who want to get married (benefits higher when not married), a
higher minimum wage has no marriage penalty (the opposite).



How to help the working poor: EITC vs.
a higher minimum wage (HMW)

Both a higher MW and the EITC encourage work, but a
high minimum may reduce turnover and reduce the number
of entry level jobs available.

Higher minimum wages encourage employers {o
automate, and use fewer and higher skilled workers... the
number of entry level jobs decline.

Problems with both ways to make work pay: there may
not be a enough mobility for less educated minimum wage
workers—

EITC is popular with employers, both parties, recipients
and poverty advocates, the minimum wage is popular with
some but not all of these groups....



How to help the working poor: Walmart
and EITC liberal success story?

Jason Furman now CEA head, thought so in 2005

Lower wages help Walmart and reduce costs automate,
especially to poor consumers...

Mobility increases: the number of entry level jobs decline.
Lower wages lead to more employment —

EITC compensates workers with families, raises them
over the poverty line. Examples: Karen Spain, Angelique
Melton (NY Times, 2012)

But critics see EITC and Chips subsidy to Walmart (not its
customers...). Minimum wage will reduce profits of low cost
retailers and restaurants....

CBO sees a little of both, 500k lost jobs due to higher $10

minimum wage + indexing


http://www.mackinac.org/archives/2006/walmart.pdf
http://www.mackinac.org/archives/2006/walmart.pdf
http://www.nytimes.com/2012/04/17/us/antipoverty-tax-program-offers-relief-though-temporary.html
http://www.nytimes.com/2011/11/04/us/experts-say-bleak-account-of-poverty-missed-the-mark.html?pagewanted=all&_r=0
http://laborcenter.berkeley.edu/livingwage/
http://www.nytimes.com/2014/02/19/business/mixed-results-in-us-study-of-increasing-minimum-wage.html
http://www.cbo.gov/sites/default/files/cbofiles/attachments/44995-MinimumWage.pdf

Figure 4: Comparing Cost of AFDC/TANF to EITC, 1975-2005
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Welfare Caseloads Fall After Welfare Reform

Figure 1: AFDC/TANF Caseload 1970-2006 (Millions of fanulies)
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Figure 3: EITC Recipients and Expenditures 1975-2005
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Figure 5: Female Annual Employment Rates by Marital Status and Presence of Children
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Figure 6: Annual Employment Rates by Marital Status and Presence of Children
Women with a High School Education or Less
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Figure 7: Annual Employment Rates for Single Women, by Number of Children
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Key criteria for judging
success of welfare reform

. The material well-being of single parents and
there children increase (health insurance, child
care, housing, etc..)

. The official poverty rate for parents & children
should decrease (pre-transfer poverty).

. Private earnings and labor market should
increase, but not displace benefits one for one.

. Episodes of severe deprivation should not
increase, and hopefully decrease.

. Teen pregnancy should fall (and the out of
wedlock birth rate?)



Other (controversial) criteria for
successful welfare reform

. Mobility: the social and geographic mobility of
single parents should increase.

Stigma should be reduced and self-esteem of
single parents built up

. The formation of two parent families should
Increase...more marriages? Fewer divorces.

. Welfare (TANF) participation should decrease.

. Recipients, voters and administrators should
happier with system over all (no more clashes of
welfare recipients on Oprah).



Unfinished welfare reform

Safety-net during crises: Did it work, New York
Times said yes, food stamps, unemployment
Insurance and stimulus, so far, knock on wood...

Fragile families: how to help fathers, and encouage
marriage? — reduce marriage tax should be easy, but

Medical insurance: — will reform work, SCHIP made
a big difference but was it enough?

Help for single parents Netherlands makes it easier
for women to work part time, and they do. Is this a
good model for the U.S.



Reformed welfare (EITC, TANF)
mitigates helping conundrums

Work- security: provide a safety net w/o reducing
incentive/rewards to work (“make work pay” mothers
with young children too).

Assistance-family structure: either parent can get tax
credit... but EITC creates a marriage tax.

Targeting-lsolation conundrum: stigma should be
reduced, EITC is private between you and the IRS.

Geographic and social mobility enhance don’t reduce
(do no harm). Voluntary migration may help, unlikely
to hurt (a round trip ticket?).



Figure 44 Comparing Cost of AFDC/TANK fo EITC, 1975-2005
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Tranfers reduce poverty rates by about 5% for children
under 18 (Haskins, 2001)
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Welfare Caseloads Fall After Welfare Reform

Figure 1: AFDC/TANF Caseload 1970-2006 (Millions of fanulies)
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Figure 3: EITC Recipients and Expenditures 1975-2005
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Figure 5: Female Annual Employment Rates by Marital Status and Presence of Children
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Figure 6: Annual Employment Rates by Marital Status and Presence of Chaldren
Women with a High School Education or Less
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Figure 7: Annual Employment Rates for Single Women, by Number of Children
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Figure 10-1. Cheidven in Two-Parent Housabolds, 1682007
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Figmre 10-2. Never-Marnied Mathers by Race and Ethnicity, 19681008
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Figure 10-3. Mewer-Mamed Mothers by Years of Educstion, 1968-2008
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Figure 10-4, Births 1o Wemen Ages Fiflzen thraugh Ningteen, 1950-2007
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